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Abstract

For decades, risk management in emerging econdikécbligeria has relied on a reactive approachgh r
financing which has become increasingly unsustdénatue to a number of factors. The recent
developments in global financial markets have dhiserious questions about the management and
oversight of the financial services industries,bath the micro level for individual entities and the
macro level for the system as a whole. This studhpleasizes the need for involvement of insurance
professionals in risk models that needs to be dgeel into a practice area where risk managers mitte
industry could be able to learn from establishecthods of risks modelling. It also revealed that
repositioning insurance industry involves produntsvation and creating awareness programmes about
those products among the prospective customersn\Whese policies are sought for by individuals and
businesses, economic waste resulting from randamtewill be minimized. This paper also revealed tha
insurance industry can be strengthened to reducenamage individual and business for sustainable
development. Various measures that insurance indasin use to promote financial stability, mobilize
savings, facilitate trade and commerce, and comghérgovernment security programs are also covered i
the study.

Keywords. Modernising Insurance Sector, Sustainable Developnoduct Innovation, Individual risks,
Business risks

1. Background of the Study

For decades, risk management in emerging econdikéehbligeria has relied on a reactive approach to
risk financing which has become increasingly uranstle due to a number of factors. Arnold (2008)
revealed that vulnerability is increasing as enmgrg@conomies grow and accumulate more assetslhs we
as the increase in hazard exposure which point ¢oréinuing trend of increasing losses due to mtur
disasters. Government in Nigeria has not truly létsdeffort towards the development of proactive
approach to coverage of these natural disasterer&\fazard coverage exists, it is usually limitedgjor
industrial and commercial properties, and some tiiesl households. The demand for risk transfer
instruments in emerging markets is often constdhif®rnold, 2008) by market gaps, weak regulatory
frameworks, lacking data on disaster risk, a lack oulture of risk financing, and the reluctanddange
reinsurance market players to invest in the devetog of small risk markets. The recent developmignts
global financial markets have raised serious gaestabout the management and oversight of thediakn
services industries, at both the “micro” level fiodividual entities and at the “macro” level foretkystem

as a whole (International Actuarial AssociationQ2p

This incident has necessitated many big organiaatio put in place sound risk management as a naans
protecting business investments. Sound risk managemcludes both physical and financial risk cohtr
This study focuses on insurable business risk empgsand individual risk exposures that threaten t
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economy as a system, and discusses various ingugaoclucts available to manage them. Insurance
institutions as medium for managing risk have nural® policies that can be used to protect against
serious financial reversals that result from randorants intruding on the plans of individuals osibess
plans. It should be noted that insurance industmnich helps us prevent disaster do not just doest so
also helps us to put into practice what is knowrs@stainable development. Development is sustanabl
when people can make a good living and be healtldy reppy without damaging the environment or
other people in long run. The sustainable develgpnean only be realised if the condition for buying
insurance products give the insured persons thentives to reduce or eliminate the possible loss
exposures through physical risk control. This airse will reduce the moral hazard on the part sfiied.

In this regard, actuarial models can be developedhEurance companies as a guide to make an iefbrm
decision about the risk exposures. Ingram (200®aiks that financial firms are usually faced witpital

as a major limiting factor and retained risk asaandriver of capital needs. So financial firmsshbave
risk and risk management at the heart of many n&megt decisions. For non-financial firms, risk will
influence need for cash or access to cash andahildif of cash and capital, but there may be othech
more important limiting factors. In the recent tenenore and more firms have leveraged themselves
thereby creating a situation where risk and theltieg volatility in cash flow needs are now of ydrigh
importance. But there are other firms, such adatge well established technology firms that arastwin
cash and have plenty of capital but have very diffekey limiting factors that push risk managemera
lower level on the priority list which means thatkrcontrolling is the only type of risk managemémt
will be undertaken.

It has been observed that many big businesshiigieria that would have contributed positively teet
economy well being of Nigeria are struggling tovéwe or no longer in operation due to lack of sun
risk management in place. The effect of this isnaloament of capital projects such as building, deil
and road constructions at cooperate and variowe Evgovernment in the country. The simple reaison
that most contractors or the decision making boflyhe organisations involved do not embark on
appropriate risk management techniques or model$iere are insurance policies to handle these
challenges but it is rather unfortunate, they arebeen patronised. One of the reason for theseluasto
low awareness programmes on availability of insoeaproducts to hedge against these fortuitous
circumstances.

2. Conceptual Framework

The reactive approach to risk management as usiisistudy suggests that many decision makersotio n
realize the need to prevent disaster striking ubtilappened. For instance, until disasters sucfiras
outbreak destroy properties worth of billions naireost people (even the risk managers, decisiorerapk
in Nigeria do not take positive steps to contropogvent such disaster. On the other hand, praacisk
has to do with people taking precautions agaikstyifuture peril or risk.

The word “risk” used as a noun in this study expessthe possibility of loss or injury. As a veltiie same
word denotes the exposing of one’s person or ptggerloss or injury. Within the common meaning of
“risk”, there are thus two distinct elements, tHed of loss or injury and that of uncertainty (Toigbe,
1989). Knight (1921) in Davis (2002) defines unaitty as pertaining to future developments thanoan
be reduced to objective probabilities. We should ordy prepare ourselves to face this uncertainty b
should also try to avoid those changes it mighhdoriThus risk can be defined as the possibilityaof
unfortunate occurrence or as the chance of losas dhe uncertainty as to the occurrence of anauimn
loss (Isimoya, 2003).

In the economic setting within which actuaries woliss is usually expressed in monetary terms
(Towbridge, 1989). Theft, embezzlement, and advemet judgements cause loss of wealth, and are
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direct forms of economic loss. Death, disabilitgtirement, and unemployment are various forms of
income loss. Damage to property impairs the vafubat property where value is a measure of thétwabi

of a property to produce a flow of desired goods services. For short, risk is the probability tharzards
are not dangerous, taken separately. But if theyectbgether, they become a risk. Roff (2004) ndtas
insurance industry commonly uses the words ‘hazand’ peril in particular ways, with specific meagsn
and the easiest way to define them is to view lthirarelation to peril: a peril is defined as thatich
gives rise to a loss while hazard is that whickuigrices the operation of the peril.

3. Business Risk Exposures

Business owners as well as individuals make pladshave expectations about how business goalsahoul
be realized. However, experience has shown thatspleill not unfold with certainty and sometimes
expectations will not be realized (Bowers et al97)9 Sometimes, plans are frustrated because tieey a
built on unrealistic assumptions. In other situasiofortuitous circumstances interfere. Probleiks |
these must be tackled if business is to performpaitively, and yet respect the interest of itstooeers
and the economy in which it operates. Insuranctesygotherwise called risk financing) is one of tineys

of tackling these operational issues which finanbiasiness is exposed, particularly where theee ar
significant uncertainty in running the businessskRnanagement is a fundamental activity that séeks
restrict exposure to potential losses or risksrédng 2009). Insurance is a form of risk managentiesit
parties use to protect themselves against a ldeally, it involves the equitable transfer of tiskrof loss
from one entity to another, over a set period ofeti in exchange for a reasonable fee. In insurance
companies, the major risk management activitiekided underwriting of credit risk, authority limiend
exposure limits for each of those areas. Belowsaree of the business risk exposures that risk gena
in any organisation should take into cognizant wimaxking risk management decision.

3.1 Property loss exposurel is important for decision maker to be ableidentify what property is
exposed to loss and potential causes of loss.ihidves identification of what property is expogedoss
and potential causes of loss. The firm must, asosider how property should be valued for the psepof
making risk management decision. Indirect losdss ean arise from damage to property that will be
repaired or replaced. For example, if a fire shwtd@a plant for eight months, the firm will not orilycur

the cost of replacing the damaged property, it alb the profit from not being able to produceadidition,
some operating expenses might continue despitestibedown (e.g. salaries for certain managers and
employees and advertising expenses). These exposwaometime called business interruption exggsur
Firms also may suffer losses after they resumeatipass if previous customers that have switcheother
suppliers do not return. In the event that longatdoss of customers would occurs and/or shutdown
temporarily would impose large costs on customersuppliers, it might be optimal for the firm todm
operating following a loss by arrangement for timeniediate use of alternative facilities at high agieg
costs. The resulting exposure to higher cost isvknas the extra expense exposure.

3.2 Liability losses:firms face potential legal liability losses asesult of relationship with many parties,
including suppliers, customers, employees, shadens] and member of the public. The settlements,
judgements, and legal costs associated with Itglsliits can impose substantial losses on firmssiuits
also may harm firms by damaging their reputation) hey may require expenditure to minimize thesos
of this damage.

3.3 Human resourcedosses in firm value due to worker injuries, titifes, death, retirement, and
turnover can be grouped into two categories. Fasta result of contractual commitments and conapyls
benefits, firm often compensate employee (or theneficiaries) for injuries, disabilities, etc. $ad,
worker injuries, disabilities, death, retiremenhdaturnover can cause indirect losses when praatucti
interrupted and employees cannot be replaced withh cost with other employees of the same quality.
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3.4 Losses from external economic force financial category of losses arise from fegtbat are outside
the firm. Losses can arise because of change®iprtbe of inputs and outputs. For example, an itapo
supplier or purchaser can go bankrupt, thus inargasosts or decreasing revenues.

4. Individual Risk Exposures

People are exposed to many types of risks that nmagult in a reduction in their income or wealtred

to death of breadwinner, unemployment, accidentpiry, sickness or disability (Ransom, 2003). One
method of identifying individual/family exposures tisk is to analyze the sources and uses of funtise
present and planned for the future. Potential evémit cause decreases in the availability of fumrds
increases in uses of funds represent risk expasBexsause both physical and financial assets reptes
potential future sources of funds, potential Issseasset values also represent exposures. Jogsaess
risk management consultants can aid in the ideatibn of business risk, individual/family finankia
planners can help identify and then manage persosid. The risk of a drop in earning prior to
retirement due to external economic factors is alsamportant risk facing households. Some public
support in the form of compulsory social insuraand unemployment insurance programme which is often
available in advanced countries is not availablligeria. Also, one of the most important sourcessk

for most individuals and families is from medicadpenses. Another major sources of expense risk is
from personal liability exposures. Individuals das sued and held liable for damages inflicted dreist
The main source of personal liability arise fronvishg an automobile and owning property with potaint
hazards. These risks are typically managed by dsswcontrol and purchasing liability insurance

Retirement often implies a large drop in earnifgscontinue to pay living expenses during retiretnan
individual needs to have saved substantial funds po retirement and / or rely on public progransme
such as social security. The risk associated withrgtirement saving and thus the risk of not hgvin
sufficient on how the assets are invested. Thecehoi assets, (e.g., between stocks, bonds, ahdstate)
is an important risk management division for atlimdual and households. Even after someone hasdet
with  substantial assets, the person faces theofidiking so long all savings are depleted befdeath.
This longevity risk can be managed using annuitiswvever, annuity products can only function wéll i
insurance sector is modernized.

5. Moder nizing the | nsurance Sector

The insurance industry is expected to play an itgmbrole in  annuity components of the new pension
systems and is in fact likely to be one of the nf@neficiaries of pension reform. Adeyele (201Huas
that insurance as a subsystem of economy is crteislistainable development of a nation. However, i
most developing countries the insurance sectorshéiered from major structural problems. A genserall
repressive regulatory framework which impedes cditipe, innovation and efficiency. Both premiums
and new products are subject to vetting and coblyokgulatory agencies that are staffed with bucess
rather than experienced professionals (James atal ¥D99). Koroma (2009) reported in Adeyele (2011
reveals that the statistics on developing cousitéeonomies and standards of living paint pictusés
poor domestic revenue effort, under-capitalizatieamg inappropriate policy design and implementatisn
well as ineffective and inefficient utilization off resources. This results to underperforming ecaies,
acute poverty, and perilous social and politicatemns (Adeyele, 2011).

Because of the imposition of tight controls and #éivsence of reliable data, insurance companiesost m
developing countries have not developed the teahpixpertize for pricing risks and setting reseyvesile
their financial management is inadequate (Jamed/atag 1999). Data on loss experience are noectdid

in any systematic way and life tables are not prigpeonstructed. Thus, to develop and modernize the
insurance sector in Nigeria, radical reforms sti#led be undertaken. These may include restructuring
recapitalizing and consolidating a fragmented sectoening the local market to foreign instituticsrsto
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joint ventures with multinational insurance groupsodernizing insurance regulation, enhancing the
transparency of insurance policies and annuity rectg, and creating an effective insurance regnjato
authority.

Although Nigeria has reformed its insurance secfbhere is still need for insurance regulation arsdon

its preoccupation with premium and product contemsl prescribed investments and to rely on solvency
monitoring and prudent investment policies for emguthe soundness of individual companies and the
protection of policyholders and annuitants.

6. Insurance Products for Hedging I ndividual and Business Risk Exposures

From a societal perspective, the key question 8 hisky activities and risk management by individua
and businesses can best be arranged to minimizettiecost of risk for society. Minimizing the &btcost

of risk for society produces an efficient level idk. By buying insurance products to protect agiain
uncertainty is part of risk management. Consequemnpositioning insurance industry involves
innovativeness in product designs, creating awaepeogrammes about the existing products among the
prospective customers. When these products arghsdar by individuals and businesses, economic
waste resulting from random event will be minimiz&tiere will be need for government to create more
incentives in form of tax reduction for those whatrpnize insurance business. Also, it has beerdribts

a poverty stricken individuals in Nigeria will likefind it difficult to pay for damages inflictednathe third
party. In this respect, some of insurance policisach as public liability, professional liabilitgroduct
liability etc discussed below should be made tokwiar Nigeria as in developed countries. By so doing
development can be sustained through the operafiorsurance system.

6.1 Fire and special peril insurancél'he basic intention of this policy is to providempensation to the
insured person or firm in the event of damage ® phoperty insured (i.e. buildings, stock and pthe
content) (Ransom, 2003). It is not possible, in owrcial world, to issue a policy that will provide
compensation regardless of how the damage ocches.inBurance company have to know which perils
they are insuring against, although it is more camno add specified perils to fire policy so thad tover

is built up to meet the insured’s requirementf)eathan pre-packaged as with household types lafigm
These perils are: storm, tempest or flood; bunsegwi earthquake; aircraft; riot, civil commotionaliious
damage; escape of water; explosion and impact.

6.2 Theft insuranceTheft policy have the same aim as the standarditiisarance policy, in that they
intend to provide compensation to the insured eekient of loss of the property insured. Damaggné¢o
building, provided the insured is responsible fur tost of repair, occurring during theft or attéedptheft

is covered; however, there is usually a limit aggdble to this item (Ransom, 2003). While damage to
property caused by fire was one of the earlier @bwicauses of loss, other people stealing it, oraging
property while trying to steal it followed closehied, and so theft insurance developed in resptmse
this need (Roff, 2004). Whereas fire policies nadiktinguish between different types of stock dejieg
upon its attractiveness to thieves. Specific itemd sums insured will apply to stock dependingten i
attractiveness to the thieves.

6.3 All risks insurance:Uncertainty of loss is not restricted to eventsulgitt about by fire and special
perils, nor is it limited to events occurring on about the insured’s premises (Ransom, 2003). This
realization led to the development of a wider fasincover known as all risks which includes personal
effects, business all risks, good in transit, cactrs’ all risks, and money insurance. The terinrisks’
policy covers ‘accidental loss or destruction ofdamage to the property insured. Therefore, all los
destruction of or damage to the property insuraeésverable provided that it has occurred accalgno

far as the insured is concerned, and providedttigatause is not specifically excluded from thegyol
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6.4 Money insuranceMoney insurance is an important class of insurancgiew of the many street
robberies that take place nowadays (Ransom, 2008)policy provides compensation to the insuretthén
events of money being stolen either from their bess premises, their own home, or while it is being
carried to or from the bank. This cover is extrgmiehportant for the person running a medium sized
business since large sums of money are drawn fiaamksbto meet wages and these can often be the targe
for hold-ups. One important addition to this coveroften the provision of some compensation to
employees who may be insured or have clothing dachdgring robbery.

6.5 Business interruption insuranc&his cover has two dimensions — the maximum amthattneeds to

be insured and the maximum time period that therinption will affect the business. Both of these a
specified in the policy. The indemnity period (tiperiod) is chosen by the insured and is defined by
Ransom (2003) as:

The period beginning with the occurrence and endigater than the maximum indemnity period th&éezaduring which time the
business is affected by the interruption occasidnethe damage. The maximum indemnity period foiclvitompensation is payable
is often twelve months, but may be much longer ddjpg) upon the type of business, specialist machitgpes of customer and so
on.

6.6 Employer liability insuranceWhen an employer is held legally liable to pay dgesato an insured
employee or to the representatives of someonelyfatglired, they can claim against their employers’
liability policy which will provide them with exalstthe same amount that they themselves had topay
The policy will also pay certain expenses suchaag/ér’s fees or doctor’s charges where an injuedgn
has been medically examined. The intention is suenthat the employer does not  suffer finangidlily

is compensated for any money they may have to pagspect of a claim. The policy is restricted to
damages payable in respect of injury and doespyy avhere property of an employee is damaged.

6.7 Public liability insurancemember of a public may suffer injury or damagehteirt property due to the
activities of someone else, and public liabilitgunance have been designed to provide compendation
those who may have to pay damages and legal costsuth injuries, or for the damage to property.
Ransom (2003) notes that it is useful to think gbublic liability policy as being an ‘open’ policgs
opposed to a ‘specific’ policy. An employers’ lilityi policy is a specific policy in that it relatég injury to
employee; likewise, products liability and professl indemnity policies are specific, the formdatiag

to defective product and the latter covering prsifasal negligencelhe public liability policy is an ‘open’
policy in that, instead of the scope of cover beipgcifiedby insured perils, it is defined by the exclusion
of specific perilsPublic liability insurance is designed to compeesat insured in respect of claims for
legal liability from members of the public or conmies who may suffer due to their negligence or tfat
their employees. Cover is provided for damages as wetloatss and expenses incurred in the event of a
claim for injury or for damage to property. Partanutypes of policy are available for each typeisk.

6.7.1 Business risk policy — every business orgdiois is exposed to the risk of incurring legabiliy
due to its operations. The public may be in contdth the firm in its offices or the firm may be dhe
premises of others, in the street or on variowsssithe policy will indemnify the insured for liitles
thus incurred.

6.7.2 Product liability- an exception on most business public liabilityigies is liability arising out of
goods sold. This is a very onerous liability ané ¢mat insurers prefer to deal with separatelg. person is
injured by any product that they purchase (foodstigl example) and they can show that the sedlein
some cases the manufacturer, was to blame theg saateed in a claim for damages.

6.7.3 Professional liability- another exception on the basic public liabilisy liability arising out of
professional negligence. This covers professioeabpfe’s liability for injury, damage or financiadds to
clients or the public as a result of breach of @sefonal duty, or negligent acts, errors or omissia their
professional capacity. An example might be an imsce broker giving advice on insurance coverage to
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client on fire insurance for their factory, gettitige business from the client and then simply ftingg to
place that cover. If the factory burns down, thekier has cearly been negligent, the client hassedfloss
as a result of this and the broker would be ligblpay damages. Professional indemnity cover enihed
to provide insurance against the possibility ofingwo pay these damages (which in this case doeilthe
value of the fire loss costs).

7. Conclusion

This study examined a variety of possible polides alleviating potential economic losses, inclgin
hedging mechanisms against possible losses afigimgbusiness and individual risk exposures, amerot
non-formal forms of insurance to hedge against tis&lso revealed that financial risk manageméfered

by insurance companies will enhance good physisikl control due to the conditions and terms of
contracts imposed on the insured by the insutewill also reduce moral hazard of the insured éllw
designed.

Managing risk is almost never the responsibilityaofone individual within a business enterprisee Th
varied nature of risk types and impacts typicalgm@nds that many people work collaboratively
(American Academy of Actuaries, 2009) to identifypderstand, quantify, and manage risk. Similarly,
developing a framework for managing the numerous dimerse financial risks a business faces usually
requires the varied perspectives of all the pradesds within or consulting with the business wHaypa
significant role in the risk management processkR an intrinsic part of doing business in adta of
businesses, as firms must be willing to take oaimadmount of risk in order to provide the mostueato
shareholders. Management must decide whether tdngseance or captive insurance to deal with the
identified risks whichever is economical.

In order to make insurance industry viable to malodevelopment, government at the centre should
strengthen the industry to reduced or managed iohai and business risks for sustainable developme
in Nigeria. If we are careful about how we trea #mvironment and if we are aware of our weaknemses
vulnerabilities to existing hazards, then we c@ketmeasures to make sure that hazards do nointorn
disasters. Risk modelling can also be used in aegarding financial risk. This has worked sucagbsf

for some big firms. However, the current finanaiasis is a convincing evidence that, although risddels

are useful tools, risk management is much more fhahmodels. Risk models must be embedded in
appropriate risk governance and entity-wide riskura. This includes a clearly defined and commatad

risk appetite for the entity, clear roles and resililities for risk and corresponding limits oskitaking,
complemented with stress and scenario testing. iibeelling assumptions and their results need to be
transparent, understood and regularly debated byageanent and regulators (International Actuarial
Assaociation, 2009).

Conclusively, the governing body of a insuranceustdy has the ultimate responsibility and accouititpab
for performance of the industry and should functioran oversight capacity. The governing body stioul
approve overall business strategies and risk mamagieand control policies of insurance companied, a
perform independent evaluations to ensure compiaamz continuing suitability of established strageg
and policies. It can be seen that insurance nigtfanilitates economic transactions through risknsfer
and indemnification but is also promote financigkermediation. By this means, insurance indusaty ¢
be used to promote financial stability, mobilizevzings, facilitate trade and commerce, and complémen
government security programs.
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