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PRACTICE EXAM 20: BUSINESS & 

LAW EXAM SIMULATION (50 

QUESTIONS) 
  

Time Allowed: 120 Minutes (2 Hours) 

Total Questions: 50 

Passing Score: 70% (35 Correct) 

 

DOMAIN 1: LICENSING REQUIREMENTS (Questions 1–8) 

 

1. A contractor in Alabama is awarded a $3,500,000 designbuild contract for a commercial office 

building. The contract requires the contractor to provide both architectural design services and 

construction. The contractor holds a general contractor's license with a $5,000,000 monetary limitation 

but does not employ a licensed architect. Under Alabama licensing law, what additional requirement 

must the contractor satisfy to legally perform the designbuild contract? 

 

A. The contractor's general license automatically covers all design services on any designbuild project 

B. Only the contractor's structural engineer must be licensed and no architect is required for the project 

C. The contractor must either employ or subcontract with a licensed architect (or engineering firm as 

applicable) to provide the professional design services — the general contractor's license authorizes 

construction work but does not authorize the practice of architecture or engineering, which requires 

separate professional licensure 

D. Designbuild contracts are exempt from all professional licensing requirements in Alabama 

 

 

2. Under Alabama law, a contractor's license expires on December 31 of each year. A contractor 

submits the renewal application and fee on December 20 but includes a financial statement that is 18 

months old instead of the required current statement. Under Alabama licensing regulations, what is the 

likely outcome? 

 

A. The Board may reject the renewal application as incomplete because the financial statement does 

not meet the currency requirement — most licensing authorities require financial statements prepared 
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within a specified timeframe (typically within the last 12 months); the contractor must submit a current 

statement before the renewal can be processed 

B. An 18monthold financial statement is always acceptable for renewal in all licensing jurisdictions 

C. The Board automatically renews the license and requests the updated statement within 90 days 

D. Financial statements are never required for license renewals and the outdated statement is irrelevant 

 

 

3. A licensed Alabama contractor discovers that a former employee has started a competing 

construction company and is advertising services using the original contractor's license number. The 

former employee never obtained an individual contractor's license. Under Alabama licensing law, what 

legal actions may the original contractor pursue? 

 

A. The original contractor has no legal recourse because license numbers are not protected under 

Alabama law 

B. Only the Licensing Board may take action and the original contractor cannot file any complaint 

C. The original contractor may only send a ceaseanddesist letter with no other legal options available 

D. The original contractor may file a complaint with the Licensing Board for unauthorized use of the 

license, report the former employee for unlicensed contracting, and pursue civil action for damages 

caused by the fraudulent use of the license number — the former employee faces both criminal 

penalties for unlicensed contracting and potential fraud charges 

 

 

4. Under Alabama licensing regulations, the Board requires applicants to demonstrate a minimum level 

of construction experience before issuing a license. A 25yearold applicant with a bachelor's degree in 

construction management but only two years of postgraduation field experience applies for a license. 

Under Alabama licensing regulations, how might the Board evaluate this application? 

 

A. A construction management degree automatically satisfies all experience requirements without any 

field work 

B. The Board evaluates the combination of formal education and practical field experience — while 

the degree demonstrates academic knowledge, the limited field experience may be insufficient for the 

requested license classification; the Board may issue a lower classification or require additional 

experience before granting the requested level 

C. Only applicants over age 30 may apply for an Alabama contractor's license regardless of experience 

D. Field experience is irrelevant and only academic degrees determine license classification for all 

applicants 
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5. A contractor holds an Alabama license and wins a contract for a $600,000 church renovation. During 

construction, the church's congregation members volunteer to perform painting and cleanup work to 

reduce costs. The contractor supervises the volunteers. Under Alabama licensing law, does the use of 

volunteer labor create a licensing issue? 

 

A. Volunteer labor is always prohibited on any construction project requiring a licensed contractor in 

Alabama 

B. Volunteers automatically become employees of the contractor and must be added to the payroll 

immediately 

C. The use of volunteer labor may create liability and insurance issues — while the volunteers are not 

performing licensable construction work (painting and cleanup), the contractor must ensure the 

volunteers are covered by appropriate insurance, are supervised for safety, and that the volunteer work 

does not compromise the quality or code compliance of the licensed work 

D. Volunteer labor eliminates the licensing requirement because volunteers are not paid construction 

workers 

 

 

6. Under Alabama law, the Licensing Board has the authority to issue a "consent order" — a negotiated 

disciplinary agreement between the Board and the licensee. Under a consent order, the licensee agrees 

to specific terms (such as a fine, probation, or remedial education) without the Board conducting a 

formal hearing. What advantage does a consent order provide to the licensee? 

 

A. A consent order eliminates all record of the complaint and the licensee's file remains completely 

clean 

B. A consent order automatically upgrades the licensee's monetary limitation as part of the negotiated 

terms 

C. A consent order has no advantage because the terms are always more severe than a formal hearing 

outcome 

D. A consent order allows the licensee to resolve the matter without the time, expense, and uncertainty 

of a formal hearing — the negotiated terms are typically less severe than the maximum penalty the 

Board could impose after a contested hearing, and the licensee avoids the public spectacle of a formal 

proceeding 

 

 

7. A contractor in Alabama operates as a corporation with the qualifying party serving as president. 

The qualifying party decides to step down as president but remain with the company as a project 

manager. A new president is appointed who has no construction experience. Under Alabama licensing 

regulations, does this change in corporate leadership affect the license? 
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A. The qualifying party's change in title from president to project manager may require Board 

notification — the qualifying party must continue to exercise supervisory authority over the company's 

construction operations regardless of title; the Board must be informed of changes affecting the 

qualifying party's role, and the new president's lack of construction experience means the qualifying 

party remains the critical individual for licensing purposes 

B. Only the company president may serve as qualifying party and the license is automatically revoked 

C. Corporate leadership changes have no licensing implications regardless of the qualifying party's 

position 

D. The new president automatically becomes the qualifying party upon appointment to the position 

 

 

8. Under Alabama licensing law, a contractor who is the subject of multiple complaints from different 

project owners may face enhanced scrutiny from the Licensing Board. If the Board identifies a "pattern 

of misconduct" across multiple complaints, how might this pattern affect the disciplinary outcome? 

 

A. Multiple complaints are always treated independently and a pattern of misconduct has no additional 

effect 

B. A pattern of misconduct demonstrated by multiple complaints from different sources may result in 

more severe disciplinary action than a single isolated incident — the Board considers the totality of 

the contractor's conduct, and a pattern suggests systemic problems with the contractor's operations 

rather than an isolated mistake; this may lead to license suspension or revocation rather than a lesser 

sanction 

C. Only complaints from government agencies establish a pattern and private owner complaints are 

excluded 

D. Patterns of misconduct apply only to contractors with licenses exceeding the $1,000,000 monetary 

limit 

 

 

DOMAIN 2: ESTIMATING AND BIDDING (Questions 9–13) 

 

9. A contractor is preparing a bid for a commercial project where the owner requires the contractor to 

carry "contractor's pollution liability" (CPL) insurance in addition to the standard CGL policy. The 

CPL premium is $18,000 for the project duration. Under standard estimating practice, where should 

this cost be included in the estimate? 

 

A. CPL insurance costs should be excluded from the bid because all insurance is the owner's 

responsibility 
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B. The CPL premium should be deducted from the contractor's profit margin rather than added to the 

bid 

C. CPL insurance is always provided at no cost by the CGL carrier as an automatic policy endorsement 

D. The $18,000 CPL premium should be included in the general conditions (project overhead) section 

of the estimate as a projectspecific insurance cost — it is a direct cost of performing this particular 

project and must be recovered through the contract price 

 

 

10. A contractor's estimator is reviewing the specifications for a commercial project and discovers that 

the specifications require the contractor to provide a "10year warranty" on the roofing system instead 

of the standard 1year contractor warranty. Under standard estimating practice, what cost implication 

does this extended warranty create? 

 

A. Extended warranties reduce the contractor's cost because fewer callbacks occur over longer 

warranty periods 

B. The 10year warranty significantly increases the contractor's longterm risk exposure — the estimator 

should include costs for extended warranty insurance or a reserve to cover potential warranty claims 

over the 10year period, the cost of maintaining warranty response capability, and potentially 

higherquality materials and installation methods to minimize the likelihood of warranty calls 

C. Extended warranties have no cost impact because the manufacturer's warranty covers all defects 

D. Only warranties exceeding 20 years create additional cost and a 10year warranty is considered 

standard 

 

 

11. A contractor is bidding a public project in Alabama that includes both a base bid and three additive 

alternates. The instructions to bidders state the award will be made to the "lowest responsive, 

responsible bidder based on the base bid plus accepted alternates in order of priority." Contractor A 

bids $2,100,000 base with alternates of $50,000, $75,000, and $40,000. Contractor B bids $2,080,000 

base with alternates of $80,000, $90,000, and $60,000. The owner's budget is $2,250,000. Under this 

award method, who should receive the contract? 

 

A. Contractor A because the total of base plus all three alternates is lower than Contractor B's total 

B. The owner must reject all bids because neither contractor's base bid plus all alternates is under 

$2,250,000 

C. Contractor B should receive the contract based on a mathematical error in the problem statement 

D. Award must be determined by adding alternates in priority order to each base bid — Contractor A: 

base $2,100,000 + Alt 1 ($50,000) = $2,150,000 + Alt 2 ($75,000) = $2,225,000 (within budget); 
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Contractor B: base $2,080,000 + Alt 1 ($80,000) = $2,160,000 + Alt 2 ($90,000) = $2,250,000 (within 

budget); Contractor B at $2,160,000 (base + Alt 1) is lower than Contractor A at $2,150,000... the 

exact award depends on the specific evaluation methodology 

 

 

12. A contractor is preparing a bid for a "guaranteed maximum price" (GMP) project and must 

determine the appropriate "owner's contingency" versus "contractor's contingency." Under standard 

GMP contracting practice, what is the distinction between these two contingencies? 

 

A. Owner's contingency and contractor's contingency are identical funds with no distinction between 

them 

B. There is no such thing as an owner's contingency on a GMP project and only the contractor has 

contingency 

C. The contractor's contingency is included within the GMP and covers estimating imprecision, scope 

gaps in incomplete documents, and unforeseen conditions — the owner's contingency is held outside 

the GMP by the owner and covers ownerdirected changes, scope additions, and other ownerinitiated 

modifications that are not the contractor's risk 

D. Both contingencies are held by the architect and allocated at the architect's sole discretion 

 

 

13. A contractor is evaluating the "profit erosion risk" on a fixedprice commercial project. The 

contractor's bid includes a 6% net profit margin on a $2,000,000 contract ($120,000 profit). The 

contractor identifies three major risks: (1) potential weather delays costing $30,000, (2) possible 

material escalation of $25,000, and (3) subcontractor default exposure of $40,000. Under standard risk 

analysis, what is the total risk exposure relative to the profit margin? 

 

A. The total risk exposure has no relationship to the profit margin and should not be compared 

B. The combined risk exposure of $95,000 ($30,000 + $25,000 + $40,000) represents 79% of the 

$120,000 profit margin — this means the identified risks could consume nearly all of the contractor's 

profit if they materialize simultaneously; the contractor should evaluate whether the 6% margin 

adequately compensates for the risk profile and consider increasing the margin, mitigating the risks, 

or declining the project 

C. A 6% margin always provides sufficient buffer for all construction risks regardless of the exposure 

D. Risk exposure analysis applies only to projects exceeding $10,000,000 in total contract value 
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DOMAIN 3: LIEN LAWS (Questions 14–15) 

 

14. Under Alabama's mechanics' lien law, the "priority" of a mechanics' lien relative to other 

encumbrances on the property is a critical legal question. A contractor begins construction on March 

1. A bank records a construction mortgage on March 15. The contractor files a mechanics' lien on 

September 1 after the owner fails to pay. Under Alabama's lien priority rules, which encumbrance has 

priority — the contractor's lien or the bank's mortgage? 

 

A. The bank's mortgage always has priority because it was recorded before the lien was filed on 

September 1 

B. Both encumbrances have equal priority and the proceeds would be split equally in a foreclosure 

sale 

C. Priority depends solely on the dollar amount of each claim with the larger amount receiving priority 

D. The contractor's lien may have priority because Alabama's mechanics' lien law generally provides 

that the lien relates back to the date construction commenced (March 1), which is before the bank 

recorded the mortgage (March 15) — the "relation back" doctrine gives the contractor priority over 

encumbrances recorded after work began 

 

 

15. A general contractor on a $800,000 commercial project has been paid $750,000 by the owner. The 

contractor files a mechanics' lien for $50,000 (the unpaid balance). A plumbing subcontractor who was 

not paid $35,000 by the contractor also files a lien. Under Alabama's mechanics' lien law, what is the 

owner's maximum total lien exposure from both claims combined? 

 

A. The owner's maximum lien exposure from both claims is limited to the amount remaining unpaid 

under the prime contract ($50,000) — the owner does not face $85,000 in combined exposure because 

the total of all lien claims against the property is generally capped at the original contract amount 

minus amounts already properly paid; however, the specific allocation between the GC and 

subcontractor liens depends on Alabama's lien priority rules and preliminary notice compliance 

B. The owner faces $85,000 in total lien exposure because each lien is independent and additive 

C. The owner faces $800,000 in exposure because liens always attach for the full original contract 

amount 

D. The owner has no lien exposure because $750,000 in payments exceeds 90% of the contract price 
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DOMAIN 4: FINANCIAL MANAGEMENT (Questions 16–20) 

 

16. A contractor's financial advisor explains that the company should calculate its "sustainable growth 

rate" — the maximum rate at which the company can grow revenue without requiring external 

financing (debt or equity). The company's net profit margin is 4%, and it retains 100% of earnings (no 

owner distributions). The company's current equity is $500,000 and total assets are $1,200,000. Under 

financial management principles, why is the sustainable growth rate important for a construction 

company? 

 

A. The sustainable growth rate has no relevance to construction companies of any size or revenue level 

B. Sustainable growth rate applies only to publicly traded companies and not to private contractors 

C. Growing revenue faster than the sustainable rate requires external financing — without additional 

capital, rapid growth strains working capital, increases leverage, and may exceed bonding capacity; 

understanding this rate helps the contractor plan growth that the company's financial structure can 

support 

D. All construction companies can grow at unlimited rates without any financial constraints or 

consequences 

 

 

17. A contractor's job cost report for a completed $1,200,000 project shows the following final costs: 

direct labor $320,000, materials $280,000, subcontractors $380,000, equipment $45,000, general 

conditions $95,000, and home office overhead allocation $55,000. The total cost is $1,175,000. Under 

standard construction financial analysis, what is the project's net profit and net profit margin? 

 

A. Net profit is $320,000 (equal to direct labor) with a margin of 26.7% of the contract price 

B. Net profit is $25,000 ($1,200,000 contract minus $1,175,000 total costs) with a net profit margin of 

2.08% 

C. Net profit is $175,000 calculated by subtracting only subcontractor costs from the contract price 

D. Net profit is $25,000 ($1,200,000  $1,175,000) with a net profit margin of 2.08% ($25,000 ÷ 

$1,200,000) — this thin margin leaves almost no room for unexpected costs; the contractor should 

analyze whether the low margin resulted from estimating errors, productivity problems, or competitive 

pressure 
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18. A contractor's bank requires monthly "covenant compliance certificates" confirming the company 

meets the loan covenants: minimum current ratio of 1.3, maximum debttoequity ratio of 3.0, and 

minimum tangible net worth of $300,000. The contractor's current financials show: current ratio 1.1, 

debttoequity 2.8, tangible net worth $350,000. Under standard banking practice, what problem exists? 

 

A. The contractor is in violation of the current ratio covenant (1.1 versus the required minimum of 1.3) 

— even though the debttoequity and tangible net worth covenants are satisfied, breaching any single 

covenant constitutes a default that may trigger the bank's right to call the loan, increase the interest 

rate, or impose additional restrictions on the credit facility 

B. All three covenants are satisfied and no problem exists with the contractor's loan compliance 

C. Covenant compliance is measured only annually and monthly certificates are never required by 

banks 

D. Only the tangible net worth covenant matters and the other two ratios are purely informational 

 

 

19. A contractor reviews the company's "backlog aging" report and discovers that 40% of the backlog 

consists of projects that have been in the backlog for more than 12 months without starting 

construction. Under financial management principles, what risk does aged backlog create? 

 

A. Aged backlog is always valuable regardless of how long the projects have been waiting to start 

B. Aged backlog creates risk because the estimates underlying these contracts may be outdated — 

material prices, labor rates, and subcontractor pricing may have changed significantly since the original 

bid, potentially making these projects unprofitable at the original contract price; the contractor should 

review each aged contract's current cost estimate and evaluate whether the project remains financially 

viable 

C. Backlog aging is a concern only for projects that have been in the backlog for more than five years 

D. Only public projects age in the backlog and private projects always start construction immediately 

 

 

20. A contractor's accountant prepares the company's annual tax return and must determine the proper 

treatment of "warranty reserve" — an estimate of future warranty repair costs set aside on the 

company's financial statements. Under IRS rules, how is the warranty reserve treated for tax purposes? 

 

A. Warranty reserves are fully deductible when established on the company's financial statements 

B. Warranty reserves increase the company's taxable income by the full reserved amount in every tax 

year 
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C. Warranty reserves are taxexempt and reduce the company's taxable income automatically when 

booked 

D. Under IRS rules, estimated warranty reserves are generally not deductible when accrued — the IRS 

typically requires that warranty costs be deducted only when actually incurred (when the repair is 

performed and paid for), not when estimated and reserved; the financial statement reserve creates a 

booktax difference that must be tracked 

 

 

DOMAIN 5: PAYROLL, TAXES, AND INSURANCE (Questions 21–26) 

 

21. Under federal tax law, a contractor must determine whether to capitalize or expense the cost of 

"preconstruction services" — estimating, scheduling, site investigation, and project planning 

performed before construction begins on a specific project. Under IRS rules, how should 

preconstruction service costs be treated? 

 

A. Preconstruction costs are always immediately deductible in full regardless of the contract 

accounting method 

B. Preconstruction costs must always be capitalized and amortized over 39 years as a building 

component 

C. Preconstruction costs are never deductible and must be permanently excluded from all tax returns 

filed 

D. Preconstruction service costs are typically treated as contract costs allocated over the project's 

duration under the contractor's accounting method — for contractors using the percentageofcompletion 

method, these costs are included in the total estimated contract cost and recognized proportionally as 

the project progresses 

 

 

22. A contractor's workers' compensation insurance policy includes a "waiver of subrogation" 

endorsement naming the project owner as a beneficiary. Under standard workers' compensation 

insurance practice, what effect does this endorsement have? 

 

A. The endorsement allows the insurance carrier to sue the project owner for causing the employee's 

injury 

B. The waiver of subrogation prevents the workers' compensation carrier from pursuing a recovery 

claim against the named project owner — if an employee is injured due to conditions created by the 

owner, the carrier pays the workers' compensation benefits but waives the right to seek reimbursement 

from the owner, which many construction contracts require to prevent intraproject litigation 
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C. The endorsement increases the workers' compensation premium by exactly 50% for the policy 

period 

D. The waiver applies only to claims exceeding $500,000 and has no effect on smaller claims of any 

amount 

 

 

23. Under Alabama law, an employer must remit withheld state income taxes to the Alabama 

Department of Revenue according to a specified deposit schedule. If the contractor has 25 employees 

and withholds $4,000 in state income taxes per month, under Alabama's deposit schedule, how 

frequently must the deposits be made? 

 

A. The deposit frequency depends on the amount withheld — Alabama establishes deposit schedules 

(monthly, quarterly, or annual) based on the total amount of taxes withheld; for a contractor 

withholding $4,000 monthly, the deposits are likely required on a monthly basis by the specified due 

date 

B. All Alabama state income tax withholdings are deposited annually with the employer's income tax 

return 

C. Deposits are required only when the accumulated withholding exceeds $50,000 regardless of time 

period 

D. Alabama does not require withholding deposits and employers remit all taxes at the end of the 

calendar year 

 

 

24. A contractor is reviewing the company's "total cost of workers' compensation" which includes both 

the direct insurance premium and the indirect costs of workplace injuries. Under standard risk 

management analysis, what are the "indirect costs" of workplace injuries that are not covered by the 

insurance policy? 

 

A. Workers' compensation insurance covers 100% of all costs associated with workplace injuries 

B. Indirect costs are always less than 1% of the direct insurance premium for all construction 

companies 

C. Indirect costs include lost productivity from the injured worker's absence, time spent by supervisors 

investigating the accident, retraining costs for replacement workers, equipment damage, schedule 

delays, increased overtime for remaining workers, administrative time processing the claim, and the 

impact on employee morale — studies show indirect costs are typically 2 to 5 times the direct claim 

costs 

D. Indirect costs apply only to fatalities and do not exist for nonfatal workplace injuries of any severity 
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25. Under federal tax law, a contractor must determine whether "bonuses" paid to employees at 

yearend are deductible business expenses. The contractor pays $50,000 in yearend performance 

bonuses to field superintendents. Under IRS rules, are these bonuses deductible? 

 

A. Yearend bonuses paid to key employees are never deductible regardless of amount or business 

purpose 

B. Only bonuses paid to hourly workers are deductible and bonuses to salaried employees are excluded 

C. Bonuses are deductible only if they exceed $100,000 per employee during the calendar year 

D. Yearend performance bonuses are generally deductible as ordinary and necessary business expenses 

if they are reasonable in amount relative to the services rendered — the bonuses must be compensation 

for services actually performed, not disguised distributions of profits; the $50,000 must be included in 

the employees' W2s as taxable wages 

 

 

26. A contractor's insurance broker recommends a "manuscript" (customwritten) insurance policy 

rather than a standard ISO (Insurance Services Office) form policy. Under standard insurance practice, 

when might a manuscript policy be appropriate for a construction contractor? 

 

A. Manuscript policies are always less expensive than standard ISO forms for all contractors in every 

situation 

B. A manuscript policy may be appropriate when the contractor's operations have unique risks or 

exposures not adequately addressed by standard ISO policy forms — such as specialized construction 

methods, unusual project types, or specific contractual insurance requirements that standard forms do 

not cover; the custom policy is tailored to the contractor's specific risk profile 

C. Manuscript policies are identical to ISO forms with no difference in coverage, terms, or conditions 

D. Only contractors with annual revenue exceeding $100,000,000 qualify for manuscript policy forms 

 

 

DOMAIN 6: PERSONNEL AND LABOR LAW (Questions 27–31) 

 

27. Under the Fair Labor Standards Act, a contractor employs a nonexempt worker who is "on call" 

during weekends. The worker must remain within 30 minutes of the job site and carry a company 

phone but is not required to be at the site unless called. During one weekend, the worker is not called 

and performs no work. Under FLSA, must the oncall time be compensated? 
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A. Whether oncall time is compensable depends on the degree to which the worker's freedom is 

restricted — if the worker can use the time effectively for personal purposes (go to restaurants, attend 

events, stay home) despite the geographic and phone restrictions, the oncall time is generally not 

compensable; however, if the restrictions are so severe that the worker cannot use the time freely, the 

time may be compensable 

B. All oncall time must be compensated at double the regular rate regardless of whether work is 

performed 

C. Oncall time is never compensable for construction workers under any federal employment 

regulation 

D. Only oncall time between 10 PM and 6 AM is compensable with daytime oncall hours always 

unpaid 

 

 

28. A contractor's employee reports that a coworker has been making racially offensive comments on 

the job site. The employee reports this to the project superintendent, who dismisses the complaint by 

saying "that's just construction site talk." Under Title VII and standard employment law, what liability 

has the contractor created? 

 

A. The superintendent's dismissal of the complaint has no legal consequence because racial comments 

are normal 

B. Only the coworker who made the comments faces liability and the employer bears no responsibility 

C. The contractor faces no liability because the employee has not yet filed a complaint with the EEOC 

D. The contractor may face liability for a hostile work environment claim — the superintendent's 

dismissal of the complaint demonstrates the employer's failure to take prompt remedial action after 

receiving notice of harassment; the employer has a duty to investigate complaints, take corrective 

action, and prevent future harassment; the superintendent's dismissive response may be evidence of 

employer indifference 

 

 

29. Under OSHA's construction safety standards, employers must provide "fire protection" on the 

construction site. The contractor must determine the appropriate type and placement of fire 

extinguishers for the construction project. Under OSHA's fire protection requirements (29 CFR 

1926.150), what is the general rule for fire extinguisher placement? 

 

A. One fire extinguisher per building is sufficient regardless of the building's size or number of floors 

B. Fire extinguishers are required only in the job trailer and not in the building under construction 
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C. A fire extinguisher rated not less than 2A must be provided for each 3,000 square feet of the 

protected building area, and travel distance to the nearest extinguisher must not exceed 100 feet — 

additional extinguishers are required near specific hazards such as welding operations, flammable 

storage, and temporary heating equipment 

D. Fire extinguisher requirements apply only to completed buildings and not to buildings under 

construction 

 

 

30. A contractor employs a worker who is also a volunteer firefighter. The worker receives a call to 

respond to a fire during the workday and leaves the job site. The worker is injured while fighting the 

fire. Under Alabama workers' compensation law, is this injury compensable under the contractor's 

workers' compensation policy? 

 

A. The injury sustained while fighting the fire as a volunteer firefighter is generally not compensable 

under the contractor's workers' compensation policy because the employee was not performing work 

within the scope of construction employment when the injury occurred — the employee left the 

employer's work to perform volunteer firefighting duties, which is a separate activity outside the 

employment relationship 

B. All injuries sustained by employees during any activity on any day are covered by workers' 

compensation 

C. The injury is compensable because the employee was technically "on the clock" when leaving the 

site 

D. Only the fire department's workers' compensation covers volunteer firefighter injuries in all 

situations 

 

 

31. Under OSHA's multiemployer worksite policy, a general contractor is cited as a "controlling 

employer" for a fall protection violation created by a framing subcontractor. The GC argues that the 

subcontract includes a clause making the subcontractor solely responsible for safety. Under OSHA's 

enforcement policy, does this contractual clause shield the GC from the citation? 

 

A. A contractual clause assigning safety responsibility to the subcontractor may reduce but does not 

eliminate the GC's obligation 

B. The contractual clause transferring safety responsibility to the subcontractor does not shield the GC 

from an OSHA citation as a controlling employer — OSHA's multiemployer policy holds the 

controlling employer responsible for exercising reasonable diligence to identify and correct hazards 

regardless of contractual agreements; the GC cannot contractually delegate its OSHA obligations as a 

controlling employer 
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C. The clause fully protects the GC and OSHA must withdraw the citation against the controlling 

employer 

D. OSHA never cites general contractors as controlling employers when subcontract safety clauses 

exist 

 

 

DOMAIN 7: PROJECT MANAGEMENT (Questions 32–34 

 

32. A contractor is managing a commercial project and the owner requests a "costloaded" CPM 

schedule. Under standard scheduling practice, what does a costloaded schedule provide that a 

resourceloaded schedule does not? 

 

A. A costloaded schedule is identical to a resourceloaded schedule with no additional information 

B. A costloaded schedule shows only the project's total cost with no activitylevel detail whatsoever 

C. Resourceloaded schedules are always superior and costloaded schedules provide no useful 

information 

D. A costloaded schedule assigns dollar values to each activity based on the schedule of values, 

enabling the generation of a projected cash flow curve (Scurve), forecasting monthly billing amounts, 

and providing early warning if the actual spending pattern deviates significantly from the planned cash 

flow — it integrates cost and time in a way that resource loading alone does not 

 

 

33. A contractor's project manager notices that the project's "rework rate" has been increasing — 8% 

of installed work is being torn out and redone due to quality deficiencies. The industry average rework 

rate for commercial construction is approximately 35%. Under standard project management practice, 

what is the financial impact of the elevated rework rate? 

 

A. Rework has no financial impact because the cost is always absorbed by the subcontractor who 

performed it 

B. Rework rates have no measurable financial impact on commercial construction projects of any size 

C. An 8% rework rate adds approximately 8% to the project's direct labor cost, plus the cost of wasted 

materials, disposal of demolished work, schedule delay from redoing completed work, and the 

supervision time spent managing the rework process — the total cost of rework can be 2 to 3 times the 

direct reinstallation cost when all impacts are considered 

D. Only rework rates exceeding 25% have any financial impact on commercial construction project 

budgets 
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34. A contractor is managing a commercial project and must coordinate the closeout process. The 

specification requires submission of all closeout documents within 30 days of substantial completion. 

The required closeout documents include asbuilt drawings, operation and maintenance manuals, 

warranties, training certifications, spare parts, attic stock, final lien waivers, and the consent of surety 

to final payment. Under standard project management practice, when should the contractor begin 

assembling closeout documents? 

 

A. Closeout document assembly should begin during the construction phase — not 30 days before 

completion; asbuilt markups should be maintained throughout construction, O&M manuals should be 

collected as equipment is installed, warranty certificates should be gathered at each trade's completion, 

and training should be scheduled well before substantial completion to ensure all documents are ready 

for submission within the contractual deadline 

B. Closeout documents should be assembled only after the owner occupies the building and identifies 

needs 

C. The contractor should wait until 29 days after substantial completion to begin assembling all 

documents 

D. Closeout documentation is always the architect's responsibility and the contractor has no obligation 

 

 

DOMAIN 8: CONTRACT MANAGEMENT (Questions 35–40) 

 

35. Under Alabama contract law, a contractor enters into a "unit price" contract for site work. The 

contract includes estimated quantities for excavation, fill, and grading. During construction, the actual 

excavation quantity is 40% less than estimated (6,000 CY actual versus 10,000 CY estimated). The 

contractor argues that the reduced quantity makes the unit price unprofitable because fixed 

mobilization and equipment costs are spread over fewer units. Under standard unit price contract 

provisions, what remedy might the contractor have? 

 

A. The contractor has no remedy because unit prices are fixed regardless of actual quantities 

encountered 

B. Unit price adjustments are prohibited on all construction contracts under Alabama contract law 

C. The contractor may only file a mechanics' lien for the difference between estimated and actual 

quantities 

D. Many unit price contracts include a "quantity variation clause" that allows unit price adjustment 

when actual quantities deviate significantly (typically more than 1525%) from the estimated quantities 

— when the excavation drops 40% below the estimate, the contractor may be entitled to a unit price 

increase to account for the higher perunit cost of the fixed mobilization and equipment expenses 
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36. A contractor is reviewing a proposed contract that includes a "audit and records" clause giving the 

owner access to the contractor's cost records for 5 years after final payment. The contractor is 

concerned about protecting proprietary information. Under standard contract negotiation practice, 

what limitations should the contractor negotiate? 

 

A. The contractor should refuse all audit clauses because they are inherently unreasonable in all 

contracts 

B. The contractor should negotiate limitations on the scope of auditable records (projectspecific 

records only, excluding companywide financials and records from other projects), require that audits 

be conducted during normal business hours with reasonable advance notice, establish confidentiality 

provisions protecting the contractor's proprietary cost data, and clarify that the owner bears the audit 

cost unless fraud is discovered 

C. Audit clauses are standardized and may never be modified or negotiated under Alabama contract 

law 

D. Only the 5year duration should be negotiated with all other audit terms accepted without 

modification 

 

 

37. Under Alabama contract law, a contractor who encounters a "Type I" differing site conditions 

claim (actual conditions differ materially from those indicated in the contract documents) must satisfy 

several requirements. What elements must the contractor prove to succeed on a Type I differing site 

conditions claim? 

 

A. The contractor must prove that the actual subsurface or latent physical conditions differ materially 

from those indicated in the contract documents, that the contractor reasonably relied on the contract 

documents' representation of site conditions when preparing the bid, that the conditions were not 

reasonably foreseeable from the available information, and that the differing conditions caused 

additional quantifiable cost and time impact 

B. The contractor must only prove that the project cost more than the original estimate with no other 

elements 

C. Type I claims require only a verbal notification to the architect with no written documentation 

needed 

D. The contractor must prove only that rain occurred during construction to establish a differing 

conditions claim 
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38. A contractor completes a commercial project and the owner withholds a "warranty holdback" of 

$25,000 (in addition to normal retainage) to ensure the contractor responds to warranty calls during 

the oneyear warranty period. The contract does not include a warranty holdback provision. Under 

Alabama contract law, is the owner's withholding justified? 

 

A. The owner may withhold any amount for any reason regardless of the contract terms or provisions 

B. The owner must release all warranty holdback funds immediately because holdbacks are illegal in 

Alabama 

C. If the contract does not include a warranty holdback provision, the owner's unilateral withholding 

of $25,000 beyond the contractual retainage is generally not justified — the owner may retain only 

amounts authorized by the contract; withholding funds without contractual basis may constitute a 

breach of the owner's payment obligations 

D. Warranty holdbacks of exactly $25,000 are permitted on all commercial projects regardless of 

contract terms 

 

 

39. Under Alabama contract law, a contractor signs a subcontract with a "dispute escalation" clause 

requiring (1) projectlevel negotiation for 10 days, (2) executivelevel negotiation for 15 days, and (3) 

mediation for 30 days before either party may file a lawsuit or demand for arbitration. The 

subcontractor is owed $60,000 and wants to file suit immediately. Under this clause, may the 

subcontractor bypass the escalation steps? 

 

A. The subcontractor must wait until the project is 100% complete before initiating any dispute 

resolution 

B. The subcontractor may file suit immediately regardless of the escalation clause because the clause 

is optional 

C. The escalation clause applies only to disputes exceeding $100,000 and the $60,000 claim is exempt 

D. The subcontractor generally must follow the contractual dispute escalation steps before filing suit 

— courts typically enforce agreedupon dispute resolution procedures as conditions precedent to 

litigation; bypassing the required steps may result in the court dismissing or staying the lawsuit until 

the contractor completes the escalation process 

 

 

40. A contractor is reviewing the final project closeout documents and the owner's attorney requests a 

"general release" from the contractor. The general release would release the owner from "all claims, 

known and unknown, arising from the construction contract." Under standard contract management 

practice, what concern does signing this broad release create for the contractor? 
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A. General releases have no legal significance and may be signed without concern or review by the 

contractor 

B. Signing a broad general release that includes "unknown claims" may waive the contractor's right to 

pursue latent defect warranty claims, retain rights under the statute of limitations, or assert claims that 

have not yet been discovered — the contractor should negotiate to exclude unknown claims, preserve 

warranty rights, and limit the release to claims that have been specifically identified and resolved 

C. Only releases signed before a notary public have any legal effect under Alabama contract law 

D. General releases automatically expire after 30 days and have no longterm effect on the contractor's 

rights 

 

 

DOMAIN 9: BUSINESS ORGANIZATION (Questions 41–42) 

 

41. A contractor operates as an LLC and one member wants to pledge their LLC membership interest 

as collateral for a personal loan. Under Alabama LLC law and the operating agreement, what 

restrictions might apply to pledging a membership interest? 

 

A. The operating agreement may restrict or prohibit the pledging of membership interests without the 

consent of the other members — pledging an interest creates a risk that a creditor could foreclose on 

the interest, potentially bringing an unwanted outsider into the LLC; welldrafted operating agreements 

require member approval before any transfer, pledge, or encumbrance of membership interests 

B. Membership interests may be freely pledged without any restrictions under Alabama LLC law 

C. Only the managing member may pledge any membership interest on behalf of all LLC members 

D. Pledging of membership interests is prohibited by Alabama law for all LLCs regardless of the 

agreement 

 

 

42. A contractor is evaluating the tax implications of the company's business structure. The contractor 

currently operates as a CCorporation with $300,000 in annual net income. The company's tax advisor 

recommends converting to an SCorporation to eliminate double taxation. Under federal tax law, what 

potential tax consequence of the conversion should the contractor consider? 

 

A. Converting from C to S Corporation has no tax consequences and the transition is completely 

taxfree 

B. The conversion automatically doubles the company's tax obligation for the first three years after 

conversion 
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C. The conversion permanently eliminates all federal income tax obligations for the company going 

forward 

D. The conversion may trigger "builtin gains tax" — if the CCorporation has appreciated assets (real 

estate, equipment) at the time of conversion, the SCorporation may owe tax on the builtin gains if those 

assets are sold within five years of the conversion; additionally, passive investment income from 

CCorporation earnings and profits may be taxed at the corporate level 

 

 

DOMAIN 10: RISK MANAGEMENT (Questions 43–46) 

 

43. A contractor is constructing a commercial building and the project requires temporary dewatering 

of the excavation. The dewatering system pumps groundwater at a rate of 200 gallons per minute. 

After two weeks of continuous pumping, the adjacent property owner notices that the foundation of 

their building has settled and cracks have appeared in the walls. Under standard risk management 

practice, what preconstruction measure should the contractor have implemented to protect against this 

claim? 

 

A. No preconstruction measures could prevent settlement of adjacent structures during dewatering 

B. Only the project owner is responsible for protecting adjacent properties during construction 

operations 

C. Installing a sump pump in the adjacent building's basement is sufficient to prevent all settlement 

issues 

D. The contractor should have conducted a preconstruction condition survey of all adjacent structures, 

installed settlement monitoring points on the adjacent buildings, implemented vibration and 

groundwater level monitoring, and documented the baseline conditions before dewatering began — 

this baseline documentation is essential for evaluating whether the settlement was caused by the 

dewatering or was a preexisting condition 

 

 

44. Under Alabama law, a contractor who stores explosives (blasting agents, detonators) on a 

construction site for rock excavation must comply with ATF (Bureau of Alcohol, Tobacco, Firearms 

and Explosives) regulations and OSHA's explosive safety standards. What primary storage 

requirement applies to construction site explosives? 

 

A. Explosives may be stored in any locked container on the construction site without special 

requirements 
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B. Explosives must be stored in approved magazines (storage structures meeting specific construction, 

ventilation, location, and security requirements per ATF regulations) at distances specified by the 

quantitydistance tables — detonators must be stored separately from blasting agents, the magazine 

must be locked when not in use, and only authorized personnel may have access 

C. Explosives may be stored in the job trailer alongside the project documents and office supplies 

D. Only the blasting subcontractor's personal vehicle is an approved storage location for all explosives 

 

 

45. A contractor's safety program includes an "incident investigation" procedure for all workplace 

incidents including injuries, nearmisses, and property damage. Under standard safety management 

principles, what is the primary purpose of incident investigation? 

 

A. The primary purpose is to identify the root causes of the incident and implement corrective actions 

to prevent recurrence — effective investigations go beyond the immediate cause to examine systemic 

factors (inadequate training, missing procedures, equipment defects, management failures) that 

contributed to the incident; the goal is prevention, not punishment 

B. The primary purpose is to assign blame to a specific worker for disciplinary action and termination 

C. Incident investigation is performed only to satisfy insurance company documentation requirements 

D. The primary purpose is to prepare a defense against OSHA citations with no safety improvement 

intent 

 

 

46. A contractor is evaluating the company's "safety culture" — the collective attitudes, beliefs, and 

behaviors regarding safety that exist within the organization. Under standard safety management 

principles, what is the most important indicator of a strong safety culture? 

 

A. The most important indicator is the number of safety posters displayed on the construction site walls 

B. The most important indicator is the company's annual safety banquet attendance rate among 

employees 

C. The most important indicator is the amount of money spent on safety equipment purchases each 

year 

D. The most important indicator of a strong safety culture is the willingness of workers at all levels to 

identify, report, and correct unsafe conditions without fear of retaliation — when workers actively 

participate in safety rather than merely complying with rules, and when management responds 

positively to hazard reports, the organization has a proactive safety culture that prevents incidents 

before they occur 



22 

 

DOMAIN 11: SAFETY, RECORDKEEPING, AND ENVIRONMENTAL (Questions 47–50) 

 

47. Under OSHA's construction safety standards, a contractor must implement specific safety 

procedures for "crane operations" on the construction site. Before each crane lift, the crane operator 

and the lift director must conduct a "prelift planning" assessment. Under OSHA's crane standard (29 

CFR 1926 Subpart CC), what factors must be evaluated during prelift planning? 

 

A. Only the weight of the load needs to be determined before any crane lift on the construction site 

B. Prelift planning is required only for lifts exceeding 50 tons and is optional for all lighter loads 

C. Prelift planning must evaluate the load weight, the lift radius, the crane's rated capacity at that 

radius, ground conditions (bearing capacity, level surface, outrigger pad requirements), overhead 

obstructions (power lines, adjacent structures), wind conditions, rigging configuration, load path, 

landing zone preparation, and communication procedures between the operator and signal person 

D. Prelift planning consists only of the operator visually inspecting the hook before each lift operation 

 

 

48. A contractor is performing renovation work in a commercial building and the existing ceiling 

contains sprayapplied acoustic material (popcorn ceiling texture) that may contain asbestos. Testing 

confirms 2% chrysotile asbestos content. Under OSHA's asbestos construction standard, the contractor 

plans to remove the ceiling material. What engineering controls are required for this Class I asbestos 

removal work? 

 

A. No engineering controls are required for ceiling texture removal regardless of asbestos content 

levels 

B. Class I asbestos removal requires a full negativepressure enclosure with HEPAfiltered air handling, 

wet methods to minimize fiber release, decontamination facilities for workers exiting the regulated 

area, personal air monitoring to verify exposure levels, and use of appropriate respiratory protection 

— the enclosure must maintain negative pressure relative to adjacent areas to prevent fiber migration 

C. Only a standard dust mask and plastic sheeting on the floor are required for removing asbestos 

ceilings 

D. Class I controls apply only to pipe insulation removal and not to sprayapplied ceiling material 

 

 

 

49. Under EPA's stormwater management regulations, a contractor operating under an NPDES 

Construction General Permit must designate a "qualified SWPPP inspector" to conduct regular site 
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inspections. Under current NPDES CGP requirements, what qualifications must the SWPPP inspector 

possess? 

 

A. The SWPPP inspector must have completed training in stormwater management, erosion and 

sediment control, and the specific requirements of the NPDES CGP — the inspector must be 

knowledgeable in identifying BMP deficiencies, evaluating the effectiveness of installed controls, and 

documenting corrective actions; some permits require specific certification or training credentials 

B. Any person may serve as the SWPPP inspector with no training or qualifications of any kind 

required 

C. Only licensed professional engineers may serve as SWPPP inspectors on commercial construction 

sites 

D. SWPPP inspections do not require a designated inspector and may be performed by anyone walking 

by 

 

 

50. A contractor is constructing a commercial building and must comply with Alabama's construction 

waste management regulations. The project specifications require a minimum 75% construction waste 

diversion rate (recycling or reuse rather than landfill disposal). Under standard construction waste 

management practice, what materials are most commonly recycled or diverted from commercial 

construction waste streams? 

 

A. No construction materials can be recycled and all waste must go to landfill disposal without 

exception 

B. Only metals (steel, copper, aluminum) can be recycled from construction sites with all other 

materials landfilled 

C. Only cardboard packaging is recyclable from construction projects with all building materials going 

to landfill 

D. Commonly recycled construction materials include concrete and masonry (crushed for aggregate), 

metals (steel, copper, aluminum sold as scrap), clean wood (chipped for mulch or biomass fuel), 

cardboard and paper packaging, gypsum drywall (recycled into new drywall or soil amendments), and 

asphalt (recycled into new pavement) — achieving a 75% diversion rate requires a sourceseparation 

program with dedicated containers for each material stream 
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Practice Exam 20: Answer Key and Explanations 

DOMAIN 1: LICENSING REQUIREMENTS (Questions 1–8) 

1. C — A general contractor's license authorizes construction work but does not authorize the practice 

of architecture or engineering. Design-build contracts require the contractor to either employ or 

subcontract with licensed design professionals for the professional services component. The design 

and construction licensing requirements are separate and independent. 

2. A — Most licensing authorities require financial statements prepared within a specified timeframe, 

typically within the last 12 months. An 18-month-old statement does not meet the currency 

requirement. The Board may reject the application as incomplete until the contractor submits a current 

financial statement. 

3. D — The original contractor may file a Board complaint for unauthorized license use, report the 

former employee for unlicensed contracting, and pursue civil action for damages from fraudulent use 

of the license number. The former employee faces criminal penalties for unlicensed contracting and 

potential fraud charges for misrepresenting licensed status. 

4. B — The Board evaluates the combination of education and experience. While a construction 

management degree demonstrates academic knowledge, two years of field experience may be 

insufficient for the requested classification. The Board may issue a lower classification, allowing the 

applicant to build experience progressively. 

5. C — While volunteers performing painting and cleanup are not doing licensable construction work, 

the contractor must address liability and insurance coverage for the volunteers, ensure proper safety 

supervision, and verify that volunteer work does not compromise code compliance. Uninsured 

volunteers create exposure if injured on-site. 

6. D — A consent order resolves the matter without the time, expense, and uncertainty of a formal 

hearing. The negotiated terms are typically less severe than the maximum penalty available after a 

contested hearing. The licensee avoids the public spectacle of formal proceedings while accepting 

accountability. 

7. A — The qualifying party's change in title requires Board notification because the qualifying party 

must continue exercising supervisory authority over construction operations. The new president's lack 

of construction experience makes the qualifying party even more critical. The Board must be informed 

of any changes affecting the qualifying party's role. 

8. B — A pattern of misconduct from multiple independent complaints suggests systemic operational 

problems rather than isolated mistakes. The Board considers the totality of conduct, and a 

demonstrated pattern may justify more severe sanctions — such as suspension or revocation — than 

would be appropriate for a single incident. 

DOMAIN 2: ESTIMATING AND BIDDING (Questions 9–13) 

9. D — The CPL premium is a project-specific insurance cost that must be included in the general 

conditions section. It is a direct cost of performing this particular project, required by the contract, and 
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must be recovered through the contract price. Excluding it from the bid means the contractor absorbs 

the cost from profit. 

10. B — A 10-year warranty dramatically increases long-term risk exposure. The estimator must 

include costs for extended warranty insurance or reserves, maintaining warranty response capability 

for a decade, and potentially higher-quality materials and methods to minimize callback likelihood. 

Standard one-year warranty pricing is grossly insufficient. 

11. D — Award is determined by adding alternates in priority order to each base bid within the owner's 

budget. The exact evaluation requires careful mathematical comparison of each bidder's cumulative 

totals as alternates are added sequentially. The specific award depends on which bidder produces the 

lowest total at each step within the $2,250,000 budget. 

12. C — The contractor's contingency is within the GMP and covers estimating risk on incomplete 

documents. The owner's contingency is outside the GMP and covers owner-directed changes. This 

distinction is critical because the contractor's contingency is the contractor's risk buffer while the 

owner's contingency funds scope additions the owner initiates. 

13. B — The combined risk exposure of $95,000 represents 79% of the $120,000 profit margin. If all 

three risks materialize simultaneously, the contractor retains only $25,000 profit. This analysis reveals 

that the 6% margin may be inadequate for the project's risk profile, and the contractor should consider 

increasing the margin or mitigating specific risks. 

DOMAIN 3: LIEN LAWS (Questions 14–15) 

14. D — Alabama's mechanics' lien law generally provides that the lien relates back to the date 

construction commenced. Since work began on March 1 — before the bank recorded the mortgage on 

March 15 — the contractor's lien may have priority over the mortgage. The "relation back" doctrine 

protects contractors who improve property before other encumbrances are recorded. 

15. A — The owner's total lien exposure from all claims is generally capped at the amount remaining 

unpaid under the prime contract ($50,000). The owner does not face $85,000 in combined exposure 

because the total of all liens is limited to the original contract amount minus amounts already properly 

paid. Specific allocation between competing liens depends on priority rules. 

DOMAIN 4: FINANCIAL MANAGEMENT (Questions 16–20) 

16. C — Growing faster than the sustainable rate requires external financing. Without additional 

capital, rapid growth strains working capital, increases leverage, and may exceed bonding capacity. 

Understanding this rate helps the contractor plan financially sustainable growth rather than 

overextending the company's resources. 

17. D — Net profit is $1,200,000 minus $1,175,000 = $25,000, yielding a 2.08% margin. This thin 

margin leaves virtually no room for unexpected costs. The contractor must analyze whether the low 

margin resulted from estimating errors, productivity problems, or competitive bidding pressure to 

prevent recurrence. 

18. A — The current ratio of 1.1 violates the required minimum of 1.3. Breaching any single covenant 

constitutes a default that may trigger the bank's right to call the loan, increase the interest rate, or 
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impose additional restrictions. The contractor must improve the current ratio by increasing current 

assets or reducing current liabilities. 

19. B — Projects sitting in backlog for 12+ months may have outdated cost estimates. Material prices, 

labor rates, and subcontractor pricing change significantly over time. The contractor should re-estimate 

each aged contract to verify profitability at current costs and evaluate whether the project remains 

financially viable. 

20. D — The IRS generally does not allow deduction of estimated warranty reserves when accrued. 

Warranty costs are deductible only when actually incurred — when the repair is performed and paid 

for. The financial statement reserve creates a book-tax difference that must be tracked and reconciled 

annually. 

DOMAIN 5: PAYROLL, TAXES, AND INSURANCE (Questions 21–26) 

21. D — Pre-construction costs are typically treated as contract costs allocated over the project's 

duration. Under the percentage-of-completion method, they are included in total estimated contract 

cost and recognized proportionally as the project progresses. They are not immediately deductible in 

full when incurred. 

22. B — The waiver of subrogation prevents the workers' compensation carrier from suing the project 

owner to recover benefits paid to an injured employee. Many construction contracts require this waiver 

to prevent intra-project litigation. The carrier pays benefits but waives the right to seek reimbursement 

from the named party. 

23. A — Alabama establishes deposit schedules based on the amount withheld. For a contractor 

withholding $4,000 monthly from 25 employees, deposits are likely required monthly by the specified 

due date. Late deposits trigger penalties and interest from the Alabama Department of Revenue. 

24. C — Indirect costs include lost productivity, supervisor investigation time, replacement worker 

training, equipment damage, schedule delays, overtime for remaining workers, claims administration 

time, and morale impact. Studies consistently show indirect costs are 2 to 5 times the direct claim 

costs, making the true cost of injuries far greater than the insurance premium alone. 

25. D — Year-end performance bonuses are generally deductible as ordinary and necessary business 

expenses if reasonable in amount relative to services rendered. The bonuses must be genuine 

compensation for services, not disguised profit distributions. The $50,000 must be reported on 

employees' W-2s as taxable wages subject to all withholding. 

26. B — Manuscript policies are appropriate when standard ISO forms do not adequately address the 

contractor's unique risks — specialized construction methods, unusual project types, or specific 

contractual requirements. The custom policy is tailored to the contractor's specific risk profile, 

providing coverage that standard forms may exclude. 

DOMAIN 6: PERSONNEL AND LABOR LAW (Questions 27–31) 

27. A — Compensability of on-call time depends on the degree to which the worker's freedom is 

restricted. If the worker can use the time effectively for personal purposes despite the geographic and 

phone restrictions, the time is generally not compensable. If restrictions are so severe that the worker 

cannot use the time freely, it may be compensable. 
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28. D — The superintendent's dismissal of the racial harassment complaint demonstrates employer 

failure to take prompt remedial action. The employer has a duty to investigate complaints, take 

corrective action, and prevent future harassment. The dismissive response may be evidence of 

employer indifference, creating liability for a hostile work environment. 

29. C — OSHA requires a fire extinguisher rated not less than 2A for each 3,000 square feet, with a 

maximum travel distance of 100 feet. Additional extinguishers are required near specific hazards such 

as welding, flammable storage, and temporary heating. Proper type, size, and placement are essential 

for effective fire response. 

30. A — The firefighting injury is generally not compensable under the contractor's workers' 

compensation because the employee left the scope of construction employment to perform volunteer 

firefighting duties. The injury occurred during a separate activity outside the employment relationship. 

The volunteer fire department's coverage would typically apply. 

31. B — Contractual clauses assigning safety responsibility to subcontractors do not shield the GC 

from OSHA citations as a controlling employer. OSHA's multi-employer policy holds the controlling 

employer responsible for exercising reasonable diligence regardless of contractual agreements. The 

GC cannot contractually delegate OSHA obligations. 

DOMAIN 7: PROJECT MANAGEMENT (Questions 32–34) 

32. D — A cost-loaded schedule assigns dollar values to each activity, enabling cash flow curve 

generation (S-curve), monthly billing forecasts, and early warning of spending deviations. It integrates 

cost and time in a way that resource loading alone does not, providing the owner with financial 

visibility into the project's progression. 

33. C — An 8% rework rate adds approximately 8% to direct labor costs plus wasted materials, 

disposal costs, schedule delays, and supervision time. The total cost of rework is typically 2-3 times 

the direct re-installation cost. At 8% versus the 3-5% industry average, the contractor is losing 

significant profit to preventable quality failures. 

34. A — Closeout document assembly must begin during construction, not 30 days before completion. 

As-built markups should be maintained continuously, O&M manuals collected as equipment is 

installed, warranties gathered at trade completion, and training scheduled well in advance. Starting 

early ensures all documents are ready within the contractual deadline. 

DOMAIN 8: CONTRACT MANAGEMENT (Questions 35–40) 

35. D — Many unit price contracts include quantity variation clauses allowing price adjustment when 

actual quantities deviate significantly from estimates. A 40% reduction in excavation quantity spreads 

fixed mobilization and equipment costs over far fewer units, making the original unit price 

unprofitable. The clause provides a fair mechanism for restoring the intended economics. 

36. B — The contractor should negotiate reasonable audit limitations: project-specific records only, 

business hours with advance notice, confidentiality protections, clarity on cost responsibility, and 

exclusion of company-wide financials and records from other projects. These limitations protect 

proprietary information while satisfying the owner's legitimate verification needs. 
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37. A — A Type I differing site conditions claim requires proving actual conditions differ materially 

from contract document representations, reasonable reliance on those representations, the conditions 

were not reasonably foreseeable, and the conditions caused quantifiable additional cost and time. All 

four elements must be established with supporting documentation. 

38. C — Without a contractual warranty holdback provision, the owner's unilateral withholding of 

$25,000 beyond retainage is generally unjustified. The owner may retain only amounts authorized by 

the contract. Withholding funds without contractual basis constitutes a breach of the owner's payment 

obligations. 

39. D — Courts typically enforce agreed-upon dispute escalation procedures as conditions precedent 

to litigation. The subcontractor must complete the required negotiation and mediation steps before 

filing suit. Bypassing the escalation process may result in the court dismissing or staying the lawsuit 

until the contractual steps are completed. 

40. B — A broad general release waiving "unknown claims" may surrender the contractor's right to 

pursue latent defects, warranty claims, or undiscovered issues. The contractor should negotiate to 

exclude unknown claims, preserve warranty rights, and limit the release to specifically identified and 

resolved claims. Signing without review creates permanent, potentially devastating exposure. 

DOMAIN 9: BUSINESS ORGANIZATION (Questions 41–42) 

41. A — Well-drafted operating agreements require member consent before any transfer, pledge, or 

encumbrance of membership interests. Pledging an interest creates the risk that a creditor could 

foreclose and bring an unwanted outsider into the LLC. Restrictions on pledging protect the remaining 

members from involuntary ownership changes. 

42. D — Converting from C to S Corporation may trigger "built-in gains tax" if the corporation holds 

appreciated assets at conversion. If those assets are sold within five years, the S-Corporation owes tax 

on the appreciation that existed at conversion. Additionally, passive investment income from C-

Corporation earnings and profits may face corporate-level tax. 

DOMAIN 10: RISK MANAGEMENT (Questions 43–46) 

43. D — Pre-construction condition surveys, settlement monitoring points, and groundwater level 

monitoring establish baseline conditions before dewatering begins. Without this documentation, the 

contractor cannot defend against claims that the adjacent building's settlement was pre-existing rather 

than caused by the dewatering operations. 

44. B — Explosives must be stored in ATF-approved magazines meeting specific construction, 

ventilation, location, and security requirements. Detonators must be stored separately from blasting 

agents, magazines must be locked when not in use, and only authorized personnel may have access. 

Quantity-distance tables dictate minimum separation from structures and work areas. 

45. A — The primary purpose of incident investigation is identifying root causes and implementing 

corrective actions to prevent recurrence. Effective investigations examine systemic factors — 

inadequate training, missing procedures, equipment defects, management failures — beyond the 

immediate cause. The goal is prevention and organizational learning, not blame. 
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46. D — The strongest indicator of safety culture is workers at all levels willingly identifying, 

reporting, and correcting hazards without fear of retaliation. When workers actively participate in 

safety rather than merely complying with rules, and when management responds positively to hazard 

reports, the organization has a proactive culture that prevents incidents. 

DOMAIN 11: SAFETY, RECORDKEEPING, AND ENVIRONMENTAL (Questions 47–50) 

47. C — Pre-lift planning must evaluate load weight, lift radius, rated capacity, ground conditions, 

overhead obstructions, wind conditions, rigging configuration, load path, landing zone, and 

communication procedures. This comprehensive assessment prevents the leading causes of crane 

accidents: overloading, ground failure, power line contact, and communication failures. 

48. B — Class I asbestos removal (spray-applied material) requires full negative-pressure enclosure 

with HEPA filtration, wet methods, decontamination facilities, personal air monitoring, and 

appropriate respiratory protection. The enclosure must maintain negative pressure to prevent fiber 

migration to adjacent areas. These are the most stringent controls under OSHA's asbestos standard. 

49. A — The SWPPP inspector must have training in stormwater management, erosion control, and 

NPDES CGP requirements. The inspector must identify BMP deficiencies, evaluate control 

effectiveness, and document corrective actions. Some permits require specific certification credentials 

to ensure inspections are conducted by qualified personnel. 

50. D — Achieving 75% diversion requires source-separating concrete (crushed for aggregate), metals 

(scrap recycling), clean wood (mulch or biomass), cardboard (paper recycling), gypsum drywall 

(recycled into new products), and asphalt (recycled pavement). A dedicated container for each material 

stream and worker training on proper sorting are essential for meeting the diversion target. 

 

 

 

 

 


