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1. What is 'Surplus Lines' insurance?
A. Insurance available only for multinational corporations
B. Insurance not available in the regular market from admitted

insurers
C. State-funded insurance for low-income individuals
D. Insurance that covers illegal activities

2. When is a vehicle considered a total loss in auto insurance?
A. When it is stolen
B. When the repair costs exceed its value
C. When the owner decides to sell it
D. When it receives significant damage but is repairable

3. How is retention also known when the insured accepts the
responsibility before the insurance company pays?
A. Risk Sharing
B. Self-Insurance
C. Risk Transfer
D. Risk Avoidance

4. What is a key characteristic of "disability insurance"?
A. It provides coverage for property damage
B. It pays a percentage of the policyholder's income during

periods of incapacity
C. It offers medical benefits for chronic illnesses
D. It is mandated by employers

5. What is the maximum allowed value for prizes, goods, or
merchandise to not be considered rebating in Washington
State?
A. $50
B. $75
C. $100
D. $150
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6. What defines the stated amount in an insurance policy?
A. Value determined at the time of loss
B. Depreciated value
C. Value determined at the time the policy is written
D. Market value

7. Which type of insurance policy provides benefits for
general business liabilities?
A. Excess liability insurance
B. Commercial General Liability policies
C. Property insurance policies
D. Group health insurance policies

8. In insurance terminology, what does "deductible" refer to?
A. The amount an insurer will never pay
B. The amount an insured must pay out of pocket before

coverage kicks in
C. The percentage of claims an insurer covers
D. The total premium amount paid annually

9. What does "actual cash value" coverage consider when
making a payment?
A. The insured item's market value prior to loss
B. The replacement cost minus depreciation
C. The estimated future value of the insured item
D. The repair costs incurred by the claimant

10. What are "scheduled items" in the context of an insurance
policy?
A. Items that are excluded from coverage
B. Specific high-value items listed and covered separately in an

insurance policy
C. Items that require additional underwriting
D. Standard items covered under generic policies
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Answers
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1. B
2. B
3. B
4. B
5. A
6. C
7. B
8. B
9. B
10. B
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Explanations
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1. What is 'Surplus Lines' insurance?
A. Insurance available only for multinational corporations
B. Insurance not available in the regular market from admitted

insurers
C. State-funded insurance for low-income individuals
D. Insurance that covers illegal activities

Surplus Lines insurance refers to coverage that is obtained from non-admitted insurers,
which are not licensed to operate in a specific state. This type of insurance is used when
certain risks cannot be satisfactorily covered by traditional insurers who are licensed in
that market.   The nature of Surplus Lines insurance allows for more flexibility in terms
of underwriting criteria and pricing since the non-admitted insurers are not bound by the
same regulations as admitted carriers. This is particularly useful for unique or high-risk
situations where standard insurance products cannot adequately provide the necessary
coverage. Therefore, the definition of Surplus Lines as insurance that is not available in
the regular market from admitted insurers accurately captures its essence and purpose
within the insurance landscape.   The other options do not align with the nature of
Surplus Lines insurance. The mention of multinational corporations, state-funded
insurance, or insurance covering illegal activities does not accurately describe the niche
that Surplus Lines fills, which is specifically to address coverage needs that mainstream
markets cannot or choose not to underwrite.

2. When is a vehicle considered a total loss in auto insurance?
A. When it is stolen
B. When the repair costs exceed its value
C. When the owner decides to sell it
D. When it receives significant damage but is repairable

A vehicle is classified as a total loss in auto insurance when the repair costs exceed its
actual cash value, which is generally determined by the vehicle's age, condition, and
market value prior to the accident. This assessment is critical because insurance
companies often base their decision to declare a vehicle a total loss on whether it is
economically feasible to repair it.   When the combined costs to repair the car and the
associated expenses surpass its value, it is financially impractical for the insurance
company to proceed with repairs. Therefore, in such cases, the insurer typically opts to
declare the vehicle a total loss and compensates the policyholder accordingly. This option
aligns with the principle of indemnity in insurance, aiming to restore the policyholder to
their financial position prior to the loss without resulting in profit.  The other options
highlight scenarios that do not meet the criteria for a total loss. Theft does not equate to
a total loss regarding repair costs, selling the car does not change its status immediately
after an accident, and significant damage may still allow for repairs to be feasible.
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3. How is retention also known when the insured accepts the
responsibility before the insurance company pays?
A. Risk Sharing
B. Self-Insurance
C. Risk Transfer
D. Risk Avoidance

In the context of insurance, retention refers to the practice of an insured retaining the
responsibility for a portion of their risk before the insurance company steps in to cover
the remaining amount. This approach can also be commonly understood as
self-insurance, where the insured chooses to cover certain losses independently instead
of transferring the full risk to an insurance provider.  Self-insurance effectively
represents a strategy where individuals or businesses decide to allocate their own funds
to handle potential losses rather than relying entirely on an insurance policy. This can be
particularly beneficial for those who might have the financial capacity to absorb minor
losses without the necessity of filing claims. Consequently, it is seen as a way to manage
risk by assuming responsibility for certain claims or losses, highlighting a proactive
approach to risk management.  Other options may suggest alternative methods of dealing
with risk, such as risk sharing, which involves distributing risk among multiple parties,
or risk transfer, which describes the process of shifting risk to an insurance company.
Risk avoidance refers to eliminating any exposure to risk altogether. In contrast to these,
self-insurance emphasizes the insured's acceptance of specific financial responsibility,
reinforcing the understanding of retention in the context of insurance.

4. What is a key characteristic of "disability insurance"?
A. It provides coverage for property damage
B. It pays a percentage of the policyholder's income during

periods of incapacity
C. It offers medical benefits for chronic illnesses
D. It is mandated by employers

Disability insurance is specifically designed to provide financial protection to individuals
who are unable to work due to an injury or sickness. One of the key features of this type
of insurance is that it pays a percentage of the policyholder's income during times when
they are incapacitated and unable to earn a living. This financial support is crucial for
individuals to manage their daily expenses and maintain their standard of living while
they recover.  In contrast to the other options, disability insurance does not focus on
property damage, which common property and casualty insurance would cover. While it
may provide some benefits related to medical care, disability insurance is primarily
concerned with income replacement rather than direct health benefits for chronic
illnesses. Additionally, while some employers may offer disability insurance as part of
their employee benefits, it is not universally mandated by law, setting it apart from other
forms of insurance coverage that are required for employees. Thus, the focus on income
replacement during periods of incapacity makes this option the correct representation of
disability insurance.
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5. What is the maximum allowed value for prizes, goods, or
merchandise to not be considered rebating in Washington
State?
A. $50
B. $75
C. $100
D. $150

In Washington State, the maximum allowed value for prizes, goods, or merchandise to
not be considered rebating is $50. This means that insurance producers in Washington
cannot offer prizes, goods, or merchandise valued at more than $50 as an inducement to
secure an insurance policy. It is important for insurance producers to comply with these
regulations to maintain ethical practices within the insurance industry.   The other
options, $75, $100, and $150, are incorrect because they exceed the maximum allowed
value of $50 for prizes, goods, or merchandise in Washington State before it is
considered as rebating.

6. What defines the stated amount in an insurance policy?
A. Value determined at the time of loss
B. Depreciated value
C. Value determined at the time the policy is written
D. Market value

The stated amount in an insurance policy is defined by the value that is determined at
the time the policy is written. This value sets the coverage limits and dictates the
maximum amount that the insurer will pay out in the event of a covered loss. It is
essential for both the insurer and the policyholder to agree on this value at the inception
of the policy to ensure proper coverage.   Options A, B, and D are not correct because the
stated amount is not determined at the time of loss, based on depreciated value, or tied
to market value. Instead, it is set when the policy is written to establish the foundation
for the coverage provided throughout the policy term.
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7. Which type of insurance policy provides benefits for
general business liabilities?
A. Excess liability insurance
B. Commercial General Liability policies
C. Property insurance policies
D. Group health insurance policies

The correct answer is that Commercial General Liability (CGL) policies provide benefits
for general business liabilities. These policies are specifically designed to protect
businesses from a wide range of potential liabilities that can arise from their operations.
This includes coverage for bodily injury, property damage, personal injury, and
advertising injury that occur on the premises of the insured, or as a result of the
insured's business activities.  CGL policies are fundamental for businesses, as they help
cover legal costs, settlements, or judgments that may arise from lawsuits resulting from
these liabilities. They thus provide a critical safeguard for businesses against the
financial repercussions of incidents that could otherwise be devastating.  In contrast,
excess liability insurance typically offers additional coverage beyond the limits of a
primary liability policy, meaning it is an umbrella-like policy that kicks in after certain
thresholds are met rather than addressing general business liabilities directly. Property
insurance policies are focused on covering physical assets such as buildings and
equipment rather than liabilities to third parties. Group health insurance policies are
intended for healthcare coverage for employees and do not address business liability
issues at all.

8. In insurance terminology, what does "deductible" refer to?
A. The amount an insurer will never pay
B. The amount an insured must pay out of pocket before

coverage kicks in
C. The percentage of claims an insurer covers
D. The total premium amount paid annually

In insurance terminology, the term "deductible" refers specifically to the amount an
insured party is required to pay out of pocket before the insurance coverage begins to
pay for benefits. This concept is essential in understanding how insurance policies work,
as it establishes a threshold that must be met by the policyholder before the insurer will
contribute towards any claims.   Deductibles are designed to reduce the overall costs for
insurance providers by encouraging policyholders to take on some financial
responsibility when a loss occurs. For example, if a policy has a deductible of $500, the
insured will need to personally pay the first $500 in covered expenses, after which the
insurance company would cover the remaining costs according to the terms of the policy. 
This principle helps to manage risk and ensures that insured individuals are engaged in
their own risk management. Understanding the deductible aids policyholders in making
informed decisions about their insurance coverage and what level of financial
responsibility they are willing to accept.
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9. What does "actual cash value" coverage consider when
making a payment?
A. The insured item's market value prior to loss
B. The replacement cost minus depreciation
C. The estimated future value of the insured item
D. The repair costs incurred by the claimant

"Actual cash value" coverage is designed to provide a payout that reflects the fair value of
the insured item at the time of the loss. This concept takes into account the replacement
cost of the item—meaning how much it would cost to replace the item with a new one of
similar kind and quality—while also factoring in depreciation.   Depreciation accounts for
the loss in value due to age, wear and tear, and obsolescence. Therefore, when an insurer
calculates the actual cash value, they subtract the accumulated depreciation from the
replacement cost. This method ensures that the insured receives a payment that
accurately reflects the current value of the item rather than simply a replacement cost or
an inflated future value. This approach is particularly relevant for items that may have
significantly decreased in value over time.  Other options do not align with how actual
cash value is determined. For instance, assessing market value prior to the loss may not
reflect depreciation appropriately, while estimated future value does not consider
current conditions or depreciation. Repair costs do not correlate with actual cash value
but instead pertain to the expense incurred to fix damages, which is a different coverage
aspect.

10. What are "scheduled items" in the context of an insurance
policy?
A. Items that are excluded from coverage
B. Specific high-value items listed and covered separately in an

insurance policy
C. Items that require additional underwriting
D. Standard items covered under generic policies

Scheduled items in the context of an insurance policy refer to specific high-value items
that are explicitly listed and covered separately in the policy. This typically applies to
personal property, such as jewelry, art, collectibles, or other valuable items that might
exceed the coverage limits established by a standard homeowners or renters insurance
policy.   By scheduling these items, policyholders can ensure that they receive adequate
protection in the event of loss, damage, or theft. The scheduled endorsement often
specifies the coverage amount for each item, providing peace of mind for the insured
regarding their valuable possessions. This is especially important since standard policies
may impose limited coverage for items like jewelry or art, which could result in
inadequate compensation if a loss occurs.   Including scheduled items in insurance
policies highlights the need for separate coverage for items that hold significant value,
thus allowing policyholders to address their unique asset protection needs effectively.

 v-1753405819 | Page 12Sample study guide. Visit https://washingtoninsuranceexam.examzify.com for the full version

SA
M

PLE


