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1. What does a larger pool size typically do in terms of risk
assessment according to the law of large numbers?
A. Increase variability
B. Reduce predictability
C. Enhance accuracy
D. Worsen outcomes

2. In a life insurance policy, who is typically considered the
beneficiary of a key person?
A. A family member
B. The employer
C. The employee
D. A business partner

3. Which term refers to the units received by an annuitant in
an annuity plan?
A. Annuity values
B. Annuity units
C. Capital shares
D. Policy dividends

4. What does the term 'perjury' imply in the context of
insurance claims?
A. Deliberate false testimonies
B. Misleading advertising
C. Incomplete applications
D. Accidental omissions of facts

5. Which of the following is not a feature of whole life
insurance?
A. Fixed premium payments
B. Guaranteed death benefit
C. Lower premiums
D. Cash value accumulation
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6. What is a common indicator of concealment in insurance?
A. Transparent disclosures
B. Omission of medical history
C. Frequent premium payments
D. Multiple policy ownerships

7. In the context of insurance, what is typically referred to as
the risk of loss due to death?
A. Mortality
B. Morbidity
C. Solvency
D. Viability

8. What typically happens if the insured misstates their age
on the insurance application?
A. The policy is automatically cancelled
B. The premium may be adjusted
C. The benefits are doubled
D. There are no consequences

9. Which term describes the person authorized to act on
behalf of another in financial matters?
A. Trustee
B. Beneficiary
C. Principal
D. Agent

10. Which term indicates a provision that may allow
consumers to back out of a transaction?
A. Right of refusal
B. Right of recession
C. Waiver of rights
D. Termination notice
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Answers
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1. C
2. B
3. B
4. A
5. C
6. B
7. A
8. B
9. D
10. B
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Explanations
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1. What does a larger pool size typically do in terms of risk
assessment according to the law of large numbers?
A. Increase variability
B. Reduce predictability
C. Enhance accuracy
D. Worsen outcomes

Selecting a larger pool size in risk assessment aligns with the principle of the law of
large numbers, which states that as the size of a sample increases, the sample mean will
get closer to the expected value, or true average, of the population. This principle is
particularly relevant in insurance and financial contexts, where a greater number of
observations allows for more reliable predictions regarding events and outcomes.  When
dealing with a larger pool, fewer fluctuations or anomalies occur, thus leading to
enhanced accuracy in estimating risks. This improved accuracy results from having a
wider array of data points, which smooths out irregularities and helps establish a clearer
understanding of underlying patterns. Consequently, this increases the reliability of
forecasts and decision-making processes in risk management.  Additionally, larger
sample sizes can help mitigate the effects of outliers or rare events, further reinforcing
the accuracy of risk assessments. Overall, the larger the group involved, the more
predictable the results become, which is why increasing the pool size is beneficial in risk
assessment scenarios.

2. In a life insurance policy, who is typically considered the
beneficiary of a key person?
A. A family member
B. The employer
C. The employee
D. A business partner

In a life insurance policy designated for a key person, the employer is typically
considered the beneficiary because the policy is intended to protect the business against
the financial loss that can occur due to the untimely death of an important employee
whose skills and contributions are vital to the company’s success. This type of insurance
is often arranged by the employer to ensure that the business can manage any potential
disruptions, secure financing, or fund a buy-sell agreement if necessary.   The funds from
the policy can help cover costs such as recruitment and training of a replacement, or
managing debts and obligations that might arise after the loss of the key individual. This
dynamic highlights the main aim of key person insurance, which is to safeguard the
company’s financial stability rather than providing support to personal beneficiaries like
family members or partners.
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3. Which term refers to the units received by an annuitant in
an annuity plan?
A. Annuity values
B. Annuity units
C. Capital shares
D. Policy dividends

The term that refers to the units received by an annuitant in an annuity plan is "annuity
units." When an individual invests in an annuity, the contributions are converted into
annuity units at the time of annuitization. These units represent the amount of the
investment in the annuity and are used to determine the periodic payments the annuitant
will receive.  Annuity units fluctuate in value based on the performance of the underlying
investments within the annuity. As the value of these units changes, the payments made
to the annuitant will also change, particularly in variable annuity plans. The conversion
of the investment into annuity units is a critical step in the annuity process, as it affects
the future cash flow that the annuitant can expect to receive.  Other terms listed, such as
annuity values, capital shares, and policy dividends, do not accurately define the specific
concept of units received in this context. Annuity values are more generalized and might
refer to the overall worth of the annuity, while capital shares typically pertain to
ownership in a company and are not related to annuities. Policy dividends relate more to
certain insurance policies and are not synonymous with annuity payments.

4. What does the term 'perjury' imply in the context of
insurance claims?
A. Deliberate false testimonies
B. Misleading advertising
C. Incomplete applications
D. Accidental omissions of facts

The term 'perjury' specifically refers to the act of deliberately providing false testimony,
particularly under oath. In the context of insurance claims, this means that when an
individual makes a statement or represents facts about their situation during the claims
process, they are expected to tell the truth. If they intentionally lie or mislead with the
intent to deceive, whether during verbal testimony or in written documents, it constitutes
perjury. This is a serious offense as it undermines the integrity of the insurance process
and can lead to severe legal consequences, including potential criminal charges.  Other
options refer to different types of misrepresentation or errors that may occur in the
insurance context but do not carry the same legal implications as perjury. Misleading
advertising, for example, pertains to promotional practices intended to deceive
consumers, whereas incomplete applications and accidental omissions relate to
unintentional errors rather than the intentional act of lying under oath. Hence, while
these may all represent issues in insurance claims, only deliberate false testimonies align
with the definition of perjury.
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5. Which of the following is not a feature of whole life
insurance?
A. Fixed premium payments
B. Guaranteed death benefit
C. Lower premiums
D. Cash value accumulation

Whole life insurance is characterized by several key features that distinguish it from
other types of life insurance. One primary feature is fixed premium payments, meaning
that the policyholder will pay the same premium throughout the life of the policy,
providing stability and predictability in budgeting for this expense.  Another critical
characteristic is the guaranteed death benefit, which ensures that the beneficiaries will
receive a predetermined sum upon the policyholder's death, regardless of when that
occurs, as long as premiums are paid. This feature makes whole life insurance a reliable
choice for those seeking to provide financial protection for their loved ones. 
Additionally, whole life insurance includes cash value accumulation. This means that a
portion of the premium payments goes toward building a cash value within the policy,
which grows at a guaranteed rate over time. Policyholders can borrow against this cash
value or even withdraw it, making it a form of forced savings and an asset that can be
accessed during the policyholder's lifetime.  In contrast, lower premiums is not a feature
of whole life insurance. The premiums for whole life policies are generally higher
compared to other types of life insurance, such as term life insurance, because these
policies are designed to cover the insured for their entire life and include the cash value
component. Therefore, while lower premiums might

6. What is a common indicator of concealment in insurance?
A. Transparent disclosures
B. Omission of medical history
C. Frequent premium payments
D. Multiple policy ownerships

The omission of medical history is a common indicator of concealment in insurance
because it can significantly affect the underwriting process and the assessment of risk.
When an applicant fails to disclose relevant medical information, it may suggest that
they are attempting to hide a pre-existing condition or other health-related issues that
could lead to higher premiums or a denial of coverage. Insurers rely on complete and
accurate medical histories to make informed decisions about eligibility and cost, so any
omissions can raise red flags about the applicant's honesty and the potential risk
involved.   Transparent disclosures would indicate the opposite of concealment, as they
involve clear and full communication of information, which is essential for a trustworthy
insurance application process. Frequent premium payments do not directly indicate
concealment; rather, they might suggest good financial management or commitment to
maintaining coverage. Multiple policy ownerships, while possibly complex, don’t
inherently imply concealment since individuals may have valid reasons for holding
numerous policies.
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7. In the context of insurance, what is typically referred to as
the risk of loss due to death?
A. Mortality
B. Morbidity
C. Solvency
D. Viability

In the context of insurance, the term that refers to the risk of loss due to death is
mortality. Mortality specifically deals with the incidence of death within a specified
population and is a critical factor in life insurance underwriting. Insurers assess
mortality rates to predict the likelihood of claims related to death and to set premiums
accordingly. Understanding mortality helps insurance companies manage their risk and
ensure they maintain a profitable balance in their portfolios.  Morbidity relates to the
risk of loss due to illness or disability rather than death. Solvency refers to an insurance
company's ability to meet its long-term financial obligations and is a measure of financial
health rather than a direct reference to risk from death. Viability pertains to the overall
capability of a business to survive and thrive in the market, which also does not
specifically relate to the risk of loss due to death.

8. What typically happens if the insured misstates their age
on the insurance application?
A. The policy is automatically cancelled
B. The premium may be adjusted
C. The benefits are doubled
D. There are no consequences

When an insured misstates their age on an insurance application, the typical outcome is
that the premium may be adjusted. This is because insurance premiums are often based
on age since it is a significant factor in assessing risk. If the insurer discovers a
discrepancy in age, they may recalculate the premium to reflect the correct age.   For
example, if an applicant claimed to be younger than they actually are, they might initially
pay a lower premium than what would be standard for their actual age. Upon discovering
the truth, the insurance company may adjust the premium to what it should have been
based on the correct age. This adjustment can serve to ensure that the insured is paying
an appropriate amount for the coverage they receive based on their actual risk profile.  
Thus, B is the most accurate choice, as it reflects the typical practice of adjusting
premiums rather than taking more drastic measures like cancellation or doubling
benefits.
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9. Which term describes the person authorized to act on
behalf of another in financial matters?
A. Trustee
B. Beneficiary
C. Principal
D. Agent

The term that describes a person authorized to act on behalf of another in financial
matters is "Agent." An agent has the authority to make decisions, enter into contracts,
and manage financial transactions for the principal, who is the person granting that
authority. The relationship between an agent and a principal is legally binding, and the
agent’s actions are typically considered to be acts of the principal, provided they stay
within the scope of their authority.  An agent is often involved in various financial
dealings, from negotiating contracts to managing investments, exemplifying a fiduciary
duty to act in the best interest of the principal. This important role ensures that the
principal's financial matters are handled effectively and according to their wishes.  In
contrast, a trustee is responsible for managing assets held in trust for the benefit of
beneficiaries, while a beneficiary is the person who receives the benefits from a trust or
estate. The principal is the individual who grants authority to the agent but does not act
on behalf of another. Understanding these distinctions is crucial for recognizing the
specific roles within financial matters.

10. Which term indicates a provision that may allow
consumers to back out of a transaction?
A. Right of refusal
B. Right of recession
C. Waiver of rights
D. Termination notice

The term that indicates a provision allowing consumers to back out of a transaction is
the "right of rescission." This legal principle provides individuals with the ability to
revoke or cancel a contract within a specific period after the transaction occurs, typically
to protect them from potential fraud or misrepresentation.  In many jurisdictions, the
right of rescission is particularly relevant in real estate transactions and certain
consumer contracts. For example, if a buyer signs a contract and later feels they were
misled or changed their mind, the right of rescission offers them a legally binding way to
cancel the agreement without penalty.  Understanding this concept is critical for
consumers as it helps ensure they have a safeguard when entering binding agreements,
enabling them to make decisions without undue pressure or risk. It emphasizes the
importance of consumer protection within contractual dealings.
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