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1. What does "underwriting" involve in insurance?
A. Adjusting claims after a loss
B. Determining the risk and setting appropriate premiums
C. Performing external audits
D. Providing customer service support

2. Basic coverage typically excludes which of the following?
A. Common liabilities
B. Supplementary insurance options
C. The primary insured's death
D. Natural disasters

3. What characterizes a "claims-made policy"?
A. It covers claims regardless of the policy period
B. It covers only claims reported within the policy period
C. It covers incidents that occur at any time in the past
D. It allows claims to be filed after the policy ends

4. Which of the following statements is true about umbrella
insurance?
A. It is primarily meant for health coverage
B. It only covers claims related to vehicles
C. It provides extra liability coverage above standard policies
D. It does not cater to property damage claims

5. What happens when a claim is made?
A. The insurer processes the request for payment or

reimbursement
B. The insured pays an additional premium
C. The policy is immediately cancelled
D. The risk is reassessed by the underwriter
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6. What is the function of a "deductible" in an insurance
policy?
A. The amount the insurer pays after a claim
B. The amount the policyholder must pay out-of-pocket before

coverage kicks in
C. The fee for policy cancellation
D. The sum paid for insurance advice

7. In insurance, what is meant by the term "endorsement"?
A. A fee charged for late payments
B. A written amendment that alters coverage or terms in a

policy
C. An assessment of the risk associated with an applicant
D. A policy provision for natural disasters

8. Which functions does a Managing General Agent (MGA)
typically perform?
A. Only claims management
B. Underwriting, binding coverage, and claims management
C. Conducting market research
D. Policy selling and marketing

9. What is a surety bond?
A. A policy covering personal injuries during transport
B. A three-party agreement ensuring performance or payment
C. An insurance plan for auto repairs
D. A type of renter's insurance

10. In reinsurance terms, what does a Cede/Ceding Company
refer to?
A. A secondary insurer
B. Investors in the insurance market
C. The primary insurer seeking reinsurance
D. An insurance broker
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Answers
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1. B
2. C
3. B
4. C
5. A
6. B
7. B
8. B
9. B
10. C
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Explanations
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1. What does "underwriting" involve in insurance?
A. Adjusting claims after a loss
B. Determining the risk and setting appropriate premiums
C. Performing external audits
D. Providing customer service support

Underwriting in insurance is a critical process that focuses on determining the risk
associated with insuring a particular individual or entity and setting appropriate
premiums based on that assessment. This involves evaluating various factors such as the
applicant's health status, lifestyle choices, past insurance claims, and other relevant data
to assess the likelihood of a claim being made and its potential cost.  The objective of
underwriting is to ensure that the insurer can cover potential losses while maintaining
profitability. By accurately assessing risk, underwriters can set premiums that
appropriately reflect the level of risk being assumed. This process is foundational to the
insurance industry, as it helps maintain the balance between providing coverage to
customers and managing the insurer's financial health.  The other options pertain to
different functions within the insurance field. Adjusting claims is related to evaluating
and processing claims after losses occur, external audits focus on financial assessments
of insurance companies, and customer service support handles inquiries and assists
policyholders with their needs.

2. Basic coverage typically excludes which of the following?
A. Common liabilities
B. Supplementary insurance options
C. The primary insured's death
D. Natural disasters

Basic coverage in insurance policies often has limitations and exclusions that specify
what is not covered. One common exclusion is the death of the primary insured
individual. This means that while the policy may cover certain events or damages, it
generally does not provide a benefit in the event of the death of the insured person. This
is usually because life insurance is a separate type of coverage specifically designed to
provide financial support to beneficiaries upon the death of an insured individual.  In
contrast, the other options generally do not reflect typical exclusions found in basic
coverage. Common liabilities and natural disasters, depending on the policy type, could
be scenarios that may or may not be included in coverage based on additional
endorsements or specific policy conditions. Supplementary insurance options often refer
to additional coverages that can be purchased to enhance basic policies, rather than
being part of the standard exclusions.
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3. What characterizes a "claims-made policy"?
A. It covers claims regardless of the policy period
B. It covers only claims reported within the policy period
C. It covers incidents that occur at any time in the past
D. It allows claims to be filed after the policy ends

A claims-made policy is specifically designed to provide coverage for claims that are
reported during the policy period, regardless of when the incident that led to the claim
occurred. This means that as long as the claim is made while the policy is active, it will
be covered, even if the actual event happened prior to the start of the policy.   This
approach differs from occurrence policies, which cover claims based on the date of the
incident itself, meaning that the event must occur during the policy period for the claim
to be valid. Therefore, the defining feature of a claims-made policy is its provision of
coverage linked to the reporting of claims, making it essential for policyholders to
understand the timing of their claims relative to their coverage. This characteristic is
critical for professionals in fields like insurance or those who deal with liabilities, as it
can significantly affect risk management and claims handling strategies.   The other
options do not accurately reflect the nature of claims-made policies. They either describe
aspects of other coverage types or imply scenarios outside the specific mechanics of a
claims-made structure.

4. Which of the following statements is true about umbrella
insurance?
A. It is primarily meant for health coverage
B. It only covers claims related to vehicles
C. It provides extra liability coverage above standard policies
D. It does not cater to property damage claims

Umbrella insurance is designed to provide an additional layer of liability coverage that
goes beyond what standard policies offer, such as homeowners, auto, and boat insurance.
This added coverage helps protect policyholders from large claims or lawsuits that could
exhaust their underlying insurance limits. If a claim exceeds the coverage limits of these
standard policies, umbrella insurance kicks in to provide extra protection, which is
particularly valuable in scenarios involving significant injury claims, property damage, or
legal fees.   The other options describe aspects that do not accurately reflect the purpose
of umbrella insurance. For instance, umbrella insurance is not primarily focused on
health coverage; it does not limit itself to vehicle-related claims; and it is indeed capable
of addressing property damage claims, making the correct choice all the more relevant in
understanding how this type of insurance functions within a broader risk management
strategy.
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5. What happens when a claim is made?
A. The insurer processes the request for payment or

reimbursement
B. The insured pays an additional premium
C. The policy is immediately cancelled
D. The risk is reassessed by the underwriter

When a claim is made, the insurer takes the necessary steps to process the request for
payment or reimbursement as part of their obligation under the insurance contract. This
involves verifying the claim's details, confirming that the event falls within the coverage
of the policy, and assessing the amount to be paid in accordance with the terms and
conditions outlined in the policy. The goal of this process is to ensure that the insured
receives the appropriate compensation for their loss, as stipulated in the coverage
agreement.  This reflects the fundamental principle of insurance, which is to provide
financial protection and support to policyholders in the event of a loss. The claims
process is crucial for maintaining trust and satisfaction among clients, as it directly
influences their experience with the insurance company.

6. What is the function of a "deductible" in an insurance
policy?
A. The amount the insurer pays after a claim
B. The amount the policyholder must pay out-of-pocket before

coverage kicks in
C. The fee for policy cancellation
D. The sum paid for insurance advice

A deductible in an insurance policy serves as the amount that the policyholder must pay
out-of-pocket before the insurance coverage begins to take effect. This means that when
a claim is made, the insurer will only start paying for the covered expenses after the
deductible has been met. It is essentially a cost-sharing mechanism that encourages
policyholders to be mindful of their claims, as they will be responsible for the initial
portion of the loss or damage.  The rationale behind deductibles is to reduce the
frequency of small claims and promote responsible use of insurance. They can vary based
on the policy, and higher deductibles generally result in lower premium costs for the
policyholder. This concept helps to balance risks between the insurer and the insured,
ensuring that the insured has a stake in the process and discouraging frivolous claims.
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7. In insurance, what is meant by the term "endorsement"?
A. A fee charged for late payments
B. A written amendment that alters coverage or terms in a

policy
C. An assessment of the risk associated with an applicant
D. A policy provision for natural disasters

The term "endorsement" in insurance refers to a written amendment or addition to an
insurance policy that alters its coverage or terms. This can involve adding, removing, or
changing specific provisions within the policy. Endorsements are crucial because they
allow policyholders to customize their insurance coverage to better fit their individual
needs or to respond to changes in risk. For example, if a policyholder acquires a new
piece of equipment or moves to a different location, an endorsement can be used to
update the policy to provide appropriate coverage.  The other options do not accurately
define the term "endorsement." Assessing risk relates to underwriting, while provisions
for natural disasters are typically defined within the main policy or separate riders. A fee
for late payments is unrelated to the amendments or adjustments made to insurance
policy terms and coverage.

8. Which functions does a Managing General Agent (MGA)
typically perform?
A. Only claims management
B. Underwriting, binding coverage, and claims management
C. Conducting market research
D. Policy selling and marketing

A Managing General Agent (MGA) typically performs a range of crucial functions in the
insurance industry, including underwriting, binding coverage, and claims management.
Underwriting is the process where the MGA assesses risks associated with potential
policyholders and determines the terms and pricing of coverage. Binding coverage refers
to the authority the MGA has to finalize insurance contracts on behalf of the insurer,
ensuring immediate coverage for clients. Additionally, MGAs often handle claims
management, which involves overseeing the processing of claims when policyholders
seek compensation for covered events.  This multifaceted role enables MGAs to act as
intermediaries between insurance companies and agents or brokers, streamlining
operations and improving overall efficiency in the insurance distribution process. While
conducting market research and handling policy selling and marketing may be
components of an MGA's responsibilities or related business activities, the core functions
that define their role are centered around underwriting, binding coverage, and managing
claims.
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9. What is a surety bond?
A. A policy covering personal injuries during transport
B. A three-party agreement ensuring performance or payment
C. An insurance plan for auto repairs
D. A type of renter's insurance

A surety bond is fundamentally a three-party agreement that involves a principal (the
party required to perform), an obligee (the party that requires the performance), and a
surety (the entity that provides the bond). The primary purpose of a surety bond is to
ensure that the principal will fulfill their obligations as outlined in a contract, or else the
surety will compensate the obligee for any losses incurred due to non-performance. This
mechanism provides a guarantee of performance and acts as a financial safety net for the
obligee, which is crucial in various industries such as construction, where contractors
require surety bonds to assure project owners of their commitments.  The other options
pertain to different types of insurance or coverage. A policy covering personal injuries
during transport relates specifically to liability coverage while transporting goods or
individuals. An insurance plan for auto repairs typically involves coverage for vehicle
damages or breakdowns, which is distinct from the guarantee of performance that a
surety bond provides. Lastly, renter's insurance is designed to protect tenants from
personal property loss or liability, and does not involve the performance obligations that
a surety bond ensures. Thus, the definition of a surety bond accurately aligns with the
characteristics outlined in the correct choice.

10. In reinsurance terms, what does a Cede/Ceding Company
refer to?
A. A secondary insurer
B. Investors in the insurance market
C. The primary insurer seeking reinsurance
D. An insurance broker

In reinsurance, the term "Cede" or "Ceding Company" refers specifically to the primary
insurer that seeks to transfer some of its risk to another insurer, which is known as the
reinsurer. This transfer of risk is a critical aspect of managing exposure to large losses
and ensuring financial stability.  The ceding company typically retains a portion of the
risk and cedes the remainder to the reinsurer, which allows the ceding company to obtain
additional capacity to write more policies while protecting itself from potential large
claims. This relationship is foundational in the reinsurance industry, as it enables
primary insurers to enhance their underwriting and reduce volatility in their financial
performance.  In contrast, other terms mentioned do not accurately represent the role of
the ceding company. A secondary insurer does not directly relate to the actions of ceding
risk; investors might be involved in insurance markets but do not align with the specific
concept of reinsurance; and insurance brokers facilitate the placement of reinsurance
but are not the entities directly ceding risk. Thus, the identification of the ceding
company as the primary insurer seeking reinsurance is integral to understanding its
purpose and functioning within the reinsurance market.
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