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Topic Details

¢ The Insurance Solution: Explores how insurance functions as a risk transfer mechanism, including policy
Topic 1 structures, coverage principles, and the role of insurers in managing risk.
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¢ Strategic Decision Making: Examines how risk management insights inform organizational strategy, guiding
Topic 2 leaders in making decisions that balance risk, opportunity, and long-term goals.

¢ Anticipating What Could Go Wrong: Focuses on identifying and evaluating potential loss exposures across
Topic 3 various contexts, helping professionals proactively recognize threats before they materialize.

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

NEW QUESTION # 53
Which one of the following best summarizes the forces that drive competition in the insurance industry, as analyzed under the Five
Forces Model?

A. Threat of new entrants, economic downturns, and rivalry among the insurer's management team

B. Bargaining power of customers and reinsurers, threat of new entrants, and rivalry among existing firms
C. Financial institution involverment, insurance regulation, and economic downturns

D. Customer buying power, customer loyalty, and changes in customer preferences

Answer: B

Explanation:

CPCU 500 uses Porter's Five Forces Model to explain what shapes competitive intensity and profitability in an industry. The model
focuses on five structural forces:rivalry among existing competitors,threat of new entrants, threat of substitutes,bargaining power of
buyers, andbargaining power of suppliers. In insurance, buyers are typically policyholders (often working through agents/brokers),
while key suppliers can include capital providers and, importantly,reinsurers, because reinsurance capacity and pricing influence an
insurer's cost structure and risk-taking ability.

OptionBbest summarizes the model because it explicitly includes muiltiple core Five Forces elements:

bargaining power of customers(buyers),bargaining power of reinsurers(suppliers),threat of new entrants, andrivalry among existing
firms. Even though it does not list all five forces (it omits substitutes), it is the only choice that accurately reflects the Five Forces
framework and applies it appropriately to insurance by identifying a major supplier-side force.

OptionAcontains business factors, but not the Five Forces structure. OptionCincorrectly includes "rivalry among the insurer's
management team," which is not an industry force. OptionDlists environmental influences (regulation, economic downturns) that can
matter, but they are not the Five Forces and do not describe the model's competitive drivers. Therefore,Bis the correct answer.

NEW QUESTION # 54

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. $10,000
B. $20,000
C. $0

D. $15,000

Answer: D

Explanation:

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 economiic 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.

NEW QUESTION # 55
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. Systemns risk

B. Process risk

C. External event risk
D. Performance risk

Answer: C

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, terrorisim, 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.

NEW QUESTION # 56

Risks that arise from property, liability, or personnel loss exposures and are generally the subject of nsurance are known as
A. Financial risk.

B. Hazard risk.

C. Strategic risk.

D. Operational risk.

Answer: B

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 claims 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 mvolve 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, systems, 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 # 57
James must sell his house quickly to take advantage of a career opportunity and purchase a new house in another state. Which one
of the following types of financial risk is James exposed to in this situation?



A. Exchange rate risk
B. Credit risk

C. Interest rate risk
D. Liquidity risk

Answer: D

Explanation:

In CPCU 500, financial risksinclude exposures that affect an individual's or organization's ability to obtain cash, meet obligations, or
preserve asset value. The scenario describes a timing problem: James must convert a relatively illiquid asset (his house) into cash
quickly so he can complete another transaction (buy a new home) and pursue a job opportunity. That exposure is best classified
asliquidity risk.

Liquidity riskis the risk that an asset cannot be sold fast enough-at a reasonable price-to meet immediate cash needs. Real estate is a
common example of an illiquid asset because it often takes time to market, negotiate, and close a sale. When James is under
pressure to sell quickly, he may face the possibility of having to accept a lower price, offer concessions, or incur additional costs
(such as bridge financing, temporary housing, or carrying two mortgages) to complete the move on time. The uncertainty is not
whether a buyer will eventually exist, but whether the house can be sold promptly without significant financial disadvantage.

The other options do not fit as well. Credit riskinvolves the chance that a borrower will fail to repay a debt- this is not the core issue
described. Exchange rate riskapplies when transactions involve foreign currencies.

Interest rate riskconcerns changes in borrowing costs or investiment values due to rate movements; while James could face interest
rate considerations when financing a new mortgage, the question's main driver is the need for quick conversion of the existing home
into cash, which is liquidity risk.

NEW QUESTION # 58
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