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¢ Building Your Foundation: Establishes core concepts in risk management and insurance, introducing the
Topic 1 frameworks and terminology needed to navigate the field professionally.

¢ The Insurance Solution: Explores how insurance functions as a risk transfer mechanism, including policy
Topic 2 structures, coverage principles, and the role of insurers in managing risk.

¢ Communicating and Collaborating as a Leader: Addresses the interpersonal and communication skills
Topic 3 required to lead teams, convey risk concepts clearly, and work effectively across organizations.

The Institutes Becoming a Leader in Risk Management and Insurance
Sample Questions (Q18-Q23):

NEW QUESTION # 18

The commercial lines unit at ABC Insurance has been given several objectives as a result of senior management's strategic planning
discussions. ABC wants to become a leader in professional liability insurance, offering not only specifically tailored insurance
products, but also consulting services to assist insureds in reducing their professional liability loss exposures. The goal is to become
recognized as a specialist insurer and to be able to charge appropriately higher rates for the coverage. This is an exanple of which
one of the following business-level strategies?

A. Differentiated harvest strategy
B. Focused differentiation

C. Differentiated cost leadership
D. Focused cost leadership

Answer: B

Explanation:

CPCU 500 explains business-level strategy as how an organization competes in a particular market to create value and achieve an
advantage. A key framework distinguishescost leadershipfromdifferentiation, and whether the firm targets abroadmarket or anarrow
focussegment. Afocused differentiationstrategy means competing in a specialized niche by offering unique value that customers
perceive as superior, allowing the organization to command premium pricing,

ABC's objectives align directly with focused differentiation. The company is not trying to be the lowest-cost provider. Instead, it
ains to become aspecialistin professional liability insurance and to delivertailored productsplusconsulting servicesthat help insureds
reduce loss exposures. That combination increases perceived value through expertise, customized coverage, and risk management
support. In CPCU 500 terms, this is differentiation because ABC is enhancing the product-service bundle beyond standard
insurance, and it is focused because it targets a specific line of business and customer need rather than the entire commercial market.
The ability to "charge appropriately higher rates" is an expected outcome of differentiation when the market recognizes the insurer's
specialized expertise and added services. The other choices do not fit: focused cost leadership emphasizes low cost in a niche, while
harvest strategies are about maximizing cash flow from mature offerings rather than building leadership through superior value.

NEW QUESTION # 19

TG Manufacturing has agreed to deliver a large transformer to a loyal customer located 300 miles away. TG Manufacturing needs
property coverage for the transformer while it is in transit from the manufacturing plant to the customer's location. As their insurance
broker, which one of the following policies would you advise TG Manufacturing to purchase?

A. Annual transit policy

B. Motor truck cargo policy

C. Equipment breakdown policy
D. Trip transit policy

Answer: D

Explanation:

In CPCU 500, selecting the right insurance solution starts with matching the coverage formto theexposureand theparty who needs
protection. TG Manufacturing's exposure is a property loss to its own transformerwhile in transitto a customer. That is a "goods in
transit" exposure, typically addressed through an inland marine-type transit coverage.

Atrip transit policyis designed to insure property while it is being shipped for a specific trip or shipment.

Because the scenario describes a single delivery of a large transformer to a customer 300 miles away, trip transit coverage is the



most appropriate choice to protect TG Manufacturing's financial interest during that one transit movement. It is commonly used when
shipments are occasional or when the insured wants coverage tailored to a particular high-value movement.

The other options are less appropriate. Amotor truck cargo policyis generally purchased by a trucking company (the motor carrier)
to cover the carrier’s liability or responsibility for cargo it transports. TG Manufacturing is the shipper, not the trucker, and should not
rely on the carrier's cargo coverage as its primary protection. Anequipment breakdown policycovers sudden and accidental
breakdown of equipment (often at the insured's premises), not transit perils like collision, overturn, theft, or loading/unloading
damage.

Anannual transit policycan be ideal when a firm ships frequently throughout the year, but the question points to a single shipment
need, making trip transit the better fit.

NEW QUESTION # 20
James must sell his house quickly to take advantage of a career opportunity and purchase a new house in another state. Which one
of the following types of financial risk is James exposed to in this situation?

A. Interest rate risk
B. Liquidity risk

C. Credit risk

D. Exchange rate risk

Answer: B

Explanation:

In CPCU 500, financial risksinclude exposures that affect an individual's or organization's ability to obtain cash, meet obligations, or
preserve asset value. The scenario describes a timing problem: James must convert a relatively illiquid asset (his house) into cash
quickly so he can complete another transaction (buy a new home) and pursue a job opportunity. That exposure is best classified
asliquidity risk.

Liquidity riskis the risk that an asset cannot be sold fast enough-at a reasonable price-to meet immediate cash needs. Real estate is a
common example of an illiquid asset because it often takes time to market, negotiate, and close a sale. When James is under
pressure to sell quickly, he may face the possibility of having to accept a lower price, offer concessions, or incur additional costs
(such as bridge financing, temporary housing, or carrying two mortgages) to complete the move on time. The uncertainty is not
whether a buyer will eventually exist, but whether the house can be sold promptly without significant financial disadvantage.

The other options do not fit as well. Credit riskinvolves the chance that a borrower will fail to repay a debt- this is not the core issue
described. Exchange rate riskapplies when transactions involve foreign currencies.

Interest rate riskconcerns changes in borrowing costs or investiment values due to rate movements; while James could face interest
rate considerations when financing a new mortgage, the question's main driver is the need for quick conversion of the existing home
into cash, which is liquidity risk.

NEW QUESTION # 21
In order for an insurer to cover a bodily injury or property damage claim under Section II Liability of the ISO Businessowners
Policy, all of the following conditions must be met, EXCEPT:

A. The occurrence must happen in the policy territory.

B. The bodily njury or property damage must be caused by an accident.

C. The bodily injury or property damage must occur during the policy period.
D. The claim must be made during the policy period.

Answer: D

Explanation:

CPCU 500 coverage analysis emphasizes identifying the coverage trigger and then matching the facts to the insuring agreement
conditions. Section II Liability of the ISO Businessowners Policy fimctions like an occurrence-based liability grant. That means
coverage is generally triggered by when the bodily injury or property damage happens, not by when a claimis reported or made.
Options B, C, and D reflect typical insuring agreement requireiments for occurrence-based liability coverage.

The event must occur in the policy territory because territory is a contractual limitation on where the insurer will respond. The bodily
mjury or property damage must occur during the policy period because the policy's trigger is tied to the timing of the injury or
damage, not the timing of the claim. And the injury or damage must be caused by an occurrence, which in this context is commonly
tied to an accident, reinforcing the fortuity principle central to insurance.

Option A is the exception because "claim must be made during the policy period" is characteristic of claims- made coverage
concepts, not the standard occurrence trigger used in the BOP liability section. Under an occurrence structure, a claim may be



asserted after the policy expires, and coverage can still apply as long as the injury or damage occurred during the policy period and
the other insuring agreement conditions are satisfied.

NEW QUESTION # 22
Risks that can result in either a loss, no loss, or a gain are known as

A. Strategic risks.
B. Speculative risks.
C. Hazard risks.

D. Pure risks.

Answer: B

Explanation:

CPCU 500 clearly distinguishes betweenpure riskandspeculative risk, which is foundational in Understanding Risk Essentials.
Aspeculative riskis defined as a situation in which there is a possibility ofloss, no loss, or gain. These risks are typically associated
with business, investment, or financial decisions where outcomes can move in either direction depending on market forces,
management decisions, or economic conditions.

For example, mvesting in a new product line, purchasing real estate for appreciation, or entering a new market all involve speculative
risk because the result could be profit, break-even performance, or financial loss.

Because speculative risks include the possibility of gain, they are generally not insurable in traditional property-casualty insurance.
Insurers are primarily designed to handle risks that involve accidental loss, not entrepreneurial or market-driven opportunities for
profit.

In contrast,pure riskinvolves only the possibility of loss or no loss, such as a fire damaging property or an employee being injured in
an accident. There is no opportunity for gain from the occurrence of the event itself.

The other options do not fit CPCU 500 definitions. Strategic riskrefers to risks arising from business decisions affecting long-term
objectives.Hazard riskis not a standard CPCU 500 classification in this context. Therefore, the correct term for risks involving
potential gain isspeculative risk.

NEW QUESTION # 23
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