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1. What does an association captive insurance company
primarily benefit?
A. General public insurance needs
B. Industry, trade or service group's member organizations
C. Individual clients' personal insurance needs
D. Global insurance for catastrophic losses

2. Notice to the licensed broker considered as notice to the
insured applies in which scenario?
A. When the broker is unavailable
B. When the insurance is placed with an eligible surplus lines

insurer
C. When there are multiple insurers involved
D. Only for admitted insurers

3. What must happen before an insured can recover a claim
from the association?
A. The insured must settle other claims first
B. The insured must prove financial need
C. The insured must pay all premiums due
D. The insured must cooperate with the association

4. Alien insurers account for approximately what percentage
of the U.S. surplus lines market annually?
A. 10%
B. 20%
C. 30%
D. 40%

5. How can a non-admitted insurer be classified?
A. By its premium volume
B. By whether it is authorized or unauthorized
C. By its geographical headquarters
D. By its capital reserves

3Sample study guide. Visit https://scsurpluslines.examzify.com for the full version

SA
M

PLE



6. What action does the SC DOI take when notified of a
company's removal from the IID List?
A. It suspends the company's operations
B. It reviews the company's prior applications
C. It immediately removes the company from its list of insurers
D. It issues a public notice

7. Which one of the following is NOT an element of
insurability?
A. Risk of loss is a speculative risk
B. Risk of loss must represent a financial hardship
C. The chance of loss must be predictable
D. Loss must be calculable

8. Which category describes insurance contracts that are
reliant on uncertain events?
A. Circular contracts
B. Aleatory contracts
C. Statutory contracts
D. Mutual contracts

9. What is the main purpose of insurance rating
organizations?
A. To sell insurance policies
B. To assess financial strength of insurers
C. To serve as insurance brokers
D. To manage claims processes

10. What is a key indicator that may suggest continued
operation of an insurer is hazardous?
A. Effective communication with policyholders
B. Adverse findings in financial reports
C. High levels of reinsurance
D. Stable cash flow
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1. B
2. B
3. D
4. B
5. C
6. C
7. A
8. B
9. B
10. B
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Explanations
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1. What does an association captive insurance company
primarily benefit?
A. General public insurance needs
B. Industry, trade or service group's member organizations
C. Individual clients' personal insurance needs
D. Global insurance for catastrophic losses

An association captive insurance company is specifically designed to provide insurance
solutions primarily for the member organizations of an industry, trade, or service group.
This structure allows these members to pool their resources, share risks, and create
tailored insurance products that meet their specific needs more effectively than what
might be available in the general insurance market.   By leveraging the collective
bargaining power and insights of the group, an association captive can offer customized
coverage and potentially lower premiums. This setup fosters a sense of community
among members, as they have a vested interest in the success of the captive, helping
each other to manage risks that are intrinsic to their industry or service area. This focus
on serving a specific group distinguishes association captives from other types of
insurance companies that might offer more generalized or individual-focused insurance
products.

2. Notice to the licensed broker considered as notice to the
insured applies in which scenario?
A. When the broker is unavailable
B. When the insurance is placed with an eligible surplus lines

insurer
C. When there are multiple insurers involved
D. Only for admitted insurers

The correct scenario where notice to the licensed broker is considered notice to the
insured is when the insurance is placed with an eligible surplus lines insurer. In surplus
lines insurance, the broker acts as an intermediary between the insured and the surplus
lines insurer, which is not licensed to operate in the state where the insured is located
but is nonetheless authorized to write certain types of coverage.   This concept is crucial
because it establishes that when the broker receives information or communicates
important details regarding the policy, it effectively substitutes for the insured being
notified directly. This ensures that the insured is considered informed of any issues,
terms, or changes related to their coverage, facilitating smoother communication and
reducing potential disputes.  Contextually, other scenarios do not align with this
principle. When a broker is unavailable, the notice might not reach the insured in time,
potentially leading to gaps in coverage or misunderstandings. In cases where multiple
insurers are involved, the notice may need to be communicated across all parties, making
it more complex and not universally applicable. Finally, the provision about admitted
insurers is irrelevant in this context because the principle of the broker's notice applies
specifically to surplus lines where the broker's role is significant in notifying the insured
on behalf of the surplus lines insurer.
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3. What must happen before an insured can recover a claim
from the association?
A. The insured must settle other claims first
B. The insured must prove financial need
C. The insured must pay all premiums due
D. The insured must cooperate with the association

For an insured to recover a claim from the association, cooperation with the association
is essential. This cooperation may involve providing necessary information,
documentation, or assistance in the claims process. It ensures that the association can
properly investigate and assess the claim made by the insured. Such collaboration helps
streamline the process and facilitates a fair evaluation of the claim.  Cooperation is
crucial in insurance and surplus lines, as it helps maintain transparency and allows the
association to fulfill its obligations in helping insured individuals. In many cases, the
terms outlined in the policy or agreements may explicitly require the insured to
cooperate fully for any claims to be processed. Thus, the emphasis on cooperation
reflects the collaborative nature of the insurance relationship, ensuring that the interests
of both the insured and the insurer are addressed efficiently.

4. Alien insurers account for approximately what percentage
of the U.S. surplus lines market annually?
A. 10%
B. 20%
C. 30%
D. 40%

Alien insurers are foreign insurance companies that operate in the U.S. surplus lines
market. The correct answer indicating that alien insurers account for approximately 20%
of the U.S. surplus lines market annually reflects a well-documented benchmark within
the industry. Surplus lines insurance is designed to provide coverage for risks that
standard insurers are unable or unwilling to insure. Since alien insurers often specialize
in niche markets or unique risk profiles, their participation is vital in enhancing the
availability of coverage that would otherwise not be accessible.   This 20% figure signifies
a substantial portion of the surplus lines market, underscoring the importance of
international companies in providing diverse insurance solutions. Their presence helps
stabilize the market by offering more capacity and raising competition, which can
ultimately lead to better pricing and terms for consumers requiring specialized coverage.
The other percentages do not accurately capture the established market share of alien
insurers based on current data and trends within the surplus lines insurance industry.
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5. How can a non-admitted insurer be classified?
A. By its premium volume
B. By whether it is authorized or unauthorized
C. By its geographical headquarters
D. By its capital reserves

The classification of a non-admitted insurer is primarily based on whether it is
authorized or unauthorized to operate within a specific jurisdiction, such as a state.
Non-admitted insurers are those that do not hold a license from the state to conduct
insurance business but are allowed to offer certain types of coverage, especially in the
surplus lines market. This classification is essential because it determines how the
insurer interacts with state regulations and the liabilities incurred while providing
insurance services.   While premium volume, geographical headquarters, and capital
reserves may provide additional context about an insurer's operations or financial health,
they do not fundamentally define the status of the insurer as non-admitted. Being
classified as authorized or unauthorized is central to understanding the regulatory
environment these insurers operate within and how they serve specific market needs.

6. What action does the SC DOI take when notified of a
company's removal from the IID List?
A. It suspends the company's operations
B. It reviews the company's prior applications
C. It immediately removes the company from its list of insurers
D. It issues a public notice

When the South Carolina Department of Insurance (DOI) is informed about a company's
removal from the Insurer Information Database (IID) List, the appropriate action it takes
is to immediately remove the company from its list of insurers. This process is crucial for
maintaining updated and accurate information regarding which companies are
authorized to operate within the state.   The IID List serves as a resource to ensure that
only qualified and compliant insurers engage in business in South Carolina. Thus, upon
receiving notification of a company's removal, the DOI acts swiftly to protect the integrity
of the insurance market by ensuring that the list reflects current and valid insurers. This
contributes to legal compliance and consumer protection as it helps prevent
unauthorized or potentially non-compliant companies from offering insurance services in
the state.   The other options would not typically align with the DOI's immediate
responsibilities upon notification of a company's removal from the IID List.
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7. Which one of the following is NOT an element of
insurability?
A. Risk of loss is a speculative risk
B. Risk of loss must represent a financial hardship
C. The chance of loss must be predictable
D. Loss must be calculable

The correct choice indicates that the risk of loss being a speculative risk is not an
element of insurability. In terms of insurability, risk needs to be classified as a pure risk
rather than a speculative risk. A pure risk involves situations where there is only the
potential for loss (such as illness or property damage), while speculative risks involve
both the possibility of loss and the possibility of gain (such as investing in the stock
market). Insurability focuses on risks that are definite and quantifiable, which aligns
with the nature of pure risks.  In this context, the other options outline characteristics
essential for a risk to be insurable. For instance, the risk of loss must represent a
financial hardship, meaning that the loss should have the potential to significantly affect
an individual's financial situation. The chance of loss must be predictable, which allows
insurers to estimate the likelihood of loss occurring and establish the necessary
premiums. Lastly, loss must be calculable, ensuring that insurers can assess the potential
severity of loss and maintain financial stability. Hence, these criteria play a fundamental
role in determining whether a risk can be insured, emphasizing the importance of
defining risks appropriately.

8. Which category describes insurance contracts that are
reliant on uncertain events?
A. Circular contracts
B. Aleatory contracts
C. Statutory contracts
D. Mutual contracts

Insurance contracts that depend on uncertain events are classified as aleatory contracts.
This term refers to agreements in which one party's performance is contingent upon a
particular event occurring, which is typically unpredictable. In the context of insurance,
the event is usually a loss that may or may not happen, and the contract involves a
transfer of risk from the insured to the insurer.  Aleatory contracts embody the principle
of chance, meaning that the premiums paid by the insured may not equate to the
potential benefits received, as the payout depends on whether the insurable event occurs.
An excellent example is life insurance: the insured pays premiums, but the death benefit
is only paid upon the occurrence of the unexpected event—the death of the policyholder. 
In contrast, the other categories do not primarily focus on risk and uncertainty in the
same way. Circular contracts and statutory contracts refer to specific types of
agreements or legal requirements that do not necessarily involve the element of chance
inherent in insurance. Mutual contracts are defined more by the mutual obligations
between the parties rather than the reliance on uncertain events. Thus, aleatory
contracts specifically capture the essence of insurance agreements tied to uncertain
occurrences.
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9. What is the main purpose of insurance rating
organizations?
A. To sell insurance policies
B. To assess financial strength of insurers
C. To serve as insurance brokers
D. To manage claims processes

The main purpose of insurance rating organizations is to assess the financial strength of
insurers. These organizations evaluate the financial health and stability of insurance
companies, providing essential information that helps consumers and businesses make
informed decisions when selecting an insurer. By analyzing various factors, such as the
insurer's balance sheet, claims-paying ability, and overall market presence, these rating
organizations assign ratings that reflect the insurer's capacity to meet its future
obligations.  This financial assessment is crucial because it ensures confidence in an
insurer's ability to fulfill claims when policyholders experience losses. Stakeholders,
including regulators, investors, and consumers, rely on these ratings to gauge the
reliability and solvency of insurance companies in the marketplace.

10. What is a key indicator that may suggest continued
operation of an insurer is hazardous?
A. Effective communication with policyholders
B. Adverse findings in financial reports
C. High levels of reinsurance
D. Stable cash flow

A key indicator that may suggest the continued operation of an insurer is hazardous is
adverse findings in financial reports. Financial reports provide crucial insights into the
financial health of an insurer. When these reports reveal adverse findings, such as
declining revenues, increased losses, or insufficient reserves, it can indicate underlying
problems that may threaten the insurer's stability and ability to meet its obligations to
policyholders.  Monitoring financial reports is essential for regulators, stakeholders, and
consumers, as it helps identify potential risks that could lead to insolvency or operational
difficulties. In contrast, effective communication with policyholders, high levels of
reinsurance, and stable cash flow are generally indicators of a well-performing insurer.
These factors suggest effectiveness in managing customer relations, risk exposure, and
financial stability, respectively. Thus, adverse findings in financial reports stand out as a
critical warning sign that should not be overlooked.
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