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¢ [ eading With Critical Thinking: Develops the ability to analyze complex risk scenarios objectively, applying
Topic 1 sound reasoning and evidence-based judgment to professional challenges.

¢ Communicating and Collaborating as a Leader: Addresses the interpersonal and communication skills
Topic 2 required to lead teams, convey risk concepts clearly, and work effectively across organizations.

¢ Building Your Foundation: Establishes core concepts in risk management and insurance, introducing the
Topic 3 frameworks and terminology needed to navigate the field professionally.

The Institutes Becoming a Leader in Risk Management and Insurance
Sample Questions (Q52-Q57):

NEW QUESTION # 52
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?

A. Performance risk
B. External event risk
C. Process risk

D. Systems risk

Answer: B

Explanation:

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,systens 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.

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

A. Hazard risk

B. Financial risk

C. Strategic risk
D. Operational risk

Answer: D

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 uncertainties that arise from an organization'sinternal processes, people, systens, and day-to-day
procedures. This includes failures in internal controls, technology breakdowns, inadequate policies, human error, fraud, or inefficient
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
Best Builders is considering acquiring another contractor in order to expand its operations into another state.
The uncertainties involved with this decision should be analyzed under which one of the following quadrants of risk?

A. Hazard risk

B. Financial risk

C. Strategic risk
D. Operational risk

Answer: C

Explanation:

CPCU 500 explains that organizations face differentquadrants (categories) of risk, and correctly classifying the risk helps leaders
choose the right analysis methods and risk responses. In this framework,strategic riskarises from high-level business choices that
shape the organization's long-term direction-such as entering new markets, launching new products, merging with or acquiring
another company, or changing the business model. These decisions involve uncertainty about future outcomes and can significantly
affect competitiveness, growth, reputation, and long-term performance.

Best Builders is considering anacquisitiontoexpand into another state. That is a classic strategic initiative because it changes the
organization's scope and positioning, The uncertainties include integration challenges, cultural fit, regulatory differences in a new state,
competitive conditions, and whether the acquisition will deliver the expected growth and profitability. Those uncertainties are best
analyzed asstrategic riskbecause they stem fiom executive-level choices about where and how the company will conmpete.

By contrast,operational riskfocuses on breakdowns in internal processes, people, or systens (for example, project controls, safety
procedures, or vendor management). Hazard riskis typically accidental, insurable exposures like property damage, liability, and
workers compensation losses.Financial riskrelates to capital structure, liquidity, interest rate changes, credit risk, or cash flow
volatility. While an acquisition can create operational, hazard, and financial implications, the primary quadrant for analyzing the
decision itself isstrategic risk.

NEW QUESTION # 55

A law firm has operated out of an old farmhouse for many years. The building and business personal property are insured under a
Building and Personal Property Coverage Form with replacement cost coverage. A lightning strike damaged part of the building,
Because of the age of the building, ordinances required that several of the damaged windows be replaced with larger more

expensive windows as a means of egress.

Which one of'the following Building and Personal Property Coverage Form additional coverages would provide coverage in addition
to the policy limit to help pay for this added expense?

A. Tmprovements and Betterments
B. Increased Cost of Construction
C. Debris Removal

D. Preservation of Property

Answer: B

Explanation:

CPCU 500 emphasizes that property policies respond to direct physical loss, but costs driven by building codes can create a gap
because they are not purely "like kind and quality" replacement. Here, the lightning strike is a covered cause of loss that damages
part of the building. However, the increased expense is not because the original windows were inherently more costly; it arises
because ordinances now require upgraded windows (larger, more expensive) to meet current egress standards. That is a classic
"ordinance or law" type exposure: the repair of covered damage triggers code-mandated upgrades that increase reconstruction cost
beyond what it would have been to restore the building to its prior condition.

Under the Building and Personal Property Coverage Form, the additional coverage designed to address this specific gap isIncreased



Cost of Construction. This additional coverage provides a limited amount of coveragein addition to the policy limitto help pay for the
increased costs necessary to comply with building ordinances or laws in the course of repairing or replacing damaged portions of the
building.

The other options do not fit the loss driver. Improvements and Betterments addresses tenant interests in upgrades to leased
premises. Debris Removal applies to cleanup of debris from covered property, not code upgrades. Preservation of Property
addresses certain emergency measures to protect covered property from further damage. Therefore, the code-required larger
windows are best handled byIncreased Cost of Construction.

NEW QUESTION # 56

Manufacturing Company applied for general liability insurance from Insurance Company. Underwriter Raul reviewed Manufacturing
Company's application and was favorably impressed with what he saw. No claims, lawsuits, or potential claims were disclosed. He
spoke by phone to Manufacturing Company's management and was equally impressed with their qualifications and attitude, so he
approved the application. If Raul had conducted a web search, he would have found many complaints about the quality of the
company's products and several products liability court cases against it. Which one of the following statements concerning Raul's
approach to handling Manufacturing Company's application is correct?

A. Raul should not have spoken to Manufacturing Company's leaders.
B. Raul did not recognize his own biases.

C. Raul failed to gather reliable information.

D. Raul did not analyze information logically.

Answer: C

Explanation:

CPCU 500 frames critical thinking as disciplined judgment that depends on usingrelevant, credible informationand not relying solely
on convenient or one-sided inputs. In underwriting, an application is a starting point, but it is alsoself-reportedand therefore must be
corroborated. Raul relied heavily on the submitted application and a positive phone conversation with management. Those sources
can be incomplete, selective, or framed in the best possible light for the applicant. CPCU 500 stresses that better decisions come
from expanding the evidence base, using multiple sources, and validating key assumptions before committing the organization.

The scenario shows Raul skipped an available step that would likely have uncovered important risk signals:

product quality complaints and, more importantly,products liability court cases. Court records and litigation histories are typically far
more reliable than impressions and informal conversations, and they directly relate to general liability exposure. By not performing
basic due diligence, Raul failed to obtain decision-grade information that could materially affect risk selection, pricing, coverage
terns, exclusions, limits, or the need for loss control measures.

While bias may be present, the most clearly correct statement is that Raul did not gather sufficiently reliable information to support
the decision. CPCU 500 connects this to avoiding informational hazards and ensuring decisions are anchored in verified facts, not
favorable impressions.

NEW QUESTION # 57
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