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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. Don’t worry about getting everything right, 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, and take
breaks to retain information better.
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.
7. Use Other Tools

Pair this guide with other Examzify tools like flashcards, and digital
practice tests to strengthen your preparation across formats.
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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!

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

SA
M

PLE



Questions
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1. Which authority is granted by the words or actions of a
principal that leads others to assume an agent has authority?
A. Express authority
B. Implied authority
C. Apparent authority
D. Limited authority

2. Who is likely to receive dividends from a mutual insurer?
A. Stockholders
B. Policyholders
C. Insurance brokers
D. Government agencies

3. Which of the following is NOT a type of agent authority?
A. Implied authority
B. Shared authority
C. Apparent authority
D. Express authority

4. What distinguishes the managerial system of insurance?
A. It focuses on joint ventures between agents
B. Agents work independently of the company
C. A salaried branch manager supervises agents
D. Agents are solely focused on personal sales

5. What characterizes "speculative risk"?
A. It can only lead to losses
B. It involves both the chance of gain and loss
C. It is insurable under most policies
D. It is primarily related to health insurance

6. What type of risk is an insurer usually unwilling to accept?
A. Pure risk
B. Controlled risk
C. Speculative risk
D. Managed risk
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7. What does an agency contract detail?
A. The types of insurance policies offered
B. The authority an agent has within the company
C. The commission rates for the agent
D. The legal obligations of the insured

8. Which type of insurance is primarily designed to serve
national and state social purposes?
A. Commercial insurance
B. Private insurance
C. Government insurance
D. Professional liability insurance

9. What does an insurance policy represent?
A. A negotiation document
B. A contract between a policyowner and an insurer
C. A regulatory framework
D. A financial statement

10. Which of the following is a statement guaranteed to be
true and may breach an insurance contract if untrue?
A. Representation
B. Warranty
C. Affidavit
D. Disclosure
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Answers
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1. C
2. B
3. B
4. C
5. B
6. C
7. B
8. C
9. B
10. B
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Explanations
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1. Which authority is granted by the words or actions of a
principal that leads others to assume an agent has authority?
A. Express authority
B. Implied authority
C. Apparent authority
D. Limited authority

The correct answer is apparent authority because it refers to a situation in which a third
party reasonably believes that an agent has been granted authority by a principal based
on the principal's words or actions. Apparent authority arises when the principal's
conduct gives an impression to others that the agent has the authority to act on their
behalf, even if the agent does not have actual authority as defined by the principal.  For
example, if a company allows an employee to conduct business and interact with clients
without clarifying the limits of that employee's authority, clients might reasonably
believe that the employee has the authority to make decisions or enter into contracts.
This understanding is shaped by the principal's prior actions or representations and does
not require a formal statement of authority.  In contrast, express authority is a clear,
direct grant of power to an agent to act on behalf of a principal, typically documented in
writing or explicitly stated verbally. Implied authority involves power that is not officially
granted but is necessary for carrying out express authority, while limited authority
pertains to restrictions placed on an agent’s ability to act, which does not align with the
concept of leading others to reasonably assume authority.

2. Who is likely to receive dividends from a mutual insurer?
A. Stockholders
B. Policyholders
C. Insurance brokers
D. Government agencies

Dividends from a mutual insurer are typically distributed to policyholders. This is a
fundamental characteristic of mutual insurance companies, which are owned by their
policyholders rather than shareholders. In this model, any profits generated by the
insurer can be returned to the policyholders in the form of dividends, as they are the
ones who contribute to the insurer through their premium payments.  Policyholders
benefit from the mutual structure since their interests are aligned with the financial
health of the insurer directly. The distribution of dividends serves as an incentive for
policyholders to remain loyal to the mutual insurer, as they can potentially receive a
return on their investment through their insurance contracts.  In contrast, stockholders
are associated with stock insurance companies, where dividends might be paid to
shareholders instead. Insurance brokers do not receive dividends from mutual insurers;
their role is to facilitate the sale of insurance products but they do not have ownership in
the insurer. Similarly, government agencies do not receive dividends from mutual
insurers, as they are not investors in the company. Thus, the correct answer highlights
the unique aspect of mutual insurers, underscoring the policyholders' ownership and
their right to receive dividends as a potential benefit.
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3. Which of the following is NOT a type of agent authority?
A. Implied authority
B. Shared authority
C. Apparent authority
D. Express authority

In the realm of insurance and agency law, the types of agent authority are crucial for
understanding the scope and limitations of what agents can do on behalf of their
principals. The correct choice indicates that "shared authority" is not recognized as a
formal type of agent authority, highlighting the importance of the other types in
clarifying how agents can act.  Implied authority refers to the power that an agent has
that is not explicitly stated but is necessary to carry out the duties assigned. For
instance, if an agent is given the authority to sell insurance policies, they may also have
the implied authority to negotiate those sales.  Apparent authority, on the other hand,
arises when a principal's actions cause a third party to believe that the agent has
authority, even if the agent does not possess that authority according to the principal's
actual intentions. This form protects third parties who rely on the principal’s portrayal of
the agent's authority.  Express authority is explicitly granted to an agent, typically
through a written or verbal agreement, specifying exactly what an agent can and cannot
do. This type of authority is clearly defined and leaves little room for misunderstanding. 
By contrast, "shared authority" does not hold a recognized definition in agency law,
which is why it is correctly identified as

4. What distinguishes the managerial system of insurance?
A. It focuses on joint ventures between agents
B. Agents work independently of the company
C. A salaried branch manager supervises agents
D. Agents are solely focused on personal sales

The managerial system of insurance is characterized by a structured approach to
supervision and oversight of agents. This is primarily evident through the role of a
salaried branch manager who oversees the activities of agents within the agency. In this
system, the branch manager is responsible for providing direction, support, and guidance
to agents, ensuring that they operate within the company's policies and meet set
performance standards.   This managerial oversight not only helps in maintaining
operational efficiency but also facilitates training and development for agents,
contributing to a more cohesive and productive working environment. The presence of a
salaried manager enables better accountability and strategic planning, bolstering the
overall success of the insurance agency as a whole.  In contrast, the other options do not
encapsulate the essence of the managerial system. For example, joint ventures between
agents suggest a collaborative but less structured approach. Likewise, agents working
independently of the company implies a lack of supervision that is contrary to the
managerial framework. Lastly, stating that agents focus solely on personal sales
overlooks the broader support and development role played by a managerial structure in
guiding agents towards collective goals beyond mere individual sales achievements.
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5. What characterizes "speculative risk"?
A. It can only lead to losses
B. It involves both the chance of gain and loss
C. It is insurable under most policies
D. It is primarily related to health insurance

Speculative risk is characterized by the possibility of both gain and loss, making it
distinct from other types of risk. In scenarios involving speculative risk, individuals or
businesses engage in activities where the outcome can be favorable or unfavorable. For
example, investing in stocks is a common form of speculative risk, as there is potential
for both profit (gain) if the stock price rises and for loss if the stock price falls.  This is in
contrast to more traditional risks, such as pure risks, which only have the potential for
loss with no opportunity for gain. Since speculative risks can lead to both potential
positive and negative outcomes, they are often associated with investment decisions and
entrepreneurial ventures rather than insurance. Generally, insurance primarily covers
pure risks, which are predictable and insurable, rather than speculative risks.
Speculative risks are usually associated with situations such as gambling or stock market
investments, where the outcome is uncertain, further emphasizing the element of chance
inherent in both opportunities for gain and potential for loss.

6. What type of risk is an insurer usually unwilling to accept?
A. Pure risk
B. Controlled risk
C. Speculative risk
D. Managed risk

Insurers typically avoid accepting speculative risk because it involves potential for both
gain and loss, which can make it unpredictable and difficult to assess. Speculative risks
are often associated with business ventures like investments and gambling where the
outcome is uncertain, and the insurer cannot adequately calculate premiums relative to
the potential losses.   In contrast, pure risk—where there are only potential losses
without any chance for gain—is something that insurers are designed to handle, as it fits
within the framework of traditional insurance underwriting. Controlled risk refers to
scenarios where steps can be taken to minimize exposure, making them more palatable
to insurers. Managed risk involves strategies to reduce the likelihood or severity of
losses, which again aligns with how insurance companies operate.   By avoiding
speculative risks, insurers maintain financial stability and can focus on providing
coverage for predictable and quantifiable risks that fit within their business model.
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7. What does an agency contract detail?
A. The types of insurance policies offered
B. The authority an agent has within the company
C. The commission rates for the agent
D. The legal obligations of the insured

An agency contract is essential in defining the professional relationship between the
insurance company and the agent. The key focus of this contract is to outline the specific
authority granted to the agent within the company. This includes the scope of activities
the agent is allowed to perform, such as binding coverage, issuing policies, or
negotiating claims. By laying out these authorities, the contract ensures that both parties
understand their roles and responsibilities, which helps to prevent misunderstandings
and potential legal issues.  While the contract may also touch on other elements, like
commission rates or the types of policies the agency can sell, the primary purpose is to
clarify the extent of the agent's authority and the terms under which they operate on
behalf of the insurer. This focus ensures that the agent acts within the framework
established by the insurance company, maintaining compliance and risk management
practices vital for the integrity of the insurance services provided.

8. Which type of insurance is primarily designed to serve
national and state social purposes?
A. Commercial insurance
B. Private insurance
C. Government insurance
D. Professional liability insurance

Government insurance is primarily designed to serve national and state social purposes
because it is often implemented to provide coverage and financial protection in areas
that are deemed essential for public welfare. This type of insurance typically includes
programs such as Social Security, Medicare, and Medicaid, which aim to provide support
for individuals in various circumstances, including unemployment, health needs, and
social security for the elderly and disabled.  Government insurance reflects the
commitment of the state to ensure that all citizens have access to a minimum level of
protection and stability in times of need. It also plays a crucial role in addressing market
failures where private insurers may not provide adequate coverage for high-risk
populations or social issues.  In contrast, commercial insurance is focused on providing
coverage for businesses and individuals seeking financial protection against specific
risks, private insurance serves individuals through policies that can cover personal needs
and assets, and professional liability insurance specifically protects professionals against
claims of negligence or malpractice within their respective fields. None of these types
encompass the broader social goals that government insurance aims to achieve.
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9. What does an insurance policy represent?
A. A negotiation document
B. A contract between a policyowner and an insurer
C. A regulatory framework
D. A financial statement

An insurance policy fundamentally represents a contract between a policyowner and an
insurer. This contract establishes the agreement in which the insurer provides coverage
or a promise of financial protection to the policyowner in exchange for premiums. It
outlines the specific terms, conditions, rights, and obligations of both parties involved.
The clarity provided in the policy regarding what is covered and any exclusions is crucial
to ensure that both the insurer and the policyholder have a clear understanding of their
roles and responsibilities.  In a well-structured insurance policy, essential components
such as coverage limits, deductibles, and the duration of the coverage are detailed. This
contract nature is what differentiates it from other documents that do not encapsulate
the binding agreement that exists between two parties.  While other options hint at
aspects of insurance, they do not encapsulate the definitive nature of what an insurance
policy is. A negotiation document may initiate discussions on terms but does not hold the
binding nature of a contract. A regulatory framework refers to the rules governing
insurance practices and does not denote an individual agreement between a policyowner
and insurer. Similarly, a financial statement provides financial information and analysis
but lacks the contractual essence that defines an insurance policy.

10. Which of the following is a statement guaranteed to be
true and may breach an insurance contract if untrue?
A. Representation
B. Warranty
C. Affidavit
D. Disclosure

In the context of insurance, a warranty is a statement that is explicitly guaranteed to be
true. Unlike representations, which are statements believed to be true at the time they
are made but can be proven false without breaching the contract, a warranty holds a
higher standard. If a warranty is found to be untrue, it can lead to a breach of the
insurance contract, allowing the insurer to deny a claim or void the policy.  Warranties
are often included as part of the policy to predicate the insurer’s obligations. For
example, a warranty might specify that a certain security system is installed in the
insured property. If it is later discovered that the system was not installed as promised,
the insurer can take action based on that breach.   In contrast, representations and
disclosures pertain to statements or information provided that can be factual or accurate
to the best knowledge of the insured at the time but do not carry the same legal
implications if found to be incorrect. An affidavit is a sworn statement but does not apply
specifically to the insurance context in the same way as a warranty does. Thus,
warranties are essential in understanding contractual obligations in the insurance field.

Sample study guide, visit https://insurancebroker.examzify.com
for the full version with hundreds of practice questions 16

SA
M

PLE



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://insurancebroker.examzify.com

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

Sample study guide, visit https://insurancebroker.examzify.com
for the full version with hundreds of practice questions  v-1768376580 | Page 17

SA
M

PLE


