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This sample includes selected chapters from CPCU 500
Exam Success In Plain English, a Plain English guide
designed to help candidates understand core risk
concepts clearly and avoid the most common exam
pitfalls. These chapters offer a preview of the book’s
straightforward explanations, practical frameworks, and
proven strategies for navigating CPCU 500 with
confidence. You'll see how foundational ideas like risk
and the risk management process fit together, and you’ll
learn how exam traps are structured — giving candidates,
mentors, and study groups a sharper, more effective
approach to mastering the material and passing the
exam.
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Chapter 1 — What Risk Really
Means

Risk Is Variability

Here’s the Plain English definition you’ll use throughout this
book:

Risk is the possibility that actual results differ from expected
results.

That’s it. That’s the whole concept.

If you expect to earn $10 million this year but you might earn $8
million or $12 million, that’s risk.
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If you expect 20 claims this month but you might get 15 or 30,
that’s risk.

If you expect a building to last 40 years but it might burn down
tomorrow, that’s risk.

Risk is variability.

Once you see risk as variability, everything else in CPCU 500
snaps into place.

Why Businesses Care About Risk

Businesses care about risk because variability makes planning
difficult.

If losses are unpredictable:

e budgets fail

e cash flow becomes unstable

e investors get nervous

e operations get disrupted

e growth slows

e survival becomes uncertain
Businesses don’t fear losses as much as they fear surprises.
Risk management is the art of removing surprises.

Why Insurers Care About Risk
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Insurers don’t fear losses either. Losses are expected. They're
priced into premiums.

What insurers fear is volatility.
If losses jump around wildly:

e premiums become inaccurate

e reserves become insufficient

e capital becomes strained

e profitability becomes unstable

e solvency becomes threatened
Insurers love predictable losses. Predictability is profit.
This is why CPCU 500 spends so much time on:

e frequency

e severity

e variance

e standard deviation

e correlation
These are tools for measuring how predictable losses are.
Risk Exists Everywhere

Risk isn’t just about fires, lawsuits, or hurricanes.
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Risk exists in:
e supply chains
e hiring decisions
e product launches
e pricing strategies
e vendor relationships
o T systems
e customer behavior
e financial markets
Anywhere there is variability, there is risk.

CPCU 500 teaches you how to see risk the way insurers and risk
managers see it — as a pattern of outcomes, not a feeling.

The Two Kinds of Risk (CPCU’s Favorite Distinction)
CPCU 500 loves to test this:
1. Pure Risk

Only bad outcomes or no change. Examples:

o fire
e theft
e liability
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e injury
Insurance covers pure risk.
2. Speculative Risk
Bad outcomes, no change, or good outcomes. Examples:
e investing
e launching a new product
e expanding into a new market
Insurance does not cover speculative risk.
This distinction appears in almost every CPCU 500 exam.
The Most Important Sentence in This Chapter
If you remember nothing else, remember this:

Risk is the possibility that actual results differ from expected
results — and insurance exists to reduce that variability.

This single idea is the foundation of CPCU 500.
How CPCU 500 Will Use This Chapter
You'll see this chapter show up in questions like:
e “Which situation represents risk?”
e “Which example illustrates pure risk?”

e  “Why do insurers prefer predictable losses?”
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e  “Which outcome demonstrates variability?”
e “Which scenario reflects speculative risk?”

If you understand the Plain English definitions in this chapter,
you’ll answer these questions easily.

End-of-Chapter Confidence Check
You're ready to move on when you can explain:
e what risk really means
e why risk is variability
e why businesses care about risk
e why insurers care about risk
e the difference between pure and speculative risk
e why insurance covers one but not the other

If you can explain these concepts to someone else in your own
words, you've mastered the foundation of CPCU 500.
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Chapter 3 — The Risk Management
Process

Risk management isn’t mysterious. It’s not a special
department, a complicated model, or a stack of spreadsheets.

At its core, risk management is simply a repeatable process for
making uncertainty manageable.

Every organization — from a small business to a global insurer
— uses some version of the same five-step cycle. CPCU 500
expects you to understand not just the steps, but the logic
behind them.

Once you see how the process works, CPCU scenarios become
much easier to decode.

The Five Steps of the Risk Management Process
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Every risk management program follows this sequence:

1. Identify
2. Analyze
3. Evaluate
4. Treat

5. Monitor

These steps form a loop, not a straight line. Risk management
never ends — it evolves as the organization evolves.

Let’s break each step down in Plain English.
Step 1 — Identify the Risks
You can’t manage what you can’t see.
Risk identification is about discovering:

e what could go wrong

e what could cause losses

e what could disrupt operations

e what could create variability
Organizations use tools like:

o checklists

e interviews
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e inspections

e loss histories

e process maps

e brainstorming sessions
e expert consultations

The goal isn’t to predict the future. The goal is to surface
possibilities.

CPCU 500 often tests this step with questions like:

e “Which activity is part of risk identification?”

e “Which tool helps uncover potential loss sources?”
If the question is about finding risks, it belongs here.
Step 2 — Analyze the Risks
Once risks are identified, the next step is to understand them.
Risk analysis answers two questions:

1. How often might this happen? (frequency)

2. How bad could it be? (severity)
This is where the math begins:

e expected loss

e variance
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e standard deviation
e coefficient of variation
e correlation

But don’t worry — CPCU 500 math is simple once you
understand the logic.

Risk analysis turns vague concerns into measurable
information.

Step 3 — Evaluate the Risks
Evaluation is about prioritization.

Not all risks matter equally. Some are small and frequent. Some
are rare but catastrophic. Some are expensive. Some are
manageable.

Evaluation helps organizations decide:
e which risks require immediate action
e which risks can be monitored
e which risks can be ignored
e which risks threaten survival
CPCU 500 often tests this with questions like:

e “Which risk should be treated first?”
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e “Which risk poses the greatest threat to the
organization?”

Evaluation is where judgment enters the picture.
Step 4 — Treat the Risks
This is where the techniques from Chapter 2 come into play.
Risk treatment means choosing one or more of the following:
¢ Avoidance
e Reduction
e Transfer
¢ Retention
Treatment decisions depend on:
e cost
e effectiveness
o feasibility
e organizational priorities
e risk appetite

CPCU 500 loves to test whether you can match the right
technique to the right situation.
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If the question asks “What should the organization do?” —
you’re in Step 4.

Step 5 — Monitor the Risks
Risk management is not “set it and forget it.”
Monitoring ensures that:

e controls are working

e exposures haven’t changed

e new risks haven’t emerged

e old risks haven’t evolved

e assumptions are still valid
Monitoring includes:

e audits

e performance reviews

e incident tracking

e trend analysis

o feedback loops
CPCU 500 tests this step with questions like:

e “Which activity ensures the risk management program
remains effective?”
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e  “Which step involves reviewing results and adjusting
controls?”

Monitoring closes the loop — and starts the next cycle.
Why This Process Matters

The risk management process isn’t just academic. It’s how
organizations:

e protect assets

e stabilize cash flow

e reduce surprises

e improve decision-making

e support long-term planning
e satisfy regulators

e strengthen resilience

And for insurers, it’s the foundation of underwriting, pricing,
and portfolio management.

Understanding this process helps you think like a risk manager
— and like a CPCU.

How CPCU 500 Tests This Chapter
Expect questions like:

e “Which step involves prioritizing risks?”
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e  “Which step uses frequency and severity?”
e  “Which step includes inspections and interviews?”

o “Which step involves selecting risk treatment
techniques?”

e “Which step ensures controls remain effective?”

If you know the five steps and what each one does, these
guestions become easy points.

End-of-Chapter Confidence Check
You're ready to move on when you can:
e list the five steps in order
e explain what each step accomplishes
e match activities to the correct step
e understand how the steps connect
e recognize the process in CPCU scenarios

If you can walk through a real-world example and place each
action in the correct step, you’ve mastered the heart of the risk
management process.
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Chapter 4 — The 7 Most Common
Question Traps

If Chapter 1 gave you the concept of risk, and Chapters 2 and 3
gave you the framework for managing it, this chapter gives you
the math that makes risk measurable.

Don’t worry — CPCU 500 math is not complicated. It’s simple
arithmetic dressed up in insurance language.

Once you understand frequency, severity, and expected loss,
you’ll understand how insurers think, how they price policies,
and how they evaluate risk. These three concepts are the
foundation of nearly every calculation in CPCU 500.

Why Insurers Use Frequency and Severity

Insurers don’t guess. They measure.

© Smarts Publishing. Sample chapters only. Not for resale or
redistribution. Content reflects the author’s interpretations of
CPCU 500 concepts and exam strategies; it is not affiliated with,
endorsed by, or sourced from The Institutes. Exam content may
change—always verify current requirements.

17



To understand a risk, insurers want to know two things:
1. How often do losses happen?

This is frequency.

2. How big are the losses when they happen?

This is severity.

Every risk — from auto accidents to fire losses to cyber breaches
— can be described using these two numbers.

If you know frequency and severity, you can estimate the
expected loss, which is the starting point for pricing insurance.

Frequency: How Often Losses Occur
Frequency is simply the number of losses in a given period.
Examples:

e 12 slip-and-fall claims per year

e 3 auto accidents per month

e 1 fire every 10 years
Frequency tells insurers how common a loss is.
High-frequency losses are:

e predictable

e usually small
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e easy to budget for

e often retained or handled with deductibles
Low-frequency losses are:

e unpredictable

e often severe

e harder to budget for

e often transferred to insurance

CPCU 500 loves to test whether you can identify which risks are
high-frequency vs. low-frequency.

Severity: How Big Losses Are When They Occur
Severity is the size of the loss.
Examples:

e $500 for a minor auto claim

e $25,000 for a workers comp injury

e $2 million for a warehouse fire
Severity tells insurers how costly a loss is.
High-severity losses are:

e financially dangerous

e volatile
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e (difficult to retain

e ofteninsured
Low-severity losses are:

e manageable

e predictable

e often retained

Frequency and severity work together to describe the shape of a
risk.

Expected Loss: The Core of Insurance Pricing

Expected loss is the average loss you expect over time.

The formula is simple:

Expected Loss = Frequency x Severity

That’s it. Multiply how often losses happen by how big they are.
Examples:

e 10 losses per year x $1,000 per loss = $10,000 expected
loss

e 2 losses per year x $50,000 per loss = $100,000
expected loss

e 0.1 losses per year x $1,000,000 per loss = $100,000
expected loss
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Notice something interesting?

A rare but severe loss can have the same expected loss as a
frequent but small loss.

This is why insurers care about both frequency and severity.
Why Expected Loss Matters
Expected loss is the foundation of:
e insurance pricing
e reserving
e budgeting
e risk financing decisions
e deductible selection
e retention analysis
Insurers start with expected loss, then add:
e expenses
e profit load
e risk load
e premium taxes

e contingencies
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Expected loss is the “pure premium” — the amount needed to
pay claims.

Everything else is added on top.
How CPCU 500 Tests This Chapter
You'll see questions like:
e “Which risk has higher frequency?”
e “Which risk has higher severity?”
e “Calculate the expected loss.”
e “Which risk is more predictable?”
e “Which risk is better suited for retention?”
e “Which risk is better suited for insurance?”

If you understand the simple math and the logic behind it, these
are easy points.

Real-World Examples

Let’s look at two risks:

Risk A — Minor auto fender-benders
e Frequency: 20 per year
e Severity: $800

e Expected loss: $16,000
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Risk B — Warehouse fires
e Frequency: 0.05 per year (one every 20 years)
e Severity: $500,000
e Expected loss: $25,000
Which risk is more dangerous?
Risk B — even though it almost never happens.
Which risk is more predictable?
Risk A — because high-frequency risks are easier to forecast.
Which risk is more likely to be insured?
Risk B — because it’s catastrophic.
Which risk is more likely to be retained?
Risk A — because it’s small and predictable.
This is exactly how CPCU 500 wants you to think.
Why Frequency and Severity Drive Risk Treatment

Risk managers use frequency and severity to choose the right
technique:

e High frequency, low severity — retention + reduction

e Low frequency, high severity — insurance + transfer
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e High frequency, high severity — avoidance or major
controls

e Low frequency, low severity — monitor only
This pattern appears in many CPCU 500 scenarios.
End-of-Chapter Confidence Check
You're ready to move on when you can:

e define frequency, severity, and expected loss

e calculate expected loss using the simple formula

e compare risks using frequency and severity

e identify which risks are predictable

e match risks to the right treatment technique

e explain why insurers care about both frequency and
severity

If you can look at a scenario and immediately see the
frequency/severity pattern, you’ve mastered the math
foundation of CPCU 500.

© Smarts Publishing. Sample chapters only. Not for resale or
redistribution. Content reflects the author’s interpretations of
CPCU 500 concepts and exam strategies; it is not affiliated with,
endorsed by, or sourced from The Institutes. Exam content may
change—always verify current requirements.

24



About the Author

James Whitaker, CPCU, is the publisher of Smarts
Publishing and the author of the Plain-English Insurance
Series. He has spent more than three decades helping
insurance professionals understand complex topics
through clear, accessible writing. His books,
newsletters, and training materials are used by
agencies, brokers, and carriers across the country.

With Al in Plain English, Whitaker continues his mission
of making emerging insurance concepts
understandable for everyday professionals. His work
focuses on clarity, practicality, and real-world
application — helping readers build confidence in a
rapidly changing industry.

About Smarts Publishing and the
Plain-English Insurance Series

Smarts Publishing creates clear, practical insurance
education for agents, brokers, underwriters, and other
insurance professionals. The Plain-English Insurance

© Smarts Publishing. Sample chapters only. Not for resale or
redistribution. Content reflects the author’s interpretations of
CPCU 500 concepts and exam strategies; it is not affiliated with,
endorsed by, or sourced from The Institutes. Exam content may
change—always verify current requirements.

25



Series is designed to make complex topics easy to
understand and easy to communicate to clients. Each
book focuses on clarity, relevance, and real-world
application — helping professionals build confidence
and competence in today's rapidly changing insurance
environment.

Other Books in the CPCU Exam Success in
Plain English Series

e CPCU 520 Exam Success in Plain English

e CPCU 530 Exam Success in Plain English

e CPCU 540 Exam Success in Plain English

e CPCU 551 Exam Success in Plain English

e CPCU 552 Exam Success in Plain English

e CPCU 553 Exam Success in Plain English

Other Books in the Plain-English Insurance
Series

e Cybersecurity in Plain English

e Alin Plain English

© Smarts Publishing. Sample chapters only. Not for resale or
redistribution. Content reflects the author’s interpretations of
CPCU 500 concepts and exam strategies; it is not affiliated with,
endorsed by, or sourced from The Institutes. Exam content may
change—always verify current requirements.

26



e Insurance Fundamentals in Plain English

e Life & Health Insurance in Plain English

e Employee Benefits Insurance in Plain English
e Employee Benefits in Plain English

e Medicare in Plain English

© Smarts Publishing. Sample chapters only. Not for resale or
redistribution. Content reflects the author’s interpretations of
CPCU 500 concepts and exam strategies; it is not affiliated with,
endorsed by, or sourced from The Institutes. Exam content may
change—always verify current requirements.

27



