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IIC Principles and Practice of Insurance 52 & C11 ;A5 [ & (Q92-Q97):

R #92

Ivana is in an auto accident. The agreed market value of her vehicle is$17,000.
Her policy deductible is$1,500.

A wrecking company ofters$3,000for the salvage.

Ivana chooses tokeep the salvage.

What amount will Ivana receive?

A. $14,000
B. $17,000
C. $15,500
D. $12,500
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Comprehensive Explanation (150-250 words):

When a vehicle is deemed a total loss, the msurer typically pays theactual cash value (ACV)minus thedeductible. If the insured
decides to keep the salvage, thesalvage valuemust also be deducted from the settlement, because the insured retains something of
monetary worth.

The formula for this situation is:

Settlement=ACV#Deductible#Salvage Value\text{Settlement} = \text{ACV} - \text{Deductible} - \text

{Salvage Value} Settlement=ACV#Deductble#Salvage Value

Using Ivana's numbers:

ACV=$17,000

Deductible = $1,500

Salvage value = $3,000

17,000#1,500#3,000=12,50017,000 - 1,500 - 3,000 = 12,50017,000#1,500#3,000=12,500 Therefore, Ivana receives$12,500,
and she keeps the damaged vehicle, which she values for personal reasons.

Option B ($14,000) ignores the salvage deduction.

Option C ($15,500) ignores the deductible.

Option D ($17,000) ignores both deductible and salvage, which is not permitted.

The only correct settlement amount is$12,500.

H #93
Usually, what must an insurance intermediary do before using the personal information of a client for a purpose other than that for
which the information was originally collected?

¢ A. Obtain permission from the client to do so

e B. Advise the insurer's ombudsperson of the intended usage

¢ C. Obtain permission from the federal privacy officer to continue
e D. Write to the client advising of the alternate usage

Ef#: A

R :

Under Canadian privacy legislation (such as PIPEDA), personal information may only be used for the specific purpose for which it
was originally collected unless the client provides informed consent for additional use.

Insurance intermediaries must therefore obtain explicit permission from the client before using or disclosing their information for any
new purpose, such as marketing, cross-selling, or sharing data with third-party providers.

Option B-simply notifying the client-is insufficient without consent. Option C is incorrect, as the ombudsperson deals with
complaints, not privacy approvals. Option D is incorrect because privacy officers do not grant permissions; the law requires consent
from the individual, not from government officials.

Since consent is central to privacy compliance in insurance operations, the intermediary must obtain permission from the client,
making A the correct answer.

E R #94
Which type of nsurance company has the same capital structure as any other capital enterprise?

A. Stock company

B. Captive company

C. Co-operative comparny
D. Factory mutual company

IEf#: A

A -

A stock insurance company operates with the same capital structure as other conventional for-profit corporations. Ownership is
represented by shares of stock, held by shareholders who supply capital and expect a return on investment. Profits are distributed as
dividends or reinvested into the company. This structure aligns closely with traditional corporate financial frameworks in Canadian
commerce.

Option B, a captive company, is owned by a parent business to insure its own risks-not structured like a general capital corporation.



Option C, a co-operative company, is owned by its policyholders or members, not shareholders. Option D (factory mutual
company) refers to a mutual insurer owned by its policyholders and requiring high loss-prevention standards.

Thus, the only insurer type that mirrors the capital structure of typical Canadian corporate enterprises is the stock company, making
A correct.

H #95
What type of cancellation occurs if theinsuredcancels the policy before expiry?

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

_EE%: B\ D

R -

‘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 thefulinearned premium refund,
without penalties.

Half-term (BY)is not a recognized cancellation method.

Partial-term (D)is also not an insurance cancellation method.

Thus, when the nsured initiates cancellation, the correct method applied isshort rate.

HM #96
Deanna owns a house worth $1,000,000 but chooses to insure it for $500,000. What clause might prevent her from being fully
reimbursed in the event of a loss?

A. Contribution
B. Coinsurance
C. Forfeiture

D. Subscription

IEf#: B
fRan

The coinsurance clause requires the insured to carry insurance equal to a specified percentage (commonly

80%, 90%, or 100%) of the property's value. If the insured carries less than the required amount, they become a coinsurer and
share in any partial loss. This prevents underinsurance and encourages insureds to maintain adequate coverage levels.

Here, Deanna insures a $1,000,000 property for onty $500,000-50%. If the policy requires 80% coinsurance, she should be
carrying at least $800,000. Because she does not, she will not be fully reimbursed for partial losses; her payment will be reduced
proportionally based on the comsurance formula.

Option A (forfeiture) applies to breaches of policy conditions. Option C (contribution) applies when multiple insurers cover the same
risk. Option D (subscription) applies when several msurers share a single risk by percentage participation.

Thus, the clause that could reduce Deanna's recovery is B: Coinsurance.
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