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FEY 2 HEE
¢ Understanding Risk Essentials: Covers the fundamental nature of risk — how it is defined, categorized, and
bEY 71 measured — forming the basis for effective risk analysis and management.

¢ The Insurance Solution: Explores how insurance functions as a risk transfer mechanism, including policy
ey 72 structures, coverage principles, and the role of insurers in managing risk.

¢ Communicating and Collaborating as a Leader: Addresses the interpersonal and communication skills
hEY 73 required to lead teams, convey risk concepts clearly, and work effectively across organizations.

¢ Strategic Decision Making: Examines how risk management insights inform organizational strategy, guiding
ey 74 leaders in making decisions that balance risk, opportunity, and long-term goals.

¢ Building Your Foundation: Establishes core concepts in risk management and insurance, introducing the
bEY 7S frameworks and terminology needed to navigate the field professionally.
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HH #44
An earthquake destroyed the facilities of the main supplier of mufflers for an auto manufacturer. This is an example of which one of
the following types of operational risk for the auto manufacturer?

e A. Process risk

e B. Systens risk

e C. Performance risk
e D. External event risk

IEf#: D

fEERA -

CPCU 500 emphasizes anticipating breakdowns in how an organization operates, including disruptions that originate outside the
organization but still affect its ability to deliver products and services.Operational riskcommonly includes categories such as systems
risk, process risk, performance risk, and external event risk. The key to this question is identifying that the trigger is not an internal
failure at the auto manufacturer, but a disruptive event occurring in the external environment that impacts operations through the
supply chain.

Here, anearthquakedestroys the facilities of the manufacturer'smain supplierof mufflers. A natural disaster is an external event, and
the resulting interruption is a classicsupply chain disruption. Even though the loss physically occurs at the supplier's site, the auto
manufacturer experiences operational consequences such as production delays, inability to meet delivery schedules, increased costs
to source alternative parts, potential penalties, and reputational harm. This aligns directly withexternal event risk, which includes
losses caused by events outside the organization's direct control (for example, natural catastrophes, political events, terrorism, or
major third-party outages).

By contrast,systemns riskrelates to failures of IT systens or infrastructure, process riskinvolves breakdowns in internal procedures and
controls, andperformance riskfocuses on failures to meet objectives due to people or execution issues. Because the initiating cause is
an external catastrophe affecting a third party, the correct classification isexternal event risk.

HM #45

Omicron Technologies Inc. designs robotic assembly systens for use in manufacturing operations. It decides to acquire a controlling
mterest in two other local companies. One of the companies is a toy manufacturer, and the other is a small chain of hardware stores.
‘Which one of the following corporate strategies is Omicron pursuing?

A. Vertical integration

B. Unrelated diversification
C. Turnaround strategy

D. Related diversification

M
R

: B



fEERA -

In CPCU 500,strategic decision makingincludes recognizing the difference between growth strategies such as diversification and
vertical integration. The key is to compare the acquired businesses to the firm's current core business and value chain. Omicron's
core business is designing robotic assembly systens for manufacturing, It then acquires controlling interests in atoy manufacturerand
achain of hardware stores- businesses that do not share an obvious product-market, technology platform, customer base, or
operational capability with robotic assembly system design.

That pattern aligns withunrelated diversification, sometimes called a conglomerate strategy. Unrelated diversification occurs when a
company expands into industries that are not meaningfully connected to its existing operations. The intent is often financial (spreading
risk across industries, stabilizing earnings, deploying excess capital) rather than operational synergy (shared customers, shared
technology, or shared production).

By contrast,related diversificationwould involve acquiring businesses with strategic fit-such as industrial autormation software, sensor
manufacturers, robotics maintenance services, or manufacturing engineering firms-where capabilities, customers, or channels
overlap. Vertical integrationwould mean moving upstream to suppliers (components used in robotic systems) or downstream to
distribution, installation, or servicing of those systemns; a toy manufacturer and hardware retail chain are not clear
upstream/downstream steps in Omicron's robotics value chain. Aturnaround strategyapplies when a firm is attempting to reverse
poor performance, which the facts do not indicate.

H #46
‘Which one of the following quadrants of risk deals with uncertainties associated with the organization's procedures, systems, and
policies?

A. Financial risk

B. Hazard risk

C. Strategic risk
D. Operational risk

Ef: D

L2

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

Operational riskrefers to uncertainties that arise from an organization'sinternal processes, people, systens, and day-to-day
procedures. This includes failures in internal controls, technology breakdowns, madequate policies, human error, fraud, or nefficient
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.

B #47

Jack lives in a modified no-fault state which has a monetary threshold of $50,000 for noneconomic losses. His personal auto policy
carries the state's minimum PIP medical coverage limit of $15,000. Jack was injured in an accident when Katie ran through a red
light and struck Jack's vehicle. He incurred $20,000 in economic losses and $10,000 in noneconomic losses. How much, if any, can
Jack collect from his personal auto insurer under PIP coverage?

A. $20,000
B. $15,000
C. $10,000
D. $0

IEf#: B

A -
CPCU 500 explains thatno-fault auto systemsare designed so that, after an auto accident, an injured person's own insurer pays



certain losses promptly underPersonal Injury Protectionregardless of fault. The question specifies that Jack's policy carries aPIP
medical coverage limit of $15,000, which is the maximum the insurer will pay under that specific PIP medical benefi.

Jack's total losses include$20,000 in economic lossesand$ 10,000 in noneconomic losses. Under no-fault concepts,noneconomic
losses(pain and suffering) are not paid by PIP medical coverage; they are typically recoverable only through a liability claim if the
injured party meets the state's tort threshold. The state' s$50,000 monetary threshold for noneconomic lossesaffects whether Jack
can pursue Katie for pain and suffering, but it does not increase what PIP medical will pay.

Because the only PIP benefit described ismedicaland its limit is$15,000, Jack can collectup to $15,000ffom his own insurer under
PIP medical coverage, even though his total economic losses are $20,000. The remaining economic losses may or may not be
recoverable under other coverages (such as additional PIP benefits if purchased, Med Pay, health insurance, or the at-fault driver's
liability), but under the stated PIP medical limit, the insurer's obligation caps at$15,000.

HMA #48

John works for J & J Plumbing, One day while driving a company truck from one customer's house to another customer, he went
through a stop sign and struck another vehicle. John only suffered a minor injury, but the driver of the other vehicle was seriously
injured and the car was totaled. Which one of the following J

& J Plumbing commercial liability coverages would cover the other driver's medical expenses and the damage to the vehicle?

A. Commercial auto liability insurance
B. Workers compensation insurance

C. Commercial general liability insurance
D. Employers liability insurance

Ef: A

fEEHL:

In CPCU 500, choosing the correct liability coverage depends on identifying thesource of liabilityand thetriggering exposure. Here,
the loss arises from the ownership, maintenance, or use of anauto-John was operating a company truck on public roads and caused
an accident that injured a third party and damaged the third party's vehicle. Those are classic third-party bodily injury and property
damage claims resulting from auto operations.

Commercial auto liability insuranceis specifically designed to respond to these exposures. It covers the insured business for surs it is
legally obligated to pay because ofbodily njuryandproperty damagecaused by an accident resulting from the use of a covered auto.
In this scenario, the other driver's medical expenses relate to bodily injury, and the totaled vehicle is property damage-both fit
squarely within commercial auto liability.

The other options do not apply.Commercial general liabilitytypically excludes bodily injury and property damage arising out of the
ownership or use of an auto, because that exposure is intended to be handled by the auto policy. Workers compensationcovers job-
related injuries to employees (John's minor injury), not injuries to third parties. Employers liabilityis the workers compensation "gap"
coverage for certain employee injury lawsuits, again focused on employee claims rather than third-party auto losses. Therefore, the
correct coverage for the other driver's injury and vehicle damage is commercial auto liability.

HRE #49
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