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The Institutes Becoming a Leader in Risk Management and Insurance
Sample Questions (Q53-Q58):

NEW QUESTION # 53
‘Which one of the following quadrants of risk deals with uncertainties associated with the organization's procedures, systems, and
policies?

A. Operational risk
B. Strategic risk

C. Hazard risk

D. Financial risk

Answer: A

Explanation:

CPCU 500 categorizes enterprise risks into four primary quadrants:hazard, financial, operational, and strategic. Understanding these
distinctions is fundamental to properly identifying, assessing, and managing risk across an organization.

Operational riskrefers to uncertanties that arise from an organization'sinternal processes, people, systens, and day-to-day
procedures. This includes failures in internal controls, technology breakdowns, nadequate policies, human error, fraud, or mefficient
workflows. Because the question specifically references uncertainties associated with procedures, systems, and policies, it directly
aligns with the definition of operational risk. These risks typically affect an organization's ability to execute its business plan effectively
and efficiently.

By contrast,hazard riskinvolves accidental losses such as property damage, liability clains, or injuries- generally insurable

exposures. Financial riskrelates to market fluctuations, credit risk, liquidity issues, or changes in interest rates and capital

structure. Strategic risksterms from high-level business decisions that affect long-term direction, such as mergers, acquisitions, or
entering new markets.

CPCU 500 emphasizes that operational risks are often controllable through strong governance, internal controls, employee training,
and effective system design. Proper identification and management of operational risk help ensure consistency, reliability, and
regulatory compliance within the organization. Therefore, the correct quadrant in this case isOperational risk.

NEW QUESTION # 54
Helen and George purchased a vacation unit in a seaside condominium community. They should obtain coverage for it under an

A. HO-4 policy
B. HO-6 policy
C. HO-5 policy
D. HO-2 policy

Answer: B

Explanation:

In CPCU 500, selecting a personal lines property policy depends on thetype of residence interestthe insured has. A condominium
owner has a unique exposure because the condominium association typically insures the building's common elements (such as the
roof; exterior walls, hallways, and shared systens) under a master policy, while the individual unit owner is responsible for insuring
their own interests.

The correct policy for a condominium unit owner is theHO-6, commonly called theunit-ownersform. HO-6 is designed to cover the
unit owner'spersonal property, provideliability coverage, and insure the unit owner's portion of the building, often described as"walls-
in'coverage. Depending on the association's master policy and the condominium bylaws, the unit owner may need building coverage
for interior fixtures, improvements and betterments, flooring, built-in cabinetry, and other items that are not covered by the
association.

The other forms do not match a condo ownership interest. HO-2 and HO-5 are homeowners forms intended for owners of
standalone homes, not condommnium units. HO-4 is a renters policy for tenants who do not own the dwelling. Because Helen and
George own a condommium unit, the HO-6 formis the appropriate insurance solution to protect their insurable nterests and fill gaps
left by the association's master policy.

NEW QUESTION # 55
Risks that arise from property, liability, or personnel loss exposures and are generally the subject of insurance are known as



A. Operational risk.
B. Strategic risk.

C. Hazard risk.

D. Financial risk.

Answer: C

Explanation:

CPCU 500 distinguishes among several broad categories of risk, includinghazard risk, financial risk, operational risk, and strategic
risk. The question focuses specifically on risks arising fromproperty, liability, or personnel loss exposures, which are traditionally the
core subjects of insurance coverage. These exposures involve accidental losses such as fire damage to buildings, liability clains from
third-party injuries, or employee injuries and illnesses.

These types of exposures fall underhazard risk. Hazard risk refers to risks arising from property damage, legal liability, or personnel-
related losses that typically involve only the possibility of loss or no loss. They are accidental in nature and are the primary domain of
property-casualty insurance. Insurers are structured to pool and finance these risks because they can be analyzed in terms of
frequency and severity and are generally fortuitous.

The other options describe different risk categories in CPCU 500.Strategic riskinvolves high-level decisions that affect an
organization's long-term objectives and competitive position.Operational riskrelates to failures in internal processes, systemns, or
people that disrupt business operations.Financial riskconcerns market factors such as interest rates, credit risk, or liquidity.

Because property, liability, and personnel loss exposures are the traditional insurable hazards addressed by insurance policies, they
are correctly classified ashazard risk.

NEW QUESTION # 56
In order for an nsurer 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 bodily mjury or property damage must be caused by an accident.

B. The claim must be made during the policy period.

C. The occurrence must happen in the policy territory.

D. The bodily mjury or property damage must occur during the policy period.

Answer: B

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 requirements 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 mjury or damage occurred during the policy period and
the other insuring agreement conditions are satisfied.

NEW QUESTION # 57

Manufacturing Company outsources some component finishing to Company Q. A contract between the two companies says that
Company Q will hold harmless and reimburse Manufacturing Company in response to any claim of defect pertaining to the
component. In this scenario, Company Q is the

A. Surety

B. Indemmnitee

C. Indemnitor

D. Indentured party

Answer: C



Explanation:

CPCU 500 explains that risk can be handled throughrisk controlandrisk financing, and one common risk financing technique isrisk
transfer. Risk transfer often occurs throughcontractual agreements, where one party agrees to assume financial responsibility for
certain losses of another party. A "hold harmless" or

"indemnification” clause is a classic contractual risk transfer mechanism

In an indemmnification agreement, theindemnitoris the party thatpromises to protect, reimburse, or payon behalf of another party ifa
covered loss occurs. The protected party is theindennitee, meaning the party that is being held harmless or reimbursed. Here, the
contract states thatCompany Qwill "hold harmless and reimburse" the Manufacturing Company for any defect claimrelated to the
component. That language describes Company Q taking on the obligation to respond financially to certain claims-so Company Q is
theindenmitor.

OptionBwould be correct only if Company Q were the party being protected, but the facts show the opposite:

Manufacturing Company is the one being protected. OptionD(surety) is different: suretyship involves a three- party arrangement
(principal, obligee, surety) guaranteeing performance, not a two-party promise to reimburse for defect claims. OptionAis not a
standard insurance risk transfer term in this context.

So, under CPCU 500 contractual risk transfer concepts, Company Q is theindemnitor.

NEW QUESTION # 58
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