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IIC Principles and Practice of Insurance Sample Questions (Q67-Q72):

NEW QUESTION # 67
What is a post-loss objective of risk management for an organization?

A. Stable earnings

B. Peace of mind

C. External development
D. Internal obligations

Answer: A

Explanation:

Post-loss objectives focus on how an organization continues functioningafter a loss has occurred. One of the most important
objectives ismaintaining stable earnings. Even after a major loss event-such as fire, equipment breakdown, or business interruption-
the organization ains to minimize financial volatility and continue operating with predictable revenue. Insurance and effective recovery
planning help achieve this stability.

Option A (peace of mind) is apre-losspsychological benefit. Option C (internal obligations) is vague and not defined as a post-loss
risk management goal. Option D (external development) relates to business growth, which is unrelated to loss response.

Therefore, the recognized post-loss objective isB: Stable earnings.

NEW QUESTION # 68
What is a disadvantage of loss retention through borrowing?

A. Special accounting is always required

B. It is difficult even if the company has assets to cover the loan
C. It requires significant commitment from senior management
D. It reduces the company's line of credit

Answer: D

Explanation:

‘When an organization chooses to handle losses throughborrowing, it is using debt financing-usually a bank loan or line of credit-to
pay for losses instead of transferring the risk through nsurance. While this may offer flexibility, it has several drawbacks. The most
significant is that borrowingreduces the company's available line of credit, limiting funds that could otherwise be used for operations,
expansion, or emergencies.

This reduction in liquidity can create financial strain, especially if multiple losses occur or if interest rates rise. Borrowing also
increases debt obligations, which can affect cash flow and borrowing capacity.

Option A is incorrect; special accounting is not necessarily required beyond standard debt tracking,

Option C is not inherently a disadvantage-senior management involvement is routine in risk management.

Option D is incorrect; the difficulty of borrowing is determined by creditworthiness, not by the presence of assets.

Thus,Bis the correct disadvantage.

NEW QUESTION # 69

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. Innocent misrepresentation
B. Fraudulent misrepresentation
C. Mistake about assunptions
D. Undue influence

Answer: B

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, ntending 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 # 70
A person applies for fire insurance on their house but fails to mention that in winter they leave the house unoccupied for two months
while vacationing. What is this an example of?

A. Negligence

B. Non-disclosure

C. Breach of warranty
D. Discharge of contract

Answer: B

Explanation:

Insurance contracts are built on the principle of utmost good faith, meaning applicants must disclose all material facts that could
influence the insurer's decision to accept the risk or determine the premium. Failing to mention a material fact-such as the home being
unoccupied for long periods-is considered non- disclosure. Unoccupancy increases the risk of vandalism, frozen pipes, fire severity,
and delayed emergency response, all of which affect underwriting decisions.

Option A, negligence, refers to failure to act with reasonable care, not failure to disclose.

Option C, breach of warranty, applies only after a policy is in force and a condition guaranteed to be true is violated.

Option D, discharge of contract, refers to cancellation or completion of contractual obligations.

Since the issue arises during the application stage and involves withholding a material fact, the correct classification is non-disclosure.

NEW QUESTION # 71
Which is a pre-loss objective of risk management for an organization?

A. Operational continuity
B. Business development
C. Sustained growth

D. External obligations

Answer: A

Explanation:

Pre-loss objectives in risk management are goals an organization ains to achievebeforeany loss occurs. These objectives focus on
minimizing the frequency and severity of losses, ensuring preparedness, and maintaining organizational functionality.

Operational continuityis a key pre-loss objective because it emphasizes having systems, controls, and procedures in place to ensure
that operations run smoothly-even when risk exposures are present. This includes safety programs, maintenance schedules,
compliance measures, and contingency planning,

Operational continuity ensures the business can withstand or avoid disruptions.

Option A (external obligations) is vague and not formally defined as a risk management objective.

Option B (sustained growth) and D (business development) arebusiness goals, not pre-loss risk management objectives.

Thus, the correct answer isC: Operational continuity.

NEW QUESTION # 72
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