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IIC Principles and Practice of Insurance Sample Questions (Q46-Q51):
NEW QUESTION # 46 
Which factor could explain poorer performance of renewal clients as opposed to new business clients?

A. Reinsurance only being available on renewal policies
B. More strict underwriting criteria for renewal risks
C. New business clients limit claims in order to keep premiums low
D. An automated renewal process

Answer: C

Explanation:
New business clients often want to present themselves aslow-riskto secure better premium rates. As a result, they may be cautious
about reporting small claims or may practice better loss prevention-at least initially.
This can make new business perform better from a loss-ratio perspective.
However,renewal clients may become less cautiousover time or more willing to submit smaller claims once they are already insured.
Additionally, insurers sometimes relax underwriting scrutiny on renewals compared to new applications, which can further widen
performance differences.
Option A (automated renewals) does not inherently affect claims behaviour.
Option B is incorrect-renewal underwriting is typicallyless strict, not more.
Option C is false; reinsurance availability does not differ based on new vs. renewal status.
Thus, the factor most likely contributing to poorer renewal performance isD: New business clients limit claims to keep premiums low,
improving their initial results relative to renewals.
If you haveQuestions 85 onward, feel free to send them!

NEW QUESTION # 47 
Ace Brokerage Inc., a liability insurer, has been in business for three years. It is suffering financial difficulties despite writing a
significant amount of new business. What is the most likely reason?

A. Poor handling of its accounts receivable
B. Premiums were discounted when policyholders paid in full
C. Lack of profit-sharing commissions earned
D. Many clients have added endorsements to their policies

Answer: A

Explanation:
For a new insurer, cash flow and premium collection are critical. Liability claims often take years to develop, but expenses such as
commissions, reinsurance, administration, and claim reserves must be funded immediately. If premiums are not collected promptly
due to poor management of accounts receivable, the insurer may not have sufficient liquidity to meet obligations-even if it has written
a large volume of business on paper.
Option B is irrelevant because insurers (unlike brokers) do not receive profit-sharing commissions.
Option C is not typically a cause of financial distress since endorsements generateadditionalpremium.
Option D-discounting premiums-could affect income but would not normally create severe financial difficulty unless combined with
other poor practices.
The most likely reason for early-stage financial trouble is failure to collect premiums efficiently, making A correct.

NEW QUESTION # 48 
What type of cancellation occurs if theinsuredcancels the policy before expiry?

A. Half-term
B. Short rate
C. Partial-term
D. Pro rata

Answer: B,D

Explanation:



When apolicyholder(the insured) cancels a policy before its natural expiry date, insurers applyshort rate cancellation. Under short
rate cancellation, the insurer refunds the unearned premiumminus a penalty. This penalty is applied because early cancellation
disrupts expenses already incurred by the insurer, such as acquisition and administrative costs.
By contrast:
Pro rata cancellation (A)applies when theinsurercancels the policy - this provides the insured with thefullunearned premium refund,
without penalties.
Half-term (B)is not a recognized cancellation method.
Partial-term (D)is also not an insurance cancellation method.
Thus, when the insured initiates cancellation, the correct method applied isshort rate.

NEW QUESTION # 49 
Karl recently purchased a house in Winnipeg. Prior to the purchase he asked if the house had termites. The house was infested, but
the seller falsely stated there were none. After signing the contract, Karl discovered the infestation. Which element makes the
purchase contract voidable?

A. Undue influence
B. Mistake about assumptions
C. Innocent misrepresentation
D. Fraudulent misrepresentation

Answer: D

Explanation:
A contract becomes voidable when one party is induced to enter it through fraudulent misrepresentation.
Fraudulent misrepresentation occurs when a party knowingly makes a false statement, intending to mislead the other party, and the
misled party relies on that statement when entering the contract. In this scenario, the seller knew the house had termites but
intentionally misrepresented the truth when questioned by Karl. This is a deliberate falsehood, fulfilling all elements of fraud: false
representation, knowledge of falsity, intent to induce reliance, actual reliance, and resulting detriment.
Undue influence involves pressure or dominance, which is not present. A mistake about assumptions only applies when both parties
are mistaken in good faith about a fundamental fact-here the seller acted deliberately. Innocent misrepresentation involves an
unintentional error, but the scenario explicitly describes intentional deception. Thus, the correct legal classification is fraudulent
misrepresentation.

NEW QUESTION # 50 
Which statement best explains the concept of utmost good faith?

A. Is a requirement of all legal contracts
B. Is a lack of conduct that exceeds mere negligence
C. Requires a high standard of honesty
D. Implies the ability to void an insurance policy

Answer: C

Explanation:
The principle of utmost good faith (uberrima fides) is fundamental to all insurance contracts. It requires a higher standard of honesty
than ordinary commercial agreements because the insurer must rely on the applicant to disclose all material facts that could affect the
underwriting decision. The insured has superior knowledge of the risk, and failure to disclose material information can jeopardize the
insurer's ability to assess the exposure properly.
Option B is incorrect because utmost good faith is not required inalllegal contracts-only in specific types where one party must rely
heavily on the full disclosure of the other, such as insurance. Option C is partially related-breachescanlead to policy voidance-but
that is a consequence, not the definition. Option D is incorrect because utmost good faith refers to the presence of elevated honesty,
not the absence of negligence.
Therefore, the best explanation is A: Requires a high standard of honesty.

NEW QUESTION # 51
......
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