
 
 

CPCU Ethics Exam Success 
in Plain English: 

Ethics and the CPCU Professional 

James P. Whitaker, CPCU 

 
Smarts Publishing 



 
© Smarts Publishing. Sample chapters only. Not for resale or 
redistribution. Content reflects the author’s interpretations of 
CPCU 553 concepts and exam strategies; it is not affiliated with, 
endorsed by, or sourced from The Institutes. Exam content may 
change—always verify current requirements. 
 
2 

This sample includes selected chapters from CPCU Ethics 
Exam Success In Plain English, a Plain English guide 
designed to help candidates understand why ethics 

matters in insurance, how ethical decisions are made, 
and how ethical principles apply in underwriting, claims, 

and sales. These chapters offer a preview of the book’s 
clear explanations, intuitive frameworks, and practical 
approach to demystifying CPCU Ethics. You’ll see how 

ethical issues arise, how decision-making models guide 
responsible action, and how everyday insurance 

functions create real-world ethical challenges — giving 
candidates, mentors, and study groups a sharper, more 
confident understanding of the material and a stronger 

path to passing the exam. 
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Chapter 1 — Why Ethics Matters in 
Insurance 

Ethics is the foundation of the insurance industry. Every policy 

sold, every claim handled, and every underwriting decision 

made depends on trust — trust that insurers will keep their 

promises, trust that professionals will act fairly, and trust that 

the system works for the benefit of the public. This chapter 

explains why ethics is essential in insurance and sets the stage 

for the frameworks and standards covered throughout the 

course. 

1.1 The Role of Trust in Insurance 

Insurance is a promise — a promise to pay for losses that have 

not yet occurred. Because customers cannot inspect the 

“product” at the time of purchase, the entire system depends 



 
© Smarts Publishing. Sample chapters only. Not for resale or 
redistribution. Content reflects the author’s interpretations of 
CPCU 553 concepts and exam strategies; it is not affiliated with, 
endorsed by, or sourced from The Institutes. Exam content may 
change—always verify current requirements. 
 
4 

on confidence that insurers and insurance professionals will act 

in good faith. 

Key points: 

• Insurance transactions are asymmetric: the insurer 

knows more than the insured. 

• Customers must trust that claims will be handled fairly 

and promptly. 

• Ethical behavior protects the credibility of the entire 

industry. 

When trust erodes, regulation increases, litigation rises, and the 

cost of insurance goes up for everyone. 

1.2 Why Ethical Behavior Is Essential for Insurance 

Professionals 

Insurance professionals — underwriters, claims adjusters, 

agents, brokers, and risk managers — make decisions that 

directly affect people’s financial security. Ethical behavior 

ensures: 

• Fair treatment of applicants and policyholders 

• Accurate communication of coverage, exclusions, and 

limitations 

• Objective decision-making free from bias or personal 

gain 



 
© Smarts Publishing. Sample chapters only. Not for resale or 
redistribution. Content reflects the author’s interpretations of 
CPCU 553 concepts and exam strategies; it is not affiliated with, 
endorsed by, or sourced from The Institutes. Exam content may 
change—always verify current requirements. 

5 
 

• Protection of confidential information 

Ethics is not just about avoiding misconduct. It’s about 

consistently choosing actions that support fairness, 

transparency, and professionalism. 

1.3 Ethics vs. Compliance 

Ethics and compliance overlap, but they are not the same: 

• Compliance means following laws, regulations, and 

company policies. 

• Ethics means doing what is right, even when no rule 

requires it. 

Insurance professionals often face situations where: 

• The law is silent 

• Company policy is unclear 

• Multiple stakeholders have conflicting interests 

In these cases, ethical judgment — not compliance — 

determines the right course of action. 

1.4 The Consequences of Unethical Behavior 

Unethical behavior has consequences at multiple levels: 

For Customers 

• Denied or delayed claims 
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• Misleading sales practices 

• Financial harm 

For Insurance Companies 

• Fines and regulatory penalties 

• Loss of reputation 

• Increased oversight 

• Higher operating costs 

For the Industry 

• Reduced public confidence 

• More restrictive regulations 

• Higher premiums for consumers 

Ethical failures in one company can damage the reputation of 

the entire insurance sector. 

1.5 Ethical Challenges Unique to Insurance 

Insurance presents several structural challenges that make 

ethics especially important: 

Information Imbalance 

Professionals understand coverage details far better than 

customers. This creates a duty to communicate clearly and 

honestly. 



 
© Smarts Publishing. Sample chapters only. Not for resale or 
redistribution. Content reflects the author’s interpretations of 
CPCU 553 concepts and exam strategies; it is not affiliated with, 
endorsed by, or sourced from The Institutes. Exam content may 
change—always verify current requirements. 

7 
 

Financial Incentives 

Sales commissions, underwriting targets, and claims cost 

controls can unintentionally encourage unethical behavior if not 

managed properly. 

Ambiguity in Claims 

Many claims involve incomplete information, conflicting 

accounts, or subjective judgments. Ethical decision-making 

ensures fairness. 

Conflicts of Interest 

Professionals must balance duties to customers, employers, 

regulators, and the public. 

1.6 The Purpose of Ethical Standards in Insurance 

Ethical standards exist to: 

• Provide guidance when rules are unclear 

• Promote consistent behavior across the industry 

• Protect the public interest 

• Strengthen professional credibility 

• Support long-term trust in insurance 

The CPCU Code of Professional Conduct — covered in later 

chapters — formalizes these expectations for CPCU designees. 
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1.7 The Big Idea of Chapter 1 

Ethics is not an add-on to insurance. It is the core operating 

principle that makes the entire system work. Without ethical 

behavior: 

• promises lose meaning 

• customers lose trust 

• regulators step in 

• the industry becomes less effective 

This chapter establishes the “why.” The rest of the course 

teaches the “how.” 
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Chapter 2 — Ethical Decision-
Making Frameworks 

Ethical dilemmas in insurance rarely have perfect answers. 

Professionals must often choose between competing duties, 

incomplete information, and conflicting interests. To make 

consistent, defensible decisions, CPCU teaches several 

structured ethical frameworks. These models help you analyze 

situations logically rather than relying on instinct or 

convenience. 

2.1 Why Ethical Frameworks Matter 

Insurance professionals face decisions that affect: 

• customers 



 
© Smarts Publishing. Sample chapters only. Not for resale or 
redistribution. Content reflects the author’s interpretations of 
CPCU 553 concepts and exam strategies; it is not affiliated with, 
endorsed by, or sourced from The Institutes. Exam content may 
change—always verify current requirements. 
 
10 

• employers 

• regulators 

• the public 

Ethical frameworks provide: 

• structure when situations are ambiguous 

• consistency across decisions 

• defensibility when actions are questioned 

• clarity when multiple values conflict 

The exam expects you to recognize which framework applies 

and how it guides the decision. 

2.2 Duty-Based Ethics (Deontological Approach) 

Duty-based ethics focuses on what you are obligated to do, 

regardless of the outcome. The central question is: 

“What is my professional duty in this situation?” 

In insurance, duties include: 

• honesty 

• fairness 

• confidentiality 

• loyalty to the customer 
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• compliance with laws and regulations 

Examples: 

• Disclosing a coverage limitation even if it risks losing a 

sale 

• Handling a claim fairly even if it increases loss costs 

• Avoiding conflicts of interest even when no rule 

prohibits them 

Duty-based ethics is especially important in claims, underwriting 

fairness, and producer conduct. 

2.3 Outcome-Based Ethics (Consequentialist Approach) 

Outcome-based ethics evaluates decisions based on their 

results. The guiding question is: 

“Which option produces the best overall outcome?” 

This approach considers: 

• harm vs. benefit 

• fairness to all parties 

• long-term vs. short-term consequences 

• impact on the public 

Examples: 
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• Settling a borderline claim to avoid litigation that harms 

both parties 

• Declining a risky applicant to protect the insurer’s 

solvency 

• Reporting misconduct to prevent future harm 

Outcome-based reasoning is common in underwriting, risk 

selection, and organizational decision-making. 

2.4 Virtue Ethics (Character-Based Approach) 

Virtue ethics focuses on the character and integrity of the 

decision-maker. The key question is: 

“What would a trustworthy, professional person do?” 

Core virtues in insurance include: 

• honesty 

• fairness 

• diligence 

• empathy 

• responsibility 

• courage 

Virtue ethics is especially relevant when: 

• rules are unclear 
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• outcomes are uncertain 

• duties conflict 

• the situation requires moral judgment rather than 

technical analysis 

2.5 The CPCU Ethical Decision-Making Model 

The CPCU model combines elements of duty, outcomes, and 

virtue into a practical, repeatable process. It includes four steps: 

1. Identify the Ethical Issue 

Clarify what makes the situation ethically challenging. Is it a 

conflict of interest? A fairness issue? A disclosure problem? 

2. Determine Stakeholders and Duties 

Identify who is affected and what duties you owe to each: 

• customer 

• employer 

• regulators 

• the public 

• colleagues 

3. Evaluate Options Using Ethical Principles 

Analyze each option through: 
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• duty-based reasoning 

• outcome-based reasoning 

• virtue-based reasoning 

This ensures a balanced evaluation. 

4. Make a Decision and Justify It 

Choose the option that best aligns with: 

• professional duties 

• fairness 

• long-term trust 

• the CPCU Code of Professional Conduct 

Documenting your reasoning strengthens defensibility. 

2.6 Applying the Frameworks in Insurance Scenarios 

Ethical dilemmas in insurance often involve: 

• incomplete information 

• conflicting duties 

• financial incentives 

• pressure from customers or supervisors 

Examples: 
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• Should an agent recommend a policy that pays a higher 

commission but is not the best fit? 

• Should a claims adjuster deny a claim that technically 

fits an exclusion but violates fairness? 

• Should an underwriter overlook missing information to 

meet production goals? 

The CPCU model helps you navigate these situations with clarity 

and consistency. 

2.7 The Big Idea of Chapter 2 

Ethical decision-making is not about guessing the “right” 

answer. It is about using a structured, principled approach to 

reach a fair, defensible conclusion. 

Duty-based ethics ensures you honor obligations. 

Outcome-based ethics ensures you consider consequences. 

Virtue ethics ensures you act with integrity. The CPCU model 

ties them all together. 
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Chapter 4 — Ethics in 
Underwriting, Claims, and Sales 

Ethical issues in insurance often arise not from dramatic 

misconduct but from everyday decisions made under pressure 

— production goals, customer expectations, ambiguous 

information, and financial incentives. This chapter examines 

how ethical principles apply in the three core insurance 

functions: underwriting, claims, and sales/marketing. These 

areas generate the majority of CPCU exam scenarios. 

4.1 Ethical Issues in Underwriting 

Underwriting determines who the insurer accepts, at what 

price, and under what conditions. Because underwriting 
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decisions directly affect customers and the insurer’s financial 

stability, ethical considerations are central. 

4.1.1 Fairness and Non-Discrimination 

Underwriters must treat applicants fairly and avoid unfair 

discrimination. Ethical underwriting requires: 

• evaluating applicants based on legitimate risk 

characteristics 

• avoiding prohibited factors (race, religion, national 

origin, etc.) 

• applying underwriting guidelines consistently 

• documenting decisions clearly 

Unethical behavior includes: 

• bending rules to favor certain applicants 

• applying stricter standards to others 

• using irrelevant personal information 

Fairness protects both the applicant and the insurer’s 

reputation. 

4.1.2 Transparency and Disclosure 

Underwriters must ensure that: 

• coverage limitations 
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• exclusions 

• special conditions 

• required documentation 

…are communicated clearly to agents and applicants. 

Failing to disclose material limitations may be legal but still 

unethical. 

4.1.3 Pressure and Production Goals 

Underwriters often face pressure to: 

• meet production targets 

• approve borderline risks 

• speed up decisions 

Ethical underwriting requires resisting pressure that 

compromises: 

• fairness 

• accuracy 

• long-term solvency 

The exam frequently tests scenarios where an underwriter must 

choose between production goals and professional duty. 

4.1.4 Managing Conflicts of Interest 
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Conflicts arise when: 

• an underwriter has a personal relationship with an 

applicant 

• a broker pressures the underwriter for favorable 

treatment 

• incentives reward quantity over quality 

Ethical behavior requires: 

• disclosure 

• recusal when appropriate 

• adherence to guidelines 

4.2 Ethical Issues in Claims Handling 

Claims is where the insurer’s promise becomes real. Ethical 

claims handling is essential to maintaining trust. 

4.2.1 Good Faith and Fair Dealing 

Claims professionals must: 

• investigate promptly 

• evaluate objectively 

• pay legitimate claims fairly 

• avoid unreasonable delays 
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Bad-faith behavior includes: 

• ignoring evidence 

• misrepresenting policy provisions 

• delaying payment without justification 

Ethical claims handling protects both the insured and the 

insurer. 

4.2.2 Accuracy and Objectivity 

Claims adjusters must base decisions on: 

• facts 

• policy language 

• professional judgment 

They must avoid: 

• bias 

• assumptions 

• pressure from supervisors or customers 

Objectivity is especially important when evidence is incomplete 

or conflicting. 

4.2.3 Communication and Transparency 

Ethical claims handling requires: 
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• explaining coverage decisions clearly 

• documenting reasoning 

• keeping the insured informed 

• providing timely updates 

Poor communication is one of the most common sources of 

complaints and ethical issues. 

4.2.4 Conflicts of Interest in Claims 

Conflicts arise when: 

• the claimant is a friend or family member 

• a vendor offers gifts or incentives 

• adjusters feel pressure to reduce claim costs 

Ethical behavior requires: 

• declining inappropriate gifts 

• disclosing conflicts 

• following objective standards 

4.3 Ethical Issues in Sales and Marketing 

Sales and marketing professionals are the public face of the 

insurer. Ethical behavior in this area protects consumers and 

prevents regulatory issues. 
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4.3.1 Suitability and Appropriateness 

Producers must recommend products that are appropriate for 

the customer’s needs. Unethical behavior includes: 

• selling unnecessary coverage 

• upselling solely for commission 

• recommending products the customer cannot afford 

Suitability is a major exam theme. 

4.3.2 Misrepresentation and Omission 

Producers must: 

• explain coverage accurately 

• disclose limitations and exclusions 

• avoid exaggerating benefits 

Misrepresentation — even unintentional — is unethical and 

often illegal. 

4.3.3 Pressure and Sales Incentives 

Sales incentives can create ethical risks: 

• quotas 

• contests 

• commission structures 
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Ethical producers must ensure that incentives do not override: 

• honesty 

• suitability 

• fairness 

4.3.4 Handling Customer Information 

Sales professionals often collect sensitive information. Ethical 

behavior requires: 

• protecting confidentiality 

• using information only for legitimate purposes 

• avoiding unauthorized sharing 

4.4 The Big Idea of Chapter 4 

Ethical challenges in underwriting, claims, and sales arise from: 

• pressure 

• incentives 

• ambiguity 

• conflicting duties 

Ethical professionals rely on: 

• fairness 

• transparency 
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• objectivity 

• the CPCU Code of Professional Conduct 

This chapter provides the practical context for applying the 

ethical frameworks introduced earlier. The next chapters expand 

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

Books in the CPCU Exam Success in Plain 
English Series 

• CPCU 500 Exam Success in Plain English 

• CPCU 520 Exam Success in Plain English 

• CPCU 530 Exam Success in Plain English 

• CPCU 540 Exam Success in Plain English 

• CPCU 551 Exam Success in Plain English 

• CPCU 552 Exam Success in Plain English 

• CPCU 553 Exam Success in Plain English 

• CPCU Ethics Exam Success in Plain English 

 

Other Books in the Plain-English Insurance 
Series 

• Cybersecurity in Plain English 
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• AI in Plain English 

• Insurance Fundamentals in Plain English 

• Life & Health Insurance in Plain English 

• Employee Benefits Insurance in Plain English 

• Employee Benefits in Plain English 

• Medicare in Plain English 

 


