PRACTICE EXAM 8: 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 licensed Alabama general contractor enters into a joint venture with an unlicensed
outofstate contractor to bid on a $2,000,000 commercial project. The unlicensed partner will
manage the financial aspects while the licensed partner will supervise all construction
operations. Under Alabama licensing law, is this joint venture arrangement permissible?

A. No, a joint venture with an unlicensed entity is not permissible — both parties in a
construction joint venture must hold valid Alabama contractor licenses, or the joint venture
entity itself must obtain a license before bidding on or performing construction work in
Alabama

B. Yes, because only one partner needs a license and the unlicensed partner handles only
financial duties

C. Yes, because joint ventures are completely exempt from all Alabama licensing requirements
without exception

D. Yes, as long as the unlicensed partner's contribution is limited to exactly 25% of the total
project value

2. Under Alabama law, the Licensing Board may impose a civil penalty (fine) on a licensee as
a disciplinary sanction. When the Board imposes a fine, what happens if the licensee refuses to
pay within the specified timeframe?



A. The fine is automatically forgiven after 90 days if the licensee submits a written apology to
the Board

B. The unpaid fine is converted to community service hours with no further financial obligation
imposed

C. The Board may suspend or revoke the license for failure to comply with the Board's
disciplinary order, and the unpaid fine may be referred to the Alabama Attorney General's
office for collection through legal proceedings

D. Unpaid fines have no consequence and the licensee's record is automatically cleared at the
next renewal

3. A contractor holds an Alabama license with a $250,000 monetary limitation. The contractor
is offered a project valued at $240,000. During preconstruction planning, the contractor realizes
that anticipated change orders will likely push the total above $250,000. Under Alabama
licensing law, what is the most prudent course of action?

A. Proceed with the project and apply for the upgrade only after change orders are formally
approved

B. Apply for a license upgrade to a higher monetary limitation before entering into the contract,
ensuring the license will cover the anticipated total project cost including probable change
orders

C. Decline the project entirely because the anticipated total is too close to the monetary
limitation

D. Execute the contract at $240,000 and refuse all change orders to remain within the license
limit

4. Under Alabama law, a contractor who advertises construction services must include specific
information in the advertisement. What information must a licensed contractor include in
advertising?

A. Only the contractor's personal cell phone number and email address are required in all
advertisements

B. Only the project types the contractor has completed in the past 12 months must be listed in
detail

C. The contractor's favorite sports team and personal hobbies must be included for consumer
engagement



D. The contractor's license number must be included in all advertising to allow consumers and
regulators to verify the license status — this requirement promotes transparency and helps
prevent unlicensed contracting

5. A contractor's license is suspended by the Alabama Licensing Board for 90 days due to a
disciplinary violation. During the suspension period, the contractor receives a payment of
$75,000 from a project owner for work completed before the suspension began. Under
Alabama law, may the contractor accept this payment?

A. No, the contractor must return all payments received for any project once the license is
suspended

B. No, the suspended contractor must donate all project payments to a state construction
education fund

C. Yes, the contractor may accept payment for work that was lawfully performed while the
license was active — the suspension prevents the contractor from bidding on, entering into, or
performing new work, but does not invalidate payments for work completed during the period
of valid licensure

D. Yes, but only if the payment is deposited into the Licensing Board's escrow account for the
suspension period

6. Under Alabama licensing regulations, a contractor must demonstrate construction
experience as part of the license application. The Board evaluates experience based on the
applicant's involvement in specific construction activities. Which of the following types of
experience is most relevant to the Board's evaluation?

A. Direct supervisory experience managing construction projects including planning,
scheduling, coordinating subcontractors, quality control, safety management, and contract
administration — handson project management experience at a responsible level is the most
relevant qualification

B. Experience as a retail sales associate at a building materials supply store with no field
construction involvement

C. Experience watching constructionrelated television programs and online tutorial videos
about building trades

D. Experience preparing personal income tax returns for construction workers as a parttime tax
preparer



7. A licensed contractor in Alabama is hired to build a commercial warehouse. After
completing the foundation, the contractor abandons the project without explanation, leaving
the owner with an incomplete building and unpaid subcontractors. Under Alabama licensing
law, what grounds for disciplinary action exist?

A. No disciplinary action is available because contractors may abandon projects at any time
without penalty

B. The Board may only issue a verbal warning with no authority to suspend or revoke the
license

C. Only the project owner may take action against the contractor — the Licensing Board has
no jurisdiction

D. The Board may take disciplinary action for abandonment of a construction project, which
is a specific violation of Alabama licensing law — the contractor may face license suspension,
revocation, fines, and civil liability to the owner and unpaid subcontractors

8. Under Alabama law, a general contractor may not perform certain specialty trade work
without holding the appropriate specialty license or engaging a licensed specialty
subcontractor. Which of the following trades typically requires a separate license beyond the
general contractor's license?

A. General carpentry and framing work on commercial building projects in Alabama

B. Electrical work, which requires a separate electrical contractor's license or certification
administered by the appropriate regulatory authority — a general contractor's license alone
does not authorize the contractor to selfperform electrical installations

C. Painting and wall covering installation on interior surfaces of commercial buildings

D. Installation of drywall and acoustic ceiling systems in commercial building interiors

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

9. A contractor is preparing a detailed estimate for a commercial project and must account for
"general conditions" (project overhead) as a percentage of direct costs. Industry data suggests
that general conditions typically range from 8% to 15% of direct construction costs depending
on project size, duration, and complexity. For a 14month project with $3,000,000 in direct
costs, the estimator budgets general conditions at 12%. What is the general conditions budget?



A. $150,000 calculated at 5% of direct costs for a standard 14month commercial project
duration

B. $450,000 calculated at 15% of direct costs as the maximum industry standard for all projects

C. $240,000 calculated at 8% of direct costs as the minimum acceptable general conditions
percentage

D. $360,000 calculated as 12% of $3,000,000 in direct costs — this budget must cover the
superintendent's salary, temporary facilities, temporary utilities, safety, cleanup, insurance, and
all other timedependent project management costs for the 14month duration

10. A contractor receives subcontractor bids for a public project and must list certain
subcontractors in the bid. After the bid is submitted, the contractor wants to substitute one of
the listed subcontractors with a different firm that offered a lower price after the bid opening.
Under Alabama's subcontractor listing requirements for public projects, is this postbid
substitution permitted?

A. Yes, the contractor may freely substitute any listed subcontractor at any time for any reason
whatsoever

B. Yes, postbid substitution is always permitted as long as the replacement subcontractor offers
a lower price

C. Postbid substitution of listed subcontractors is generally restricted and permitted only for
specific documented reasons such as the listed subcontractor's failure to execute the
subcontract, loss of licensure, inability to provide required bonds, or inability to perform —
substitution solely for price improvement is typically not permitted

D. The contractor must substitute all listed subcontractors with different firms after bid opening
as standard practice

11. A contractor's estimator is preparing a bid and must calculate "labor burden™ — the
employer's cost above the base hourly wage. If a carpenter's base hourly wage is $28.00 per
hour and the labor burden rate is 40% of the base wage, what is the fully burdened hourly labor
cost?

A. $28.00 because labor burden is included within the base hourly wage and no additional cost
is applied

B. $11.20 because the burdened cost equals only the burden percentage applied to a standard
8hour day



C. $56.00 because labor burden is always calculated at exactly 100% of the base hourly wage
for all trades

D. $39.20 per hour ($28.00 base wage x 1.40 burden factor = $39.20) — the 40% burden adds
$11.20 per hour for payroll taxes, workers' compensation, health insurance, retirement, and
paid time off

12. A contractor is bidding a public project in Alabama and the instructions to bidders require
a "certified check or cashier's check" as bid security in lieu of a bid bond. The required amount
is 5% of the total bid. If the contractor's bid is $1,800,000, what is the required bid security
amount?

A. $18,000 calculated at 1% of the bid amount for all public projects in Alabama

B. $90,000 calculated as 5% of the $1,800,000 bid — this certified check or cashier's check is
deposited with the bid and serves as a guarantee that the contractor will enter into the contract
if selected as the successful bidder

C. $180,000 calculated at 10% of the bid amount as the standard public project bid security
requirement

D. $0 because bid security is never required on public projects when a licensed contractor
submits the bid

13. A contractor's estimator is reviewing the project specifications and notices a "value
engineering” (VE) provision that allows the contractor to propose alternative materials or
methods that achieve the same functional requirements at a lower cost. Under standard VE
provisions, how are the cost savings typically shared?

A. The owner retains 100% of all VE savings with the contractor receiving no financial benefit
for the proposal

B. The contractor retains 100% of all VE savings as a reward for identifying the costsaving
opportunity

C. VE savings are typically shared between the owner and the contractor according to a
negotiated percentage (commonly 50/50) — the sharing arrangement incentivizes the
contractor to identify cost savings while ensuring the owner also benefits from the reduced cost

D. VE provisions are prohibited on all commercial construction projects and may never be
included in contracts



DOMAIN 3: LIEN LAWS (Questions 14-15)

14. Under Alabama's mechanics' lien law, a contractor files a valid mechanics' lien against a
commercial property. The property owner wants to sell the property but the prospective buyer's
title company identifies the lien during the title search. Under Alabama law, how does the
outstanding lien affect the property sale?

A. The outstanding lien creates a "cloud on title" that must be resolved before the sale can close
— the seller must either pay the lien, negotiate a release from the lien claimant, or have the lien
bonded off so the buyer receives clear title

B. Mechanics' liens are not discoverable in title searches and have no effect on property sales

C. The prospective buyer automatically assumes the lien obligation upon purchasing the
property with no remedy

D. The title company must ignore all mechanics' liens and issue clear title regardless of
outstanding claims

15. A subcontractor on a commercial project wants to protect its lien rights by providing a
preliminary notice to the property owner. Under Alabama law, what information must the
preliminary notice contain?

A. Only the subcontractor's name and phone number with no description of the work or
materials provided

B. Only a photograph of the subcontractor's license certificate with no additional written
information

C. Only the estimated total cost of the project with no identification of the claimant or the work
performed

D. The preliminary notice must identify the claimant (subcontractor or supplier), describe the
labor or materials being furnished, identify the property where the improvement is being made,
and state the claimant's intent to look to the property for payment if not paid — this notice
alerts the owner to the claimant's involvement



DOMAIN 4: FINANCIAL MANAGEMENT (Questions 16-20)

16. A contractor's project accountant discovers that a project's “estimated cost at completion™
(EAC) has increased from $800,000 to $920,000 over the past three months with no approved
change orders. The contract price is $900,000. What financial condition does this create?

A. The project is generating a $100,000 profit because the EAC is higher than the original
budget

B. The project is now projected to lose $20,000 ($920,000 EAC minus $900,000 contract price)
— the contractor must recognize this projected loss immediately in the financial statements
and investigate the cause of the $120,000 cost increase to implement corrective measures

C. The project remains profitable because the contract price always adjusts to match the EAC
automatically

D. The cost increase has no financial significance and should be disregarded by the project
management team

17. A contractor is preparing a monthly cash flow projection for a new 10month commercial
project. The projection shows that the contractor will need to fund approximately $150,000 in
costs before the first owner payment is received in month 3. What financial instrument should
the contractor arrange before the project begins?

A. A line of credit from the company's bank in an amount sufficient to cover the $150,000 cash
flow gap during the first two months — this revolving credit facility provides the working
capital needed to fund payroll, material purchases, and subcontractor payments before the first
owner payment is received

B. The contractor should wait until the cash shortage occurs and then seek emergency funding
at that time

C. No financial planning is necessary because the owner will always advance payment before
work begins

D. The contractor should borrow from the company's retirement fund to cover the cash flow
gap temporarily

18. A contractor completes a project and the final job cost report shows: original contract
$500,000, approved change orders $45,000, revised contract $545,000, total costs incurred



$510,000, and total billings collected $545,000. What is the contractor's gross profit on this
project?

A. $500,000 because gross profit always equals the original contract price before any change
orders

B. $45,000 because gross profit equals only the value of change orders approved during
construction

C. $35,000 calculated as the revised contract price ($545,000) minus total costs incurred
($510,000) — this represents the actual gross profit earned after all direct construction costs
are deducted from total revenue

D. $0 because the billings equal the revised contract price and no profit was generated on this
project

19. A contractor's financial advisor recommends establishing a "retention fund” — a dedicated
savings account funded by depositing a percentage of each project's gross profit. What purpose
does the retention fund serve?

A. The retention fund holds the owner's retainage until it is released at substantial completion
of each project

B. The retention fund is used exclusively for purchasing new office furniture and equipment
for the home office

C. The retention fund pays the contractor's annual license renewal fees and nothing else
throughout the year

D. The retention fund provides a financial reserve for business continuity — covering
unexpected costs such as warranty repairs, legal disputes, equipment breakdowns, slow
payment periods, and economic downturns that could otherwise threaten the company's
solvency

20. A contractor reviews the company's "workinprogress” (WIP) schedule and notices that the
overall "fade" (the difference between estimated gross profit at contract inception and the
current projected gross profit) is negative $75,000 across all active projects. What does
negative fade indicate?

A. Negative fade indicates that all projects are performing better than originally estimated at
bid time



B. Negative fade means that the company's projected gross profit has decreased by $75,000
compared to the original profit estimates — the company is earning less than expected across
its active project portfolio, indicating systemic estimating, productivity, or cost management
issues

C. Negative fade has no financial meaning and is a purely theoretical accounting concept with
no impact

D. Negative fade indicates the company has $75,000 more cash than expected in the operating
account

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

21. Under federal tax law, a contractor who pays an independent contractor $800 during the
calendar year must issue what tax document, and by what deadline?

A. Form W2 must be issued by January 31 of the following year for all independent contractor
payments

B. No tax document is required because the payment amount is below $1,000 for the calendar
year

C. Form 1099NEC must be issued by January 31 of the following year — the $800 payment
exceeds the $600 reporting threshold for nonemployee compensation, requiring the contractor
to report the payment to both the IRS and the independent contractor

D. Form 1099NEC is required only if the independent contractor requests it in writing before
yearend

22. A contractor is calculating the employer's total payroll tax obligation for an employee
earning $50,000 annually. The employer's share includes Social Security (6.2%), Medicare
(1.45%), FUTA (0.6% on the first $7,000), and Alabama SUTA (2.7% on the first $8,000).
What is the approximate total employer payroll tax obligation for this employee?

A. The approximate total is $4,267 — calculated as Social Security ($3,100) + Medicare ($725)
+ FUTA ($42) + Alabama SUTA ($216) — plus any additional assessments, demonstrating
that employer payroll taxes add approximately 8.5% to the base wage cost for this employee

B. $50,000 because employer payroll taxes always equal 100% of the employee's annual salary



C. $500 because employer payroll taxes are a flat amount regardless of the employee's wage
level

D. $0 because Alabama employers are exempt from all federal and state payroll tax obligations

23. Under Alabama law, a contractor must carry workers' compensation insurance if the
company has five or more employees. An employee suffers a repetitive stress injury (carpal
tunnel syndrome) from operating a pneumatic hammer over several months. Under Alabama
workers' compensation law, is this type of injury covered?

A. Only injuries from single traumatic events (falls, struckby incidents) are covered by workers'
compensation

B. Repetitive stress injuries are covered only if the employee has worked for the company for
at least 10 years

C. Repetitive stress injuries are never covered under Alabama workers' compensation
regardless of the cause

D. Yes, occupational diseases and repetitive stress injuries that arise out of and in the course
of employment are generally covered by Alabama workers' compensation — the employee
must demonstrate that the condition was caused by the work activities

24. A contractor is reviewing insurance quotes and notices that one CGL policy includes
"sunset” provisions that limit the time period for reporting completed operations claims. What
is the practical risk of a policy with a short sunset period?

A. A short sunset period has no practical effect because completed operations claims are always
filed immediately

B. A short sunset period limits the time during which completed operations claims may be
reported — if a construction defect manifests after the sunset period expires, the CGL policy
will not cover the claim even though the defect originated from work performed during the
policy period, leaving the contractor personally exposed

C. Sunset provisions apply only to auto liability coverage and do not affect CGL completed
operations

D. Sunset provisions automatically increase the policy premium by 50% for every year beyond
the sunset date



25. Under federal tax law, an employer must provide employees with advance notice of plant
closings and mass layoffs under the WARN Act. However, certain construction industry
conditions may affect the WARN Act's application. Under what common construction scenario
might WARN Act obligations not apply?

A. The WARN Act never applies to any construction company regardless of size or workforce
changes

B. WARN Act obligations apply only to companies with fewer than 10 employees working on
small projects

C. Construction workers hired for a specific project with a known completion date who are laid
off upon project completion may fall within a WARN Act exception for temporary projects —
however, the specific circumstances must be carefully evaluated because the exception has
limitations

D. The WARN Act applies only to manufacturing companies and has no application to any
construction employer

26. A contractor's insurance broker explains that the company's workers' compensation policy
uses a "retrospective rating plan” rather than a "guaranteed cost plan.” Under a retrospective
rating plan, how is the final premium determined?

A. The retrospective plan sets a fixed premium at the beginning of the policy period that never
changes

B. The retrospective plan eliminates all premium obligations and the contractor pays nothing
for coverage

C. The retrospective plan charges only for claims that exceed $100,000 individually with no
base premium

D. Under a retrospective rating plan, the final premium is adjusted based on the contractor's
actual loss experience during the policy period — if losses are low, the premium decreases (to
a minimum), and if losses are high, the premium increases (to a maximum), creating a direct
financial incentive for safety

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

27. Under the Fair Labor Standards Act, certain employees in the construction industry may be
classified as "exempt"” from overtime requirements. A project manager who earns a salary of



$1,200 per week, supervises field crews, exercises independent judgment on scheduling
decisions, and has authority to hire and discipline employees is most likely classified under
which exemption?

A. The "executive exemption" because the project manager meets the salary threshold, has
primary duties of managing a recognized department, directs the work of two or more
employees, and has hiring/disciplinary authority

B. The "creative professional exemption™ because the project manager creates innovative
construction methods

C. The "computer employee exemption™ because the project manager uses scheduling software
daily

D. The "outside sales exemption™ because the project manager visits project sites outside the
home office

28. A contractor has a written drug and alcohol testing policy that includes preemployment
testing, random testing, postaccident testing, and reasonablesuspicion testing. Under Alabama
law, what legal consideration must the contractor address when implementing random drug
testing?

A. Random drug testing is prohibited by Alabama law for all construction industry employers
without exception

B. Random testing is permitted only for employees who operate company vehicles and no other
positions

C. The contractor must ensure the random testing program is administered fairly and
consistently, applies to all covered employees equally, uses a truly random selection process,
and complies with Alabama's DrugFree Workplace Act if the contractor participates in the
voluntary program for workers' compensation premium discounts

D. Random drug testing is required by OSHA for every construction worker on every project
without exception

29. Under the Uniformed Services Employment and Reemployment Rights Act (USERRA), a
contractor must reemploy a returning service member. The employee left as a carpenter's helper
earning $18 per hour. While deployed, the company promoted other carpenter's helpers to lead
carpenter positions earning $25 per hour. Under USERRA, what position and pay must the
employer offer the returning veteran?



A. The employer must offer the veteran the original carpenter's helper position at the original
$18 per hour rate

B. The employer must offer the veteran the lead carpenter position at $25 per hour (or the
equivalent position the veteran would have attained through normal advancement had the
veteran not been absent for military service) — USERRA's "escalator principle” requires the
employer to restore the returning veteran to the position of seniority and pay they would have
achieved

C. The employer may offer any available position at minimum wage regardless of the veteran's
prior role

D. The employer has no obligation to rehire the veteran because the veteran's prior position has
been filled

30. A contractor's project superintendent observes two employees engaged in a physical
altercation on the construction site. Under OSHA's general duty clause and standard
construction safety practice, what immediate action must the superintendent take?

A. The superintendent must immediately separate the employees, ensure no one is injured,
secure the scene to prevent further danger to other workers, document the incident, and follow
the company's workplace violence policy — an altercation on a construction site poses extreme
danger because of the proximity to heavy equipment, sharp objects, and elevated work areas

B. The superintendent should allow the altercation to continue until the employees resolve their
differences

C. The superintendent should leave the site and wait for the employees to stop fighting on their
own

D. The superintendent should encourage all workers to watch the altercation as a teambuilding
exercise

31. Under Alabama employment law, a contractor who terminates an employee must provide
the final paycheck according to specific timing requirements. Under Alabama law, when must
the terminated employee receive the final paycheck?

A. Alabama law requires the final paycheck within 30 calendar days of termination for all
employees

B. Alabama does not have a specific state statute mandating when the final paycheck must be
issued — however, the federal FLSA requires payment on the next regular payday, and best
practices recommend prompt payment to avoid wage claims



C. The final paycheck must be issued within 2 hours of termination for all construction
employees

D. The employer may withhold the final paycheck indefinitely until the employee returns all
company property

DOMAIN 7: PROJECT MANAGEMENT (Questions 32-34)

32. A contractor is managing a commercial project and the schedule shows two concurrent
critical paths. The first critical path runs through the structural steel and metal decking
sequence, and the second runs through the site utilities and underground plumbing sequence.
What management challenge does having two concurrent critical paths create?

A. Two critical paths reduce the project's risk because delays to one path are absorbed by the
other path

B. Two critical paths simplify project management because the contractor needs to monitor
only one path

C. Having two critical paths is impossible — the CPM method always produces exactly one
critical path

D. Two concurrent critical paths mean that a delay to any activity on either path will extend
the project completion date — the contractor must manage both paths with equal priority and
cannot shift resources from one path to compensate for delays on the other without potentially
creating a third critical path

33. A contractor is implementing a "quality management system" based on 1ISO 9001 principles
for the construction company. Under ISO 9001, what is the fundamental concept of “continual
improvement" as applied to construction operations?

A. Continual improvement means the company must replace all equipment every year
regardless of condition

B. Continual improvement means the company must hire new employees every month to grow
the workforce

C. Continual improvement is a theoretical concept that cannot be applied practically to
construction operations



D. Continual improvement means systematically analyzing processes, identifying
inefficiencies, implementing corrective actions, measuring results, and making ongoing
incremental improvements to safety, quality, productivity, and customer satisfaction

34. A contractor's project manager discovers that the project's earned value analysis shows a
Cost Performance Index (CPI) of 0.85 and a Schedule Performance Index (SPI) of 0.92 at the
project midpoint. The original budget at completion (BAC) is $2,000,000. Using the CPI to
forecast, what is the estimated cost at completion (EAC)?

A. $2,000,000 because the EAC always equals the original BAC regardless of current
performance trends

B. $1,700,000 calculated by multiplying the BAC by the CPI factor for a reduced completion
cost

C. The EAC is approximately $2,353,000 (BAC + CPI = $2,000,000 + 0.85 ~ $2,352,941) —
this forecast assumes the current cost inefficiency continues for the remainder of the project,
projecting a cost overrun of approximately $353,000

D. $1,840,000 calculated by multiplying the BAC by the SPI factor to project the
scheduleadjusted cost

DOMAIN 8: CONTRACT MANAGEMENT (Questions 35-40)

35. Under Alabama contract law, a party to a construction contract may assert the defense of
"economic duress" to void a contract or contract modification. Under what circumstances might
economic duress apply in a construction context?

A. Economic duress applies whenever the contractor experiences any cost increase during the
project

B. Economic duress may apply when one party uses improper economic pressure (such as
threatening to withhold payment for undisputed work unless the other party agrees to
unfavorable terms) to coerce the other party into accepting a contract modification — the
coerced agreement may be voidable

C. Economic duress applies only to contracts valued at less than $50,000 and never to larger
projects

D. Economic duress is not recognized as a legal defense under Alabama contract law in any
circumstance



36. A contractor signs a construction contract that includes a "notice™ provision requiring all
contractual notices to be sent by certified mail to specific addresses. The contractor sends a
claim notice by email instead of certified mail. Under Alabama contract law, what risk does
this create?

A. The contractor's claim notice may be deemed noncompliant with the contractual notice
requirements — strict compliance with notice provisions (method, address, timing) is typically
required, and failure to follow the specified notice procedure may result in the claim being
waived or unenforceable

B. Email notice is always superior to certified mail and fully satisfies any contractual notice
requirement

C. Notice provisions in construction contracts are unenforceable and parties may communicate
by any method

D. Only verbal notices are recognized under Alabama contract law — all written notices are
invalid

37. A contractor is reviewing a proposed contract that includes a "limitation of liability" clause
capping the contractor's total liability at the contract price. Under Alabama law, what is the
practical effect of this clause?

A. Limitation of liability clauses are void and unenforceable in all Alabama construction
contracts

B. The clause eliminates all of the contractor's liability including liability for intentional
misconduct and fraud

C. The clause is identical to a waiver of all insurance requirements and eliminates the need for
CGL coverage

D. The limitation of liability clause caps the contractor's maximum financial exposure at the
contract price for claims arising from the contract — however, the clause may not protect
against liability for intentional misconduct, gross negligence, or fraud, and enforceability
depends on the specific language and circumstances

38. Under Alabama law, a contractor must comply with the "prompt payment™" provisions
governing payments to subcontractors. If the contract does not specify a payment timeline for
subcontractors, what general rule applies?



A. The contractor has no obligation to pay subcontractors at any time if the contract is silent
on payment timing

B. The contractor must pay subcontractors within a reasonable time after receiving payment
from the owner for the subcontractor's work — what constitutes "reasonable time" depends on
the circumstances, but unreasonable delay may constitute a breach and trigger interest, lien
claims, and other remedies

C. The contractor may pay subcontractors only after the project's warranty period expires in all
circumstances

D. The contractor must pay subcontractors exactly 365 days after each invoice regardless of
owner payment

39. A contractor is reviewing a contract clause that requires "consequential damages™ to be
calculated using a specific formula agreed upon at the time of contract execution. Under
Alabama law, what advantage does a preagreed formula for consequential damages provide?

A. A preagreed formula eliminates all disputes because the calculation is predetermined and
transparent

B. A preagreed formula has no legal advantage and is never used in construction contracts
under Alabama law

C. A preagreed formula for consequential damages provides predictability for both parties by
defining how damages will be calculated if a breach occurs — it reduces litigation costs and
uncertainty by avoiding the need to prove the actual amount of consequential damages after
the fact

D. Preagreed damage formulas are prohibited by Alabama law because they interfere with jury
determinations

40. A contractor receives a "partial lien waiver" from a subcontractor covering payments
through the end of last month. This month, the subcontractor submits a new invoice for
additional work completed. Under standard construction practice, what is the significance of
the partial lien waiver?

A. The partial lien waiver releases the subcontractor's lien rights only for the payments
specifically covered by the waiver — the subcontractor retains full lien rights for all subsequent
work and materials not covered by the waiver



B. The partial lien waiver eliminates all of the subcontractor's future lien rights on the project
permanently

C. Partial lien waivers have no legal significance and may be disregarded by both parties
without consequence

D. The partial lien waiver releases lien rights for the entire project including all future work
and materials

DOMAIN 9: BUSINESS ORGANIZATION (Questions 41-42)

41. A contractor operates as an LLC with three members. One member dies unexpectedly.
Under Alabama's LLC Act, what happens to the deceased member's interest in the LLC?

A. The deceased member's interest passes to the member's estate or designated beneficiaries as
specified in the operating agreement — the operating agreement typically addresses what
happens to a member's interest upon death, including whether the remaining members have a
right to purchase the interest or whether the estate becomes a new member

B. The LLC is automatically dissolved upon the death of any member regardless of the
operating agreement

C. The deceased member's interest is automatically transferred to the Alabama Secretary of
State's office

D. The remaining members must immediately close the LLC and distribute all assets within 30
days of death

42. A contractor is considering converting the business from a sole proprietorship to a
corporation. Under Alabama law, what is the "double taxation™ issue associated with
CCorporations that does not apply to sole proprietorships?

A. Double taxation means the CCorporation pays income tax twice — once in January and
once in July

B. Double taxation means the CCorporation's employees pay income tax at double the normal
rate

C. Double taxation refers to the requirement that CCorporations pay both state and federal
licensing fees



D. A CCorporation pays corporate income tax on its profits, and then shareholders pay personal
income tax again when those profits are distributed as dividends — this double layer of taxation
does not apply to sole proprietorships, where business income is taxed only once on the owner's
personal return

DOMAIN 10: RISK MANAGEMENT (Questions 43-46)

43. A contractor is building a commercial structure adjacent to an elementary school. Under
standard risk management practice, what additional safety and security measures should the
contractor implement beyond the standard jobsite safety plan?

A. No additional measures are needed because standard jobsite safety plans cover all adjacent
property conditions

B. The contractor should invite the students to tour the active construction site daily as an
educational activity

C. The contractor must implement enhanced perimeter security (fencing, locked gates, warning
signs), coordinate construction traffic routing away from school zones, schedule noisy
operations outside school hours when possible, implement dust and debris containment to
protect the school environment, and notify the school administration of hazardous activities

D. The contractor should relocate the entire construction project to a site away from any school
property

44. Under Alabama law, a contractor who stores hazardous materials on a construction site
(such as diesel fuel, paint thinners, and adhesives) must comply with specific storage and
handling requirements. What is the contractor's primary obligation regarding onsite hazardous
material storage?

A. The contractor must store all hazardous materials in compliance with OSHA, EPA, and local
fire department requirements — including proper containment (secondary containment for
fuel), labeling, ventilation, fire protection, separation from incompatible materials, and
maintaining safety data sheets accessible to all workers

B. Hazardous materials may be stored anywhere on the site without containment or labeling
requirements

C. Only materials classified as explosives require special storage — all other hazardous
materials are unregulated



D. Hazardous material storage requirements apply only to chemical manufacturing plants and
not to job sites

45. A contractor's risk manager is evaluating "contractual risk transfer" as a strategy for
managing project risk. Which of the following is an example of contractual risk transfer in a
construction context?

A. The contractor purchases workers' compensation insurance for the company's own
employees directly

B. The contractor installs a fire alarm system in the building under construction for occupant
safety

C. The contractor provides all workers with hard hats and safety glasses for personal protection
onsite

D. The contractor includes an indemnification clause in the subcontract requiring the
subcontractor to defend and hold harmless the GC from claims arising from the subcontractor's
work — the contract transfers the financial risk of the subcontractor's negligence from the GC
to the subcontractor

46. A contractor is evaluating the risk of a natural disaster (tornado, hurricane) damaging a
commercial project under construction. Under standard risk management principles, what
insurance product protects against this risk?

A. Workers' compensation insurance covers all natural disaster damage to the building under
construction

B. Builder's risk insurance covers physical damage to the work under construction from
covered perils including windstorm, tornado, and hurricane — the policy typically covers the
value of completed work, materials onsite, and materials in transit from covered natural disaster
events

C. Only the project owner's homeowner's insurance covers natural disaster damage to
commercial construction

D. No insurance product covers natural disaster damage to buildings under construction in any
circumstances



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

47. Under OSHA's construction safety standards, a contractor must establish a hearing
conservation program when employee noise exposure reaches specific action levels. At what
noise exposure level must a hearing conservation program be implemented?

A. A hearing conservation program is required at any noise level above normal conversational
speech

B. Hearing conservation is required only in manufacturing and does not apply to construction
activities

C. A hearing conservation program must be implemented when employee noise exposure
equals or exceeds an 8hour timeweighted average of 85 decibels (dBA) — the program
includes noise monitoring, audiometric testing, hearing protection, and employee training

D. Hearing conservation is required only when noise causes immediate hearing loss and not
for gradual exposure

48. A contractor discovers during renovation that the building's original construction included
vermiculite insulation in the attic, which may contain asbestos from the Libby, Montana mine
(W.R. Grace Zonolite). Under EPA guidance, how should the contractor treat this vermiculite
insulation?

A. The contractor should assume the vermiculite insulation may contain asbestos and treat it
as presumed asbestoscontaining material (PACM) unless testing confirms it is asbestosfree —
vermiculite from the Libby mine is known to be frequently contaminated with tremolite
asbestos, and EPA recommends treating all vermiculite as potentially containing asbestos

B. Vermiculite insulation never contains asbestos and may be removed using standard
demolition methods

C. Only vermiculite installed after 2000 may contain asbestos — earlier installations are always
asbestosfree

D. The contractor may remove vermiculite with a standard shop vacuum and no personal
protective equipment



49. Under OSHA's construction safety standards, employers must provide first aid supplies and
access to medical care for employees on the construction site. What specific requirement
applies to construction sites that are not in "near proximity" to an infirmary, clinic, or hospital?

A. No first aid provisions are required on any construction site regardless of distance from
medical facilities

B. Only a telephone is required for calling 911 with no onsite first aid personnel or supplies
needed

C. Only a basic first aid poster must be displayed in the job trailer with no supplies or trained
personnel

D. A person trained and certified in first aid must be available at the job site at all times when
employees are working, and an adequate first aid kit must be maintained and readily accessible
— this ensures immediate medical response capability when professional medical care is not
nearby

50. A contractor is constructing a commercial building and must comply with EPA's
stormwater management requirements under the NPDES Construction General Permit. The
permit requires the contractor to conduct regular inspections of erosion and sediment control
BMPs. Under the current NPDES CGP requirements, what must the inspection documentation
include?

A. Only the inspector's signature on a blank form with no observations or findings documented

B. The inspection documentation must include the date and time of inspection, the inspector's
name, weather conditions, the condition of each BMP observed, any areas of noncompliance
or damage identified, corrective actions taken or planned, and the date corrective actions were
completed — this documentation must be retained onsite and available for regulatory review

C. Only a photograph of the site entrance sign is required as inspection documentation for each
visit

D. Inspection documentation is optional under the NPDES permit and is maintained only at the
contractor's discretion



Practice Exam 8: Answer Key and Explanations

DOMAIN 1: LICENSING REQUIREMENTS (Questions 1-8)

1. A — A joint venture involving construction work in Alabama requires all participating
entities to hold valid Alabama contractor licenses. An unlicensed outofstate partner cannot
participate in a construction joint venture regardless of the partner's role. The joint venture
entity itself may also need to obtain its own license depending on Board regulations.

2. C — Failure to pay a Boardimposed fine within the specified timeframe may result in license
suspension or revocation for noncompliance with the disciplinary order. The Board may also
refer the unpaid fine to the Alabama Attorney General's office for collection through legal
proceedings, adding court costs and attorney fees to the original penalty.

3. B— The prudent approach is to apply for a license upgrade before entering into the contract.
Waiting until change orders are formally approved risks performing work that exceeds the
monetary limitation, which constitutes unlicensed contracting. Proactive upgrading eliminates
the risk and ensures continuous compliance throughout the project.

4. D — Alabama requires licensed contractors to include the license number in all advertising.
This allows consumers and regulators to verify the contractor's license status, classification,
and monetary limitation before engaging the contractor. The requirement promotes
transparency and helps prevent unlicensed contractors from soliciting work.

5. C — A suspended contractor may accept payment for work that was lawfully performed
while the license was active. The suspension prevents bidding on, entering into, or performing
new construction work. Payments earned during the period of valid licensure remain the
contractor's legitimate entitlement.

6. A — The Board evaluates direct supervisory experience in managing construction projects.
This includes planning, scheduling, coordinating subcontractors, quality control, safety
management, and contract administration. Handson project management experience at a
responsible supervisory level is the most relevant qualification for demonstrating competence.

7. D — Abandonment of a construction project is a specific violation of Alabama licensing
law. The Board may suspend or revoke the license, impose fines, and the contractor faces civil
liability to the owner for breach of contract and to unpaid subcontractors. Abandonment is one
of the most serious violations a contractor can commit.

8. B — Electrical work requires a separate license or certification beyond the general
contractor's license. Alabama regulates electrical installations through separate licensing
requirements administered by the appropriate regulatory authority. A general contractor must
engage a licensed electrical subcontractor or obtain the required electrical license to
selfperform electrical work.



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

9. D — General conditions at 12% of $3,000,000 equals $360,000. This budget must cover all
timedependent project management costs for the 14month duration: superintendent salary,
project engineer, temporary facilities, temporary utilities, safety programs, site cleanup,
dumpsters, project insurance, and other indirect project costs.

10. C — Postbid substitution of listed subcontractors on public projects is generally restricted
to specific documented reasons — such as the listed subcontractor's failure to execute the
subcontract, loss of license, or inability to provide required bonds. Substitution solely to
capture a lower postbid price undermines the competitive bidding process.

11. D — The fully burdened hourly cost is the base wage times the burden factor: $28.00 x
1.40 = $39.20 per hour. The 40% burden ($11.20/hour) covers payroll taxes, workers'
compensation, health insurance, retirement contributions, and paid time off. Every labor
estimate must use the burdened rate, not the base wage.

12. B — Bid security at 5% of the $1,800,000 bid equals $90,000. The certified check serves
as a guarantee that the contractor will enter into the contract if selected. If the contractor refuses,
the check is forfeited to the owner as liquidated damages for the contractor's failure to honor
the bid.

13. C — Value engineering savings are typically shared between the owner and contractor,
commonly on a 50/50 basis. This sharing arrangement incentivizes the contractor to identify
costsaving alternatives while ensuring the owner also benefits. Without a sharing provision,
the contractor has no financial motivation to invest effort in VE proposals.

DOMAIN 3: LIEN LAWS (Questions 14-15)

14. A — An outstanding mechanics' lien creates a cloud on the property title that must be
resolved before a sale can close. The title company will not issue clear title with an unresolved
lien. The seller must pay the lien, negotiate a release, or have it bonded off so the buyer receives
unencumbered title.

15. D — The preliminary notice must identify the claimant, describe the labor or materials
being furnished, identify the property where the improvement is being made, and state the
claimant's intent to look to the property for payment. This notice alerts the owner that an
additional party is contributing to the improvement and may assert lien rights.

DOMAIN 4: FINANCIAL MANAGEMENT (Questions 16-20)

16. B — The EAC of $920,000 exceeds the $900,000 contract price by $20,000, creating a
projected loss. Under generally accepted accounting principles, projected losses must be
recognized immediately in the financial statements. The contractor must investigate the
$120,000 cost increase from the original $800,000 budget and implement corrective measures.

17. A — A line of credit provides flexible working capital financing matched to construction's
irregular cash flow. The contractor draws funds during cashshort periods and repays when
owner payments arrive. Arranging the credit facility before the project begins ensures funds
are available when the cash gap occurs rather than scrambling during a crisis.



18. C — Gross profit equals the revised contract price minus total costs incurred: $545,000 —
$510,000 = $35,000. This is the actual profit earned after all direct construction costs are
deducted from total revenue. The original estimated profit was $50,000 ($500,000 contract —
$450,000 estimated cost), so the project underperformed by $15,000.

19. D — A retention fund provides a financial safety net for unexpected business expenses —
warranty repairs, legal disputes, equipment breakdowns, slow payment periods, and economic
downturns. Building this reserve from each project's gross profit creates a cushion that protects
the company's solvency during difficult periods.

20. B — Negative fade of $75,000 means the company's projected gross profit across all active
projects has decreased by $75,000 compared to the original bid estimates. This portfoliowide
profit erosion indicates systemic issues with estimating accuracy, field productivity, cost
management, or scope control that must be identified and corrected.

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

21. C — The $800 payment exceeds the $600 reporting threshold for nonemployee
compensation, requiring the contractor to issue Form 1099NEC by January 31 of the following
year. The form reports the total payment to both the IRS and the independent contractor for tax
filing purposes. Failure to issue the 1099 triggers IRS penalties.

22. A — The approximate total employer payroll tax is: Social Security (6.2% x $50,000 =
$3,100) + Medicare (1.45% x $50,000 = $725) + FUTA (0.6% x $7,000 = $42) + Alabama
SUTA (2.7% x $8,000 = $216) = approximately $4,083 to $4,267 depending on additional
assessments. This adds roughly 89% to the base wage cost.

23. D — Occupational diseases and repetitive stress injuries that arise out of and in the course
of employment are generally covered by Alabama workers' compensation. Carpal tunnel
syndrome from prolonged use of vibrating equipment is a recognized occupational condition.
The employee must demonstrate that the work activities caused or significantly contributed to
the condition.

24. B — A short sunset period limits the time for reporting completed operations claims.
Construction defects often manifest years after completion — if the sunset expires before the
defect appears, the CGL policy will not cover the claim. Contractors should negotiate the
longest possible sunset period or purchase policies without sunset limitations.

25. C — Workers hired for a specific project with a known completion date who are laid off
upon project completion may fall within a WARN Act exception for temporary employment.
However, this exception has specific limitations and must be carefully evaluated based on the
circumstances, the workers' expectations, and the employer's representations.

26. D — Under a retrospective rating plan, the final premium adjusts based on the contractor's
actual loss experience during the policy period. Low losses produce a reduced premium (down
to a guaranteed minimum), while high losses increase the premium (up to a guaranteed
maximum). This creates a direct financial incentive for the contractor to maintain strong safety
performance.

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



27. A — The project manager meets all four executive exemption criteria: earns above the
salary threshold ($1,200/week), has primary duties of managing field operations, directs the
work of field crews (two or more employees), and has hiring and disciplinary authority. All
four criteria must be met simultaneously for the exemption to apply.

28. C — Alabama's DrugFree Workplace Act provides a framework for contractors who
implement qualifying drug testing programs, including eligibility for workers' compensation
premium discounts. Random testing must be administered fairly, apply equally to all covered
employees, use a scientifically valid random selection process, and comply with applicable
state and federal regulations.

29. B— USERRA's "escalator principle" requires restoration to the position the veteran would
have attained through normal advancement. Since other carpenter's helpers were promoted to
lead carpenter at $25/hour during the deployment, the returning veteran must be offered the
lead carpenter position at $25/hour — the position of advancement they would have achieved.

30. A — A physical altercation on a construction site is an immediate safety emergency. The
superintendent must separate the employees, ensure no injuries, secure the scene, remove
hazardous conditions, document the incident, and follow the company's workplace violence
policy. The proximity to heavy equipment and hazardous conditions makes construction site
altercations particularly dangerous.

31. B — Alabama does not have a specific state statute mandating a deadline for issuing the
final paycheck upon termination. However, the federal FLSA requires payment on the next
regular payday. Best practices recommend prompt payment to avoid wage claims, and many
employers pay terminated employees on their last day of work.

DOMAIN 7: PROJECT MANAGEMENT (Questions 32-34)

32. D — Two concurrent critical paths double the schedule risk. A delay to any activity on
either path extends the project completion date. The contractor cannot shift resources between
paths to compensate because both paths have zero float. Both paths must be managed with
equal priority and vigilance.

33. D — Continual improvement under 1SO 9001 means systematically analyzing construction
processes, identifying inefficiencies and waste, implementing targeted corrective actions,
measuring the results of those actions, and making ongoing incremental improvements. This
structured approach produces measurable gains in safety, quality, productivity, and customer
satisfaction over time.

34. C — The EAC is calculated by dividing the BAC by the CPI: $2,000,000 + 0.85 =
$2,353,000. This projects that if the current cost inefficiency continues, the project will cost
approximately $353,000 more than the original budget. The SPI of 0.92 also indicates the
project is 8% behind schedule.

DOMAIN 8: CONTRACT MANAGEMENT (Questions 35-40)
35. B — Economic duress may apply when one party uses improper economic pressure to

coerce agreement to unfavorable terms. For example, threatening to withhold undisputed
payments unless the other party accepts a reduced price or waives legitimate claims may



constitute duress. Agreements obtained through economic duress may be voidable under
Alabama law.

36. A — Contractual notice provisions typically require strict compliance with the specified
method, address, and timing. Sending a claim notice by email when the contract requires
certified mail may be deemed noncompliant, potentially waiving the claim. Contractors should
always follow the exact notice procedures specified in the contract.

37. D — A limitation of liability clause caps the contractor's maximum financial exposure at
the contract price. However, the clause may not protect against intentional misconduct, gross
negligence, or fraud, which are typically carved out from liability limitations. The
enforceability depends on the specific language and the circumstances of each case.

38. B — When the contract is silent on subcontractor payment timing, the contractor must pay
within a reasonable time after receiving the owner's payment. Unreasonable delay may
constitute breach, trigger statutory interest, and give the subcontractor grounds for mechanics'
lien claims and bond claims.

39. C — A preagreed damage formula provides predictability by defining the calculation
methodology before a breach occurs. Both parties know in advance how damages will be
quantified, reducing litigation costs, uncertainty, and the need to prove actual damages after
the fact. The formula must be reasonable to be enforceable.

40. A — A partial lien waiver releases lien rights only for the specific payments covered by
the waiver. The subcontractor retains full lien rights for all subsequent work, materials, and
payments not included in the waiver. Each subsequent payment requires a new partial waiver
covering that payment period.

DOMAIN 9: BUSINESS ORGANIZATION (Questions 41-42)

41. A — The deceased member's LLC interest passes to the estate or designated beneficiaries
as specified in the operating agreement. Welldrafted operating agreements address member
death through buysell provisions, specifying how the interest is valued, whether the remaining
members have a right to purchase it, and whether the estate becomes a member or receives only
economic rights.

42. D — CCorporation double taxation means profits are taxed twice: first at the corporate
level when earned, then at the shareholder level when distributed as dividends. A sole
proprietorship avoids this because business income flows directly to the owner's personal return
and is taxed only once. This double taxation is the primary tax disadvantage of CCorporation
structure.

DOMAIN 10: RISK MANAGEMENT (Questions 43-46)

43. C — Construction adjacent to a school requires enhanced safety and security measures:
secure perimeter fencing with locked gates, construction traffic routed away from school zones,
noisy operations scheduled outside school hours when possible, dust and debris containment,
and proactive communication with school administration about hazardous activities.



44. A — Hazardous materials on construction sites must be stored in compliance with OSHA,
EPA, and local fire department requirements. This includes secondary containment for fuel,
proper labeling, adequate ventilation, fire protection, separation from incompatible materials,
and maintaining accessible safety data sheets for all chemicals.

45. D — An indemnification clause in a subcontract that requires the subcontractor to defend
and hold harmless the GC from claims arising from the subcontractor's work is a contractual
risk transfer. The contract shifts the financial risk of the subcontractor's negligence from the
GC to the subcontractor, who is better positioned to control the risk through their own
operations.

46. B — Builder's risk insurance covers physical damage to the work under construction from
covered perils including windstorm, tornado, and hurricane. The policy protects the value of
completed work, stored materials, and materials in transit. Builder's risk is the specific
insurance product designed for this constructionphase natural disaster risk.

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

47. C — A hearing conservation program is required when employee noise exposure equals or
exceeds an 8hour timeweighted average of 85 dBA. The program must include noise
monitoring, baseline and annual audiometric testing, hearing protection (provided at 85 dBA,
required at 90 dBA), and employee training on the effects of noise and proper use of hearing
protection.

48. A— EPA recommends treating all vermiculite insulation as potentially containing asbestos
because vermiculite from the Libby, Montana mine (which supplied approximately 70% of
U.S. vermiculite) was frequently contaminated with tremolite asbestos. The contractor should
presume the material contains asbestos unless laboratory testing confirms otherwise.

49. D — When a construction site is not in near proximity to medical facilities, OSHA requires
a person trained and certified in first aid to be available onsite whenever employees are
working. An adequate first aid kit must be maintained and readily accessible. This ensures
immediate medical response capability for the critical minutes before professional emergency
services arrive.

50. B— NPDES CGP inspection documentation must include the date, time, inspector name,
weather conditions, condition of each BMP, areas of noncompliance or damage, corrective
actions taken or planned, and completion dates for corrective actions. This documentation must
be retained onsite and available for review by ADEM or EPA inspectors at any time.



