	True/False with Answers
1. When measuring the frequency and severity of events, patterns of gains and losses are used to help predict the future. Which of the following is a risk reduction technique that a person could use to help lower their insurance premiums? 
A. True
B. False

2. Risk managers try to employ activities (physical construction, backup systems, financial hedging, insurance, etc.) to decrease the frequency or severity (or both) of potential losses. 
A. True
B. False

3. The economic theory that links the level of satisfaction to a person’s wealth, and thus to consumption levels is called consumer behavior theory.
A. True
B. False

4. The transfer of risk to insurers reduces the level of risk to society as a whole.
A. True
B. False

5. Insurers assume risk by promising to pay whatever loss may occur as long as it fits the description given in the policy and is not larger than the amount of insurance sold.
A. True
B. False

6. The enterprise risk manager or CRO should only understand risks inherent on the asset side of a firm’s balance sheet
A. True
B. False

7. The independent (American) agency system and the exclusive agency system account for the bulk of insurance sales. 
A. True
B. False

8. A broker solicits business from insured, as does an agent, but the broker acts as the insured’s legal agent when the business is placed with an insurer. 
A. True
B. False

9. Soft market conditions occur when insurance losses are above expectations and reserves are no longer able to cover all losses.
A. True
B. False

	

	10. Preferences are absolute and do not depend upon market conditions, cultures, peer groups, and surrounding events.
A. True
B. False

Short-Answer Questions (No more than 1 paragraph or 3-5 sentences)
11. What are underlying objectives for the definition of risk? (5 points)

12. What are exposures and perils?  Give 1 example of each. (10 points)

13. After hearing the advice that it is usually best to buy life insurance from a person who has been in the business at least five years, a life insurance company general agent became upset and said rather vehemently, “How do you think we could recruit an agency force if everybody took your advice?”  How would you answer that question? (10 points)
	 


[bookmark: _GoBack]
