
 



 
 
 
 



 

 
 
 

CHARTERED INSURANCE INSTITUTE OF NIGERIA 
 

ADVANCED DIPLOMA 
 

APRIL 2019 EXAMINATION PAPER 
 
 

 
 
 
All answers are to be written on the answer booklet(s) supplied in accordance 
with the following instructions: 

 Three hours are allowed for this paper. 
 

 Fill in the information requested on the answer booklet and on form B. 
 

 Handle the answer form with care do not write notes on it.   
 

 Do not write on the question paper. 
 

 The answer booklet should be handed over personally by you to the 
invigilator before you leave the Examination Hall.  Failure to do this may 
result in your paper not being assessed and marked. 

 

 Insert your candidates number as given on your admission permit and 
any other particulars required on the cover and flap of the answer 
booklet. 
 

 

 Ensure that you write the full and correct candidate’s number. 
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INSTRUCTIONS TO CANDIDATES 

 
Three hours are allowed for this paper.  
 
You should answer all questions in Part I, the compulsory question in Part II 
and three out of the five questions in Part III. 
 
The paper carries a total of 200 marks distributed as follows: 
Part I  8 Compulsory Questions  48 marks 
Part II  1 Compulsory Question  50 marks 
Part III 3 Optional Questions  102 marks. 
You are advised to spend not more than 45 minutes on Part I and strongly 
advised to attempt ALL the required questions to score maximum possible 
marks. 
 
Where a question is split into parts (a), (b), etc, marks for each part are only 
shown if they are split unevenly between the parts and you should spend your 
time in accordance with the allocation. 
In attempting the questions, you may find it helpful in some places to make 
rough notes in the answer booklet.  If you do this, you must cross through these 
notes before you hand in the booklet.  
 
A formular sheet will be issued for use with this paper. 
 
It is important to show each step in any calculation, even if you have used a 
calculator. 
 
Answer each question on a new page.  If a question has more than one part 
leave several lines blank after each part. 
 

 
 
 
 
  



Summarized Report  
 

Pass Rate:   13% 

Highest Score:  65%  

Lowest Score:   4%  

Average Score:  35% 

Breakdown Updates  
 

Question 1 

Most candidates did not understand the generic meaning of risk. They gave various definitions 

of risks. However, almost all the candidates understood physical and moral hazards and this 

enabled more than half of them to score more than half of the marks obtainable. 
 

Question 2  

Majority of the candidates did not understand the question. They were all defining rather than 

establishing the relationship between the statistical terms of mean, median and mode. Only a 

handful of the candidates could explain what unimodal distribution meant.  
 

Question 3  

The part “a” of this question was not properly answered by most candidates. Their explanation 

of “normal distribution” was not satisfactory enough. The “b” part of the question was well 

answered by majority of the students. Less than average pass marks were scored.   
 

Question 4  

Part “a” of this question was understood and well answered by most of the candidates. 

However, part “b” of the question was poorly answered.  
 

Question 5  

Candidates found section “b” of this question a bit difficult to distinguish between 

underwriting authority and binding authority, However, over 50% of the candidates performed 

well.   
 

Question 6  

This is a straightforward question, although compulsory, but about 35% of the candidates 

avoided it completely. Over 75% of those who attempted it scored above the average pass 

mark. 
 

Question 7 

The question was heavily avoided by candidates. For those who attempted it, performance was 

woeful, which indicates that they did not understand the question. Overall performance was 

very poor.  
 

Question 8 

The question was well attempted by candidates but the depth of their answers were 

disappointing. Overall performance was very poor.  
 

 

 



Question 9 

Many of the candidates perceived that the question 9 is all about calculation and/or selected 

data hence their seeming unpreparedness and wrong mindset. Those who managed to answer 

the question had average pass-mark. The question was straightforward and considered cheap 

for every candidate to be able to answer, but this was not so.  

 

Question 10 

The candidates that attempted this question did not show good understanding of the import 

of the question which is UK Industry related, hence very low marks were earned in its respect 

there-of.   

 

Question 11 

The combination of question here is technically industry related and on risk management 

(related). Over 80% of the candidates who attempted this question passed it with high scores 

while less than 20% did not provide correct answers.  

 

Question 12 

The question was a very popular one among the candidates although less than 50% of those 

who attempted it performed well as they adopted a casual attitude towards it.  

 

Question 13 

Most candidates could not properly explain the term regression and its uses. However, the 

statistical calculations were well presented and answered by them, which shows their 

understanding of the question. 

 

Question 14 

About a quarter of the total candidates answered this question and they all performed well. A 

good number of them almost scored the full marks.  

 

Chief Examiner’s Comments on Overall Performance:  

The overall performance of the entire candidates is very low. Less than 20% scored pass 

marks.    

 

Chief Examiner’s Suggestions on Improvement:  

This is a compulsory course and as such, candidates must be examined on this 

course and they should adequately prepare and ensure that they cover the course 

book, legislation, regulations, guidelines, market agreements, e.t.c. (refer to covering 

page 2 above). 

 

 

 

 

 

 

 

 

 



A510  
Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

 

1. a) State four (4) generic meanings of a risk in insurance    (4 marks)   

    b) Distinguish between physical and moral hazards    (2 marks) 

Solution 

a)  The four generic meanings of risk in insurance:  

(i) Risk as the main cause of an undesired outcome 

(ii) Risk as the object (i.e. the subject matter of insurance) 

(iii) Risk as the probability of an undesired event taken place 

(iv) Taking a risk by not putting in place what a reasonable man.   
 (1 mark for each correctly stated point. Maximum of 4 to be graded. Total: 4 marks).   

b) Physical hazards has to do with the physical feature(s) or characteristic(s) of the risk, while 

moral hazard relates to the attitude of the insured.  
(1 mark for each correctly stated distinguishing point. Total: 2 marks).   

 

2. a) Write out the empirical relationship between the mean, median and mode.  (4 marks) 

    b) What is a unimodal distribution?      (2 marks) 

Solution 

a) Mean – Mode = 3 (Mean – Median)      (4 marks) 

b) A unimodal distribution is a distribution where a single mode exists.   (2 marks) 

 

3. a) Outline 3 methods of data presentation.     (3 marks)  

    b) What is relative frequency?       (3 marks) 

Solution: 

a) The methods of data presentation are:  

(i) Pictogram 

(ii) Tables 

(iii) Charts/diagrams 

(iv) Graphs. 
(1 mark each for any correctly stated method)  

b) Relative frequency is the ratio of the frequency of a particular class limit to that of the 

total frequency of the whole data given. (i.e. the frequency of a class divided by the total sum 

of all the frequencies).  Furthermore, relative frequency is usually expressed as a percentage.  
(1½ marks for any correctly stated point. Maximum of 2 pints to be graded. Total: 3 marks)  

 

4. a) What do you understand by “normal distribution”?    (2 marks) 

    b) Outline four characteristics of a normal distribution.    (4 marks) 

Solution 

(a) A normal distribution is a continuous probability distribution which can assume any value. 
        (2 marks) 

(b) Characteristics of a normal distribution are: 

 It is a continuous distribution 

 The mean () lies at a point under the peak of the curve 

 It is symmetrical (ie has both the two tails or sides exactly alike) 



 In some specific areas under curve, there lie certain standard deviations above and 

below the mean (). 

 The two tails of the curve do not touch the horizontal axis theoretically. 

 The mean () is zero, while the standard deviation () is one for a standard normal 

distribution. 

 It is bell shape 

 The area under the normal distribution graph 
(1 mark each for any correctly stated characteristic. Maximum of 4 characteristics to be graded. Total: 4 

marks) 

 

5) a) What is underwriting?        (2 marks) 

    b) Distinguish between “underwriting authority” and “binding authority”.   (4 marks) 

Solution 

a) Underwriting is a process of determining whether or not the risk proposed for insurance 

should be accepted, and if it is to be accepted at what premium rates, terms & conditions. 
(2 marks for correct and full definition)  

b) “Underwriting Authority” is the level of authority granted by an insurance company within 

certain predefined limits to the insurance intermediaries (such as the insurance brokers) to 

be involved in the underwriting process. It may equally be granted by the reinsurer to the 

insurance companies and reinsurance broking firms. While “Binding Authority” gives the 

direct brokers and reinsurance brokers the authority to accept risks on behalf of the 

insurer/reinsurer and place the risks accepted with them.       
(2 marks for each correct and full definition. Total: 4 marks) 

 

6) a) Define facultative reinsurance.        (2 marks) 

    b) Outline two advantages and two disadvantages of a facultative reinsurance over the 

treaty reinsurance.         (4 marks)  

Solution 

a) Facultative reinsurance is the placement and acceptance of business on an individual basis 

depending on its merit. Therefore, in a facultative reinsurance, there is no obligation on both 

the direct office and reinsurance company to place nor accept the risk being placed. 
(2 marks for correct and full definition) 

b) Advantages of facultative reinsurance over the treaty: 

– It is the last resort once the treaty capacity is fully exhausted. 

– It is specifically designed for hazardous risks. 

– It is highly flexible in the sense it could be put in place for any risk. 

– No binding obligation on both parties   
   (1 mark for each correctly stated advantage. Total: 2 marks)  

Disadvantages of facultative reinsurance over the treaty  

– It is very cumbersome in administration 

– Acceptance is not automatic 

– Possibility of leakages in vital information to competitors 

– Possibility of loss of goodwill    
  (1 mark for each correctly stated advantage. Total: 2 marks) 

 

7. Outline six sampling techniques in quantitative analysis.  

Solution 

The following are sampling techniques in quantitative analysis:  



i) Random Sampling 

ii) Stratified Random Sampling 

iii) Systematic Sampling 

iv) Cluster Sampling 

v) Double Sampling  

vi) Expert Sampling 

vii) Purposive Sampling  

viii) Convenience Sampling 

ix) Quota Sampling  
(1 mark for each correctly stated technique. Maximum of 6 to be graded. Total: 6 marks) 

 

8. Describe the following in relation to risk analysis: 

(i) Risk Identification 

(ii) Risk Description 

(iii) Risk Estimation?  

Solution  

(i) Risk Identification: This is a systematic way of identifying all the activities that 

may expose the organization to various risks. 

(ii) Risk Description: This is the explicit description of all the risks identified under 

the risk identification stage in a way that would be readily understood by all the 

stakeholders 

(iii) Risk Estimation: These are the estimates both in terms of quantitative & 

qualitative values (i.e. frequency of occurrence and impact level) to the organization. 

Usually in risk estimation, criteria such as H – M – L (H – stands for High; M – stands 

for Medium or Middle and L – stands for Low) may be employed in describing the 

estimate values or attributes. 
(2 marks each for correctly explained term. Total: 6 marks)  

 

Part II (compulsory Question. This Question Carries 50 marks)  

9. a) Mention the four (4) stages involved in the registration for insurance and 

reinsurance companies in the Nigeria Industry Market space.   (10 marks) 

    b) What do you understand by the term “probability”?   (2 marks) 

    c) A pair of dice is tossed.  

i) Draw the sample space.       (9 marks) 

         ii) What is the probability that the sum of the two dice which appeared is eleven?  
(3 marks) 

 iii) What is the probability that both dice showed the same number? (3 marks) 

 iv) What is the probability that the sum of both dice gives a sum of at least nine? 
(3 marks) 

   d) A fair coin is tossed four times. You are required to: 

        (i) Construct a sample space for the four tosses of the coin.          (10 marks) 

        (ii) List out all the possible outcomes of the experiment.          (8 marks) 

        (iii) What is the probability of obtaining at least two heads?          (4 marks) 

        (iv) What is the probability of more heads than tails?                                   (4 marks) 

 

Solution 



a) The four (4) stages involved in the registration for insurance and reinsurance companies in 

the Nigeria Industry Market space are:  

 Preliminary Stage  

 Application Stage  

 Verification Stage  

 Registration Stage  

(2½ marks for each correctly stated stage. Total: 10 marks)  
b) The Probability of an event (E) occurring may be defined as the ratio of the number of 

times event (E) can occur to the total number of possible outcomes.  

 

Thus, P(E) = Number of times event E can occur 

                    Total number of possible outcomes    

 

In other words, the probability of any event is obtained by dividing the number of time(s) 

that the event can occur with the total number of possible outcomes. Probability ranges 

from 0 to 1. 
(2 marks for stating the correct formula. 1 mark for any correctly stated “other point. Total: 3 marks) 

 

c) A pair of dice is tossed.  The construction of the sample space table is as shown below: 

 

 1 2 3 4 5 6 

1 11 12 13 14 15 16 

2 21 22 23 24 25 26 

3 31 32 33 34 35 36 

4 41 42 43 44 45 45 

5 51 52 53 54 55 56 

6 61 62 63 64 65 66 

(1/4 for each correct sample point. Total:  9 marks) 

(i)  

 1 2 3 4 5 6 

1 11 12 13 14 15 16 

2 21 22 23 24 25 26 

3 31 32 33 34 35 36 

4 41 42 43 44 45 45 

5 51 52 53 54 55 56 

6 61 62 63 64 65 66 

Probability that the sum of the two dice which appeared is eleven = 2/36 (2 marks) 

(ii)  

 

Probability that both dice showed the same number= 6/36    (2 marks) 

 

 1 2 3 4 5 6 

1 11 12 13 14 15 16 

2 21 22 23 24 25 26 

3 31 32 33 34 35 36 

4 41 42 43 44 45 45 

5 51 52 53 54 55 56 

6 61 62 63 64 65 66 



(iii)  

 1 2 3 4 5 6 

1 11 12 13 14 15 16 

2 21 22 23 24 25 26 

3 31 32 33 34 35 36 

4 41 42 43 44 45 45 

5 51 52 53 54 55 56 

6 61 62 63 64 65 66 

Probability that the sum of the two dice is at least nine = 10/36   (2 marks) 

 

  d) A fair coin is tossed four times. You are required to: 

(i) Construct a sample space for the four tosses of the coin. 

 

         H   

     

       H 

         T  

     H    H 

       T   

   H      T 

       H  H 

     T    T 

       T  H 

         T 

       H  H 

     H    T 

       T  H 

   T      T 

       H  H 

     T    T 

       T  H 

         T 

 
(2½ marks for each correctly shown horizontal space/diagram. Total: 10 marks.) 

(ii) List out all the possible outcomes of the experiment, say X,. 

{X} = {HHHH, HHHT, HHTH, HHTT, HTHH, HTHT, HTTH, HTTT, THHH, THHT, THTH, THTT, 

TTHH, TTHT, TTTH, TTTT}        (1/2 marks each. 

Total: 8 marks) 

 

(iii) P (of obtaining at least two heads) = 11/16 = 0.6875.    (2 marks) 

  

(iv) P (of obtaining at more heads than tails) = 5/16 = 0.3125.   (2 marks) 

 

Part III (Answer Three out of Five Questions. Each Question Carries 34 marks)  

 

10)  a) Write short note on FSA       (5 marks) 

b) Describe the four (4) FSA’s statutory objectives    (16 marks) 



c) Mention five roles of the FSA       (10 marks) 

d) Outline three implications of risk-based regulation.   (3 marks) 

Solution  

a) The FSA is an independent, non-governmental body, which is given powers by the FSMA. 

It officially assumed its full role of single regulator for the UK financial services industry in 

2001. It is now the single statutory regulator responsible for regulating banking, deposit-

taking, insurance, mortgage lending, friendly societies and investment business as well as 

intermediaries selling financial products. The FSA is funded by a levy on regulated firms. 

  
(2 ½ marks for any correctly stated point. Maximum of 2 points to be graded. Total: 5 marks) 

 

b) The four (4) statutory objectives of FSA are:  

(i) Maintaining confidence in the UK financial system –  It achieves this by supervising 

exchanges, settlement houses and other market infrastructure providers, and conducting 

market surveillance and transaction monitoring.  

 

(ii) Promoting public understanding of the financial system – It works to help consumers 

obtain the knowledge, aptitude and skills necessary to become informed consumers, so that 

they can manage their financial affairs more effectively. 

 

(iii) Securing the appropriate degree of protection for consumers – Authorizing only 

those firms and individuals that satisfy the necessary criteria to engage in a regulated 

activity. And once authorized, the FSA requires firms and individuals to comply with the rules 

and requirements, as laid down in the FSA Handbook. 

 

(iv) Reducing financial crime – Work focuses on three main types of financial crime; money 

laundry, fraud and dishonesty and market misconduct, such as insider dealing. 
(2 marks for stating the main objective. 1 mark each for each correct explanation/description under each 

main point. Maximum of 2 points should be graded under each point. Sub-Total: 4 points. Total: 16 

marks)  

 

c) The roles are:  

i) Set the rules, via its Handbook, Sourcebooks and other guidance 

(ii) Authorizes firms and individuals to operate within the regulated markets 

(iii) Monitors the external environment for threats to its strategic objectives 

(iv) Monitors the markets and regulated firms operating within those markets 

(v) Responds to changes, threats or other developments by amending its rules 

(vi Acts to prevent or resolve failures, problems or breaches of its rules 
(2½ marks each for any correctly stated role. Maximum of 4 to be graded. Total: 10 marks) 

 

d) Three implications of risk based regulation are that:  

(i) It influences the nature of the regulation itself 

(ii) It affects the way in which the regulator conducts itself and how it looks at firms 

(iii) It is embedded throughout the regulations themselves. 
(1 mark each for any correctly stated implication. Maximum of 3 to be graded. Total: 3 marks) 

     

11)  a) What is a Proposal Form?       (6 marks)  



b) Describe five (5) ways through which a proposal may be made by the proposer to 

the insurance companies.        (20 

marks)  

c) Distinguish between “actual and perceived risks”.     (8 marks) 

  

Solution 

a) A proposal form may be defined as a pre-designed form which is used to elicit all 

vital information relating to the risks proposed for insurance. This vital information is 

referred to as the material facts.  

 

Though, in practice the contents and wordings of the proposal form vary from an 

insurance company to the other, but the main objective is the same, and which is to 

elicit all the information supplied by the proposer with a view to determining whether 

or not to accept the risk proposed for insurance and if it would be accepted, at what 

premium rate, terms and conditions.  
(2 marks for any correctly stated point. Maximum of 3 points to be graded. Total: 6 marks)  

 

b) The five ways through which a proposal may be made by the insured to the insurance 

companies 

– through completion of the hard copy of the proposal form 

– through telephone calls 

– via a broker  

– via a broker slip (Lloyd’s market) 

– via the internet   
(2 marks for stating the way; 1 mark for making valid point/description of the way stated. Maximum of 2 

points to be graded under each stated way. Sub-Total per way = 4 marks. Total: 20 marks)   

 

c) Actual risks are those risks we can directly observe, especially through physical 

counting of the current or past events relating to them. Examples are the number of 

motor accidents, theft cases, fire incidents and number of death claims say over the 

last 3 underwriting years.  Since these events have actually taken place and are 

observable, we may thus refer to them as “real or observable risk”.  
(1 mark for every correctly stated point. Maximum of 4 points to be graded. Total: 4 marks)  

 

while Perceived risks are risks as being perceived by individual persons. They are 

generally influenced by the following characteristics: 

– Familiarity 

– Level of Control 

– Personal or societal consequences 

– Frequency and severity of the risky event  
(1 mark for every correctly stated point. Maximum of 4 points to be graded. Total: 4 marks)  

 

12)  The data below was obtained from the Chartered Insurance Institute of Nigeria in 

respect of marks scored by candidates in one of the Institute’s examinations for 1998 April 

Diet: 

 

Marks Frequencie

s 



1 –10 6 

11 – 20 9 

21 – 30 3 

31 – 40 8 

41 – 50 30 

51 – 60 9 

61 – 70 16 

71 – 80 4 

81 – 90 10 

91 – 100 5 

Find the:  

a) mean 

b) mean deviation 

c) standard deviation and  

d) co-efficient of variation.        (34 marks) 

 

SOLUTION  

 

Class 

Limits 

F Class mid 

points (X) 

fX /X – X/ f/X – X/ fX2 

1 – 10 6 5.5 33 5.5 – 50.8 

=  45.3 

271.8  181.5 

11 – 20 9 15.5 139.5 15.5 – 50.8 

= 35.3   

317.7  2,162.25 

21 – 30 3 25.5 76.5 25.5 – 50.8 

= 25.3  

 75.9  1,950.75 

31 – 40 8 35.5 284 35.5 – 50.8 

=  15.3 

122.4  10,082 

41 – 50 30 45.5 1,365 45.5 – 50.8 

=  5.3 

159  62,107.50 

51 – 60 9 55.5 499.5 55.5 – 50.8 

= 4.7 

42.3 27,722.25 

61 – 70 16 65.5 1,048 65.5 – 50.8 

= 14.7 

235.2 68,644 

71 – 80  4 75.5 302 75.5 – 50.8 

= 24.7 

98.8 22,801 

81 – 90  10 85.5 855 85.5 – 50.8 

= 34.7 

347 73,102.5 

91 – 100 5 95.5 477.5 95.5 – 50.8 

= 44.7 

223.5 45,601.25 

 100  5,080  1,893.6 314,355.00 

 
(1/4 marks for each correct figure in the table above. Total: 15 marks) 

 

a) Mean = EfX/Ef = 5,080/100 = 50.8       (4 

marks) 



b) Mean Deviation = 1,893.6/100 = 18.936     (5 marks) 

c) Standard Deviation = 314,355.00 – (5,080)2 

                                                        100               100 

 

                                            = 3,143.55 – (50.8)2  =  3,143.55 – 2,580.64  

        = 562.91 = 23.73     (5 marks)

  

 

d) Coefficient of variation = Standard Deviation/Mean X 100% 

       = 23.73/50.8 X 100% = 46.71% approximately (5 marks) 

13)  (a) What is regression? 

(b) Outline any three uses of regression. 

(c)  

X Y 

100 80 

140 87 

150 90 

110 85 

122 86 

82 57 

148 88 

170 110 

145 89 

115 83 

  (i) Draw a Scatter diagram for the above data 

(ii) Determine the regression line of y on x. 

Solution 

(a) Regression may be defined as the relationship which exists between two or more 

variables. This relationship may have to do with a change or changes which may occur to one 

of the variables as a result of a change or changes in the other variable.  
(2½ marks for the each correctly stated point. Maximum of 2 points to be graded. Total: 5 marks) 

 

(b) Three uses of regression are –  

i) It is used to determine the relationship which may exist between two or more 

variables. 

ii) It is used to improve our knowledge on the variable of interest. 

iii) It is used for estimation and prediction. 
        (2 marks for the each correctly stated use. Maximum of 3 points to be graded. Total: 6 marks) 

(c)  



 
          (5 marks)  
    

(d) Let the regression line of y on x be represented by the2 

y = a+bx      (1 mark) 

 where y = 
∑ 𝑦

𝑛
−

𝑏 ∑ 𝑥

𝑛
      (1½ marks) 

 

 and b =  n∑ 𝑋𝑌 − ∑ 𝑋 ∑ 𝑌    (1½ marks) 

     N∑ 𝑋² − (∑ 𝑋)²  

X Y XY XY2 

 

100 80   8000 10,000 

140 87 12,180 19,600 

150 90 13,500 22,500 

110 85   9,350 12,100 

122 86 10,492 14,884 

82 57   4,674   6,724 

148 88 13,024 21,904 

170 110 18,700 28,900 

145 89 12,905 21,025 

115 83   9,545 13,225 

1,282 855 112,370 170,862 

 (½ mark for each bolded entry above. Total: 11 marks)  

 

b = 10 (112,370) – (1,282)(855) 

   10 (170,862) – (1,282)2 

= 1,123,700 – 1,096,110 = 27,590 = 0.4238  (1 mark) 

      1,708,620 – 1,643,524 

  a = 855    - 0.4238 (1,282) = 85.5 -54.33  = 31.17  (1 mark) 

         10   10 

 

Therefore, the regression line, y = 3.17 + 0.4238x  (1 mark) 
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14) Explain any reasons why insurance companies prefer to have a financial rating by the 

rating agencies.         (15 marks)  

b) Outline the procedures or stages involved in the rating process between the insurance 

company and rating agency.        (16 marks)  

c) Mention any three (3) options available to insurance companies in case of shortfall 

regarding their regulatory capital?       (3 marks)  

Solution 

a) Insurance companies prefer to have a financial rating by rating agencies because:  

 it demonstrate to policyholders that a third party has measured the likelihood 

of the insurance company being able to meet their financial 

obligations/commitments 

 it allows for financial strength comparisons among different insurance 

companies 

 Brokers and clients can decide on their risk appetite by choosing the financial 

rating that they prefer for their insurance carriers. 

 it allows for premium differentiation among the insurance companies, where 

by an extremely strong companies charge higher premium than a low rated 

company  

 it is another means of determining whether an insurance company is solvent 

or insolvent  
(3 marks for each correctly stated point. Maximum of 5 points to be graded. Total: 15 

marks)  

b) The procedures or stages involved in the rating process between the insurance 

company and rating agency are:  

 the insurance company meets the agency and signs a contract 

 at least two analysts spend a day with the senior executives to understand the 

insurance company’s business  

 an exhaustive analysis is undertaken over the next five weeks and may require 

answers to further questions 

 the lead analyst will then recommend a rating to a committee of eight 

analysts who then debate the methods and reasoning  

 the committee will vote on the rating  

 the insurance company is then told of the rating and can either accept it or 

appeal and the committee re-sits  

 once agreed the rating agency issues a press release  

 the rating agency will then monitor the insurance company and carry out an 

annual review. 
(2 marks for each correctly stated procedure. Total: 16 marks)     

c) The options available to insurance companies in case of shortfall regarding their 

regulatory capital are:  

 issuing new shares in a limited liability company  

 borrowing  

 switching out of assets  

 reducing the volume of business written, particularly in lines which generate a 

high capital requirement  

 purchasing reinsurance 
(1 mark for any correctly stated option. Maximum of 3 options to be graded. Total: 3 

marks) 
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Summarized Report  
 

Pass Rate:   23% 

Highest Score:  60%  

Lowest Score:   6%  

Average Score:  33% 

Breakdown Updates  
 

Question 1 

A straight forward question in comparison; perhaps unexpected.  
 

Question 2  

Average score was recorded here probably because the question was clear/straight forward.  
 

Question 3  

Most candidates scored poor grades which was unexpected on this question as it was a 

“textbook” question.  
 

Question 4  

A textbook question, yet scores were poor. Candidates need to expect the unexpected in an 

examination.  
 

Question 5  

A familiar question but candidates still did not score appreciably good grades.  
 

Question 6  

A popular question hence above average performances.  
 

Question 7 

Appreciable impact as popular question.  
 

Question 8 

Good impact as the understanding of fire policy and its reach is central to the teachings of 

insurance. I am very happy that I succeeded in getting the result/feedback that was expected 

because any one in insurance, must be familiar with fire cover.  
 

Question 9 

(i) and (ii) – candidates demonstrated fair knowledge  

(b) candidates demonstrated very poor understanding as most of them answered the 

questions with the fair knowledge of the term “Estoppel” but could not connect it with 

partnership.  

(c) candidates had a good attempt with good examples  

(d) it was a popular question as the Industry had experienced acquisitions/mergers so the 

candidates could relate the question to their experiences.  

 

Question 10 

Popular question and good attempts on the (a) part; while the (b) part had most candidates 

run away from it.  



Question 11 

A popular question therefore the attempt was good for the (a) part; the (b) part was not as 

popular as it was discovered that franchise is not too popular unlike excess as they hardly 

experience it in practice.  

 

Question 12 

Very few candidates attempted this question and majority of those who did lack in-depth 

understanding.  

 

Question 13 

Popular question as it has been examined in several examinations.  

 

Question 14 

A neglected part of the textbook; therefore, attempts on it was poor.  

 

Chief Examiner’s Comments on Overall Performance 

By far, my overall satisfaction lies on the feedback received on question number 8 i.e. water 

damage under standard fire. I also expected a positive feedback on question number 10(b) 

i.e. duty of disclosure, but did not get it. The feedback is that despite the fact that it is 

something they experience every day; they lack the understanding of it.  

 

Chief Examiner’s Suggestions on Improvement:  

We need to continue to examine the understanding of candidates on “live or practical 

questions”. They also need to understand that success in Part II of the paper determines the 

overall success in the paper.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Part I 

Answer ALL questions in Part I. Each question carries six (6) marks. 
 

1. Compare the jurisdiction of Queen’s Bench Division with Family Division of the High 

Court.  

Solution  

The Queen’s Bench of the High Court deals with civil actions arising out of common 

law liability mainly actions in contract and in tort. However within the Queen’s Bench 

division are special courts e.g Admiralty Court which deals with issues like collision at 

sea and salvage claims and commercial courts which specializes in hearing 

commercial cases.  

While, Family Division as the name suggests deals with all matters relating with legal 

implications of family life in particular it deals with  

 dissolution of marriage  

 presumption of death  

 matters relating to legitimacy and validity of marriage claims. 
(1½ points for any correctly stated point. Maximum of 2 points to be graded under each term. 

Sub-Total: 3 marks. Grand Total: 6 marks) 

 

2. Name any four (4) contracts which must be in writing.           

Solution  

The contracts that must be in writing include:  

 Bills of Exchange  

 Cheques and promissory notes  

 Transfer of shares in registered companies  

 Hire purchase transactions  

 Contracts of marine Insurance  

 Contracts for the sale of land. 
(1½ marks for each correctly named contract. Total: 6 marks)  

      

3. Explain the concept of “Intelligibility” in contracts. 

Solution  

The concept of “intelligibility” in contracts infers that any written term in a contract 

must be drafted in plain, intelligible language and that any term which fails in 

this regard is to be construed in favor of the customer.  
(2 marks for the bolded points. Total: 6 marks) 

 

4. What is Rectification? 

Solution  

Rectification is the act that takes place where the parties put their intentions 

together in a contract and an error is made in the recording of such agreement, 

thereafter the court may at its discretion rectify the agreement to make it reflect the 

true intentions of the parties accurately. However, the mistake must be that of both 

parties and rectification is not available where the written document reflects the prior 

agreement of both parties, it cannot be corrected on the ground that the agreement 

itself was based on some mistake the court can only rectify documents not contracts.  
(2 marks each for every correctly stated point. Maximum of 3 points to be graded. Total: 6 marks) 

 



5. Distinguish a Constructive Trust from a Resulting Trust. 

Solution  

Constructive Trust refers to situations where the court will rule that a trust exists 

where even there was clearly no intentions to create a trust, this usually arises where 

a person who is a trustee derives some benefits from the position which he holds 

even if he intended to hold this benefit for himself, the court will rule that it must be 

held by him on behalf of the beneficiary. While, Resulting Trust is where a settler 

transfers property on trust which fails (i.e. they cannot be applied as intended) in 

which do not exhaust the whole of his interest for example; if he gives property in a 

trust to be invested with a direction to pay N100,000.00 a year out of the income to a 

beneficiary and in some years the income exceeds N100,000.00 there is said to be a 

resulting trust of the surplus for the settler himself. 
(1½ marks each for any correctly stated explanation. Maximum of 2 of such explanation to be 

graded per term. Sub-Total per term: 3 marks. Grand Total: 6 marks) 

 

6. Define innocent misinterpretation and state the remedies.  

Solution 

Innocent Misrepresentation is a false statement which the maker honestly believes to 

be true.          (3 marks) 

The remedies are:  

 Rescission        (1 mark) 

 Damages       (1 mark) 

 Refusal of Further Performance.     (1 mark) 

 

7. State the remedies for breach of utmost good faith. 

Solution 

The remedies for breach of utmost good faith are:   

 the aggrieved party can avoid the contract by either repudiating the contract 

abinitio or avoiding liability for an individual claim. 

 the aggrieved party can sue for damages if concealment or fraudulent 

misrepresentation is involved. 

 The aggrieved party could waive these rights and allow the contract to carry 

on unhindered. 

 However the aggrieved party must exercise his option within a reasonable 

time of discovery of the breach or it will be assumed that he has decided to 

waive his rights. 
(2 marks each for every correctly stated point. Maximum of 3 points to be graded. Total: 6 

marks) 

 

8. Under a standard fire policy, what is the position of property which is insured under a 

fire policy but damaged by water used to extinguish the fire? State a decided and 

supporting case to justify your position.  

Solution 

Under the standard fire policy any further damages to the subject matter due to 

attempt to minimize a loss which has already occurred is covered therefore water 

damage to the property in the course of extinguishing the fire is covered.  Johnson v 

West of Scotland Ins(1828).             (3 marks for the position; 3 marks for the decided case) 

 



Part II 

Compulsory Question. This Question Carries 50 Marks.   

 

1. a. According to Section 6, 6.1.0 – 6.1.4 of the Market Conduct and Business Practice 

Guidelines issued by NAICOM,   

i) who is a “promoter”?        (4 marks)   

ii) mention any three (3) documents required to be submitted by a “promoter” to 

NAICOM at the preliminary stage of application.     (6 marks) 

 

b. Explain the term ‘partner by estoppel.’                                             (5 marks) 

c. Explain the duty of confidentiality and state the situations where this duty can be set aside.                                                 
          (15 marks) 

d. What is a take-over? Distinguish it from management buyout.   (20 marks) 

 

Solution  

a) i) A “promoter” is the applicant making a request to get approval from 

NAICOM to operate as either an insurance company or a reinsurance company 

in the Nigeria Insurance market space.    (1 mark for each correctly 

stated/bolded point. Total: 4marks) 

ii) The following are the documents  

(a) letter of intent  

(b) profile of directors 

(c) current CV of the proposed CEO  

(d) sworn declaration of non-disqualification of the proposed directors  

(e) proposed company name  

(f) draft memorandum of association of the proposed company  

(g) draft articles of association of the proposed company  

(h) evidence of financial soundness of the shareholders supported by sworn 

affidavit confirming such  

(i) evidence of confirmation (clean bill of health) from the primary regulator and 

approval by the regulator (where necessary)  

(j) holding company structure and funding – where applicable  

(k) class of insurance to be transacted (whether general, life or reinsurance)  

(2 marks for each correctly stated document. Maximum of 3 to be graded. Total: 6 marks) 

 

(b) Partner by Estoppel is a term for a person who expressly or by implication 

represents himself or knowingly allows himself to be represented as a partner in a 

particular firm. Such a person will be liable as a partner to anyone who acting on such 

representation had a given credit to the firm.  
(2½ marks each for every correctly stated point. Maximum of 2 points to be graded. Total: 5 

marks) 

 



(c) Certain professionals like solicitors, accountants, medical practitioners, e.t.c are 

under a duty to keep confidential to them the affairs of their clients. This 

confidentiality requirement also   extend to their staff members.    

(2½ marks each for the two points above. Total: 5 marks) 

 

However, the duty can be overridden or set aside in the following situations. 

 where a court orders certain matters to be disclosed  (5 marks)  

 where a warrant permits a police officer to seize confidential documents.  
(5 marks) 

 

(d) A take-over is the acquisition by one company of the whole or a significant 

proportion of the share capital of one or more other companies. The consideration 

involved maybe the issue of shares in the acquiring company or payment of cash or a 

combination of both. Whereas a management buy-out occurs where directors of a 

company basically buy out the majority shares in that company. This could happen 

where the management of an ailing company believes that with turn around skills the 

company could be revived and set on a path of profitability e.g. a director who has a 

controlling amount of shares may perhaps have been frustrating expansion into new 

markets.  

(5 marks each for every correctly stated point. Maximum of two correct points per term. Sub-Total: 10 

marks. Grand Total: 20 marks) 

 

Part III. 

Answer Three (3) of the Following Five (5) Questions. Each Question Carried 34marks  

 

10. a. What is “non est factum”? State the situations where it can be pleaded.  (20 marks)      

b. What is the position of duty of disclosure at renewal in  

 i. Long term business.                        (6 marks) 

ii. Other business.                                (8 marks) 

Solution  

a) Non est factum is a defense available to a signer of document that the document which 

he signed was not his “deed”. This could arise where the signer of the document is an 

illiterate or the documents were not properly explained to him. However, in an age of high 

literacy the defense through exists but its application is extremely restricted.  
(5 marks for the definition. 5 marks for any additional correctly stated point. Total: 10 marks) 

It can be pleaded in the following situations:  

 where the signer has no real understanding of the document because of defective 

education, illness or innate capacity  

 where there is a fundamental difference between the document actually signed and 

the one which the signer believed it to be  

 where the signer can show that he was not careless in signing the document.  
(5 marks for each correctly stated situation. Maximum of 2 of such to be graded. Total: 10 marks) 

 

 b)  Position of Duty of Disclosure in Long Term Business: in these type (e.g. life assurance 

and permanent health), the insurer is obliged to accept the renewal premium if the 

assured wishes to continue and there is no duty of disclosure operating at renewal. 
   (2 marks for each bolded phrase above. Total: 6 marks) 

 



c) Other Business: renewal requires the assent of the insurer, therefore the original duty of 

disclosure is revived the facts which applies at renewal must be disclosed (PIM V Reid 

(1843)). 
(4 marks for each bolded phrase above. Total: 8 marks) 

 

11. a. What are the five (5) implied terms in the Sale of Goods Act 1979     (25 marks) 

      b. Define a franchise, giving one example.      (9 marks) 

Solution  

 

The implied terms in the “Sale of Goods Act 1979” are that:  

 in the contract of sale, the seller has a right to sell the goods 

 where goods are sold by description, there is an implied condition that the goods will 

correspond with the description 

 when goods are sold in the course of business, there is an implied condition that the 

goods are of satisfactory quality  

 where the buyer makes known the purpose for which he requires the goods, an 

implied condition exists that they are reasonably fit for that purpose 

 where goods are sold by sample, there are implied conditions that the bulk will 

correspond with the sample and that the buyer will have a reasonable opportunity to 

compare the bulk and the sample. 
(5 marks for each correctly stated condition. Total: 25 marks) 

 

b) A franchise is a fixed minimum amount of adjusted loss that must be incurred 

amount before insurance coverage applies and is agreed to be paid by the insured in 

the event of a claim. Once the amount of franchise is exceeded, the insurers pay the 

whole of the loss, including the value of the franchise. If the amount is not reached, the 

insurer will not pay any amount on the claim, rather, the insured bears the whole loss. 

   
(2 marks for each bolded phrase above. Total: 6 marks)  

 

An example is if a policy has a franchise of N50,000 and a claim occurs for N50,000 the 

insured receives nothing but however, if the claim is N75,000 and the franchise is N50,000 

the insured receives the full amount as the franchise limit has been excluded.  
 (3 marks)  

 

 

12. How can the legal presumption of an implied agency in favour of a wife be rebutted. 
           10 marks for the general position.  24 marks for the rebuttal.                                     

Solution  

The legal presumption of an implied agency in favour of a wife means that an agency is 

implied in favor of a wife living with her husband, whereby she is entitled to pledge her 

husband’s credit for the purchase of necessaries suitable to their style of living. This implied 

agency really relates to the so called housekeeper’s allowance among other necessaries 

required in the home. It is often described for a husband who wishes to remove his wife’s 

implied agency to give public notice of such intention for example by notification in the local 

press. 
(2½ marks for every correctly stated point. Maximum of 4 points to be graded. Total: 10 marks) 



The legal presumption of an implied agency in favor of the wife can be rebutted by 

proving that:  

 Express warning to the supplier to discontinue the supply of goods on credit to the 

wife. 

 The wife was already adequately supplied with the goods  

 The wife had an adequate cash allowance to cover necessaries without the need for 

credit  

 The wife had been expressly prohibited from pledging the husband’s credit  
(8 marks for every correctly stated rebuttal point. Maximum of 3 points to be graded. Total: 

24marks) 

 

13. a. Explain the concept of insurable interest in the relationship between the mortgagee 

and mortgagor.                                                                                                      

(20marks)  

b. Explain the doctrine of estoppel and give a decided case to support this explanation.  
14marks  

Solution  

a) The concept of insurable interest in the relationship between the mortgagee and 

mortgagor is explained as follows:  

 Mortgage is common in home purchase situations where they involve the building 

society (mortgagee/ creditor) and the purchase (mortgagor/ loanee).  

 The mortgagor/loanee is the owner of the house and so his interest will be 

prejudiced if the property is damaged.  

 Consequently, he is required to insure the house while the mortgagee/ creditor 

would also suffer to the extent of the loan advanced as credit in the event of any 

damage to the property and so would also suffer financial loss.  

 The normal practice in mortgage is for the mortgagee to insist as part of the 

conditions attached to the loan that the mortgagor should issue the property in the 

joint names of both parties. 

 Therefore, from the above, both of them have insurable interest as stated above.  
(5 marks for each correctly stated point. Maximum of 4 points to be graded. Total: 20 marks)  

b) Estoppel is a doctrine of equity which refers to situation where one party makes a 

representation to the other party and that other party relies on the representation to shift or 

alter his position (3½ marks). The principle of estoppel says it will be unjust and unfair for that 

party who made representation to withdraw this representation and say that the state of 

affairs no longer exists (3½ marks).   

 

A decided case is that of Murfit V Royal 1922 (4 marks) where the agent had no authority to 

issue cover, but the company had satisfied his ultra vires action on two previous occasions. 

(1½ marks). This led the insured to think that the agent had authority to issue cover and the 

insured would have been prejudiced if this in fact was not the case (1½ marks). (Grand 

Total: 14 marks)   

 

14. What are the four (4) remedies available to a principal who discovers his agent has 

accepted a bribe?                (10 

marks)  

b. What is trading partnership? Explain any five (5) powers available to this set of partners.  
(24 marks) 



a) The four (4) remedies available to a principal who discovers his agent has accepted a bribe 

are as follows:   

 the principal can recover the bribe from the agent. 

 the principal can dismiss the agent without notice or commission. 

 the principal can sue the agent and third party for conspiracy to defraud where 

appropriate  

 the principal can exercise the rights to set aside the contract made with the third 

party. 
(2½ marks for each correctly stated remedy. Total: 10 marks) 

 

b) Trading partnership is one which the business of the firm involves buying and selling 

goods on its own account.        (4 marks)  

The partners in a trading partnership has the following powers; power to:  

 

 sell goods or personal chattels of the firm  

 purchase on account of the firm goods necessary for usually employed in the 

business  

 receive payment of debts due to the firm and give valid receipts  

 engage or dismiss employees unless the other partners’ object  

 insure the firm’s goods  

 employ a solicitor to defend the firm  

 make accept or issue negotiable instruments  

 borrow money on credit for the firm  

 pledge personal property of the firm or deposit title documents of land so as to 

create equitable mortgage. 
(2 marks each for mentioning any of the above powers. 2 marks each for any correct explanation under 

each power. Sub-Total per power = 3½ marks. Maximum of 5 to be graded. Total: 20 marks.) 
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A530 
Summarized Report  
 

Pass Rate:   49% 

Highest Score:  74% 

Lowest Score:    5%  

Average Score:  52% 

Breakdown Updates  
 

Question 1 

The question was a basic economic one. It was attempted by close to 100% of the candidates 

and they scored above average pass mark. 
 

Question 2  

This question was attempted by all the candidates and they demonstrated a good 

understanding of it. They also scored above the average pass mark on it.  
 

Question 3  

Although this question was compulsory, close to 40% of the candidates avoided it. The 

question was not well understood by the candidates and majority of those who attempted it 

scored below the average pass mark.  
 

Question 4  

This question is straightforward and popular amongst the candidates. Over 95% attempted it 

and over 85% scored above the average pass mark.  
 

Question 5  

Close to 100% of the candidates attempted this question but close to 90% kept 

repeating/mentioning “hire purchase” as a means of raising funds, which is not correct. 

However, over 85% scored above the pass mark.  
 

Question 6  

This was a straightforward question which was attempted by majority of the candidates but 

less than 50% of those who attempted it scored above the average pass mark. Candidates 

were not prepared for such a question.  
 

Question 7 

This question was well attempted by majority of the candidates. Over 50% of those who 

attempted it scored above the average pass mark.  
 

Question 8 

This question is a good one for candidates of economics and international business practice. 

However, majority of the candidates demonstrated poor understanding while few scored 

above the pass mark.  
 

Question 9 

Over 60% gave satisfactory answers to all parts of the question and scored above the average 

pass park. It was also a compulsory question.  



Question 10 

This was a popular managerial question (delegation) which was well attempted by over 65% 

of all the candidates. Majority (i.e. 80%) of those who attempted the question scored above 

the pass mark.  

 

Question 11 

This question was well attempted by over 50% of all the examination candidates. Over 50% 

scored below the average pass mark.  

 

Question 12 

The question was in four parts, which could have been better framed. This notwithstanding, 

majority of the candidates scored above the average pass mark.  

 

Question 13 

The question dwelled mainly on terms and meanings of abbreviations. Close to 50% of the 

candidates attempted the question and scored above the average pass mark.  

 

Question 14 

Close to 50% of the candidates attempted this question. Majority showed good understanding 

and scored pass mark.  

 

Chief Examiner’s Comments on Overall Performance:  

Overall, the performance was above average. The percentage of successful candidates will be 

over 50%.  

 

Chief Examiner’s Suggestions on Improvement:  

Candidates need more knowledge in international business practices and economic 

management.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

 

1. State three (3) characteristics each of the following:  

(a) Free Market Economy  

(b) Mixed Economy.  

Solution 

(a) Free Market Economy 

- Private Ownership 

- Entrepreneurs 

- Pricing Decisions are decentralized 

(b) Mixed Economy 

 - Natural Monopolies 

 - Private sector driven by profit 

 - A public sector exists for the less well-off 
(1 mark for each correctly stated characteristic. Maximum of 3 to be graded on each term. Total: 6 marks) 

 

2. Mention four (4) barriers to entry that a new insurance company might experience.  

Solution  

A new insurer may experience the following barriers: 

 The capital costs needed to meet solvency requirements 

 The marketing costs of launching the company and any brand 

 The sunk costs – hiring staff, buildings, equipment e.t.c. 

 The legal barrier of needing the correct licences to transact business 

 Raising the money required (fund) and deposits before operations and returns of 80% 

(2 marks for each correctly stated barrier. Maximum of 3 to be graded on each term. Total: 6 marks) 

 

3. Distinguish between public goods and merit goods.  

 

Solution  

Public goods are provided by the state since it is impossible for the market place to provide 

them (e.g a defence policy) (3 marks) while merit goods are those for which the profit is difficult 

to measure or establish, so entrepreneurs would under provide if they were left to the free 

market (e.g. education) (3 marks). 

 

4. Give two (2) reasons why motivated employees are vital assets for an insurance 

company.  

Solution  

The reasons why motivated employees are vital assets for an insurance company are that they: 

- tend to be more productive and thereby reduce unit production cost. 

- produce quality product that increases the profitability of the company  

- put stability to the most important factor of production – human resource 

- customer may feel the motivation and increase patronage through referrals  

- protects other non-human assets of the company  

-  reduce labour related rifts and give good image to the company.  

 



(3 marks for any correctly and fully stated reason. Maximum of 2 to be graded. Total: 6 marks) 

 

5. List six (6) ways in which a public liability company can raise funds.  

 

Solution  

A public liability company can raise funds through:  

 Long-term loans 

 Debentures 

 Share capital 

 Retained profit 

 Selling fixed assets 

 Selling off surplus stock 

 Encouraging debtors to pay 

(1 mark for each correctly stated way. Maximum of 6 to be graded. Total: 6 marks) 

 

6. Give six (6) examples of the types of market research information that can be 

produced from an insurance company’s database.   

Solution  

Some examples of the type of information that can be generated from an insurance company’s 

database are: 

 geographical distribution of customer 

 information on sales by product, region, brokers e.t.c. 

 success or otherwise of pricing and promotion strategies 

 effectiveness of sources of business 

 profitable make markets 

 targeted and segmented client types 

 geodemographic data 

(1 mark for each correctly stated way. Maximum of 6 to be graded. Total: 6 marks) 

 

7. State the importance of the following in a set of published financial statements of an 

insurance firm: 

(a) a profit and loss account  

(b) a balance sheet  

(c) a revenue account.  

 

Solution  

(i) The profit and loss account works out the total profit or loss made by the company. 

(ii) The balance sheet shows the company’s assets, liabilities and if applicable, 

shareholders’ fund. 

(iii) The revenue account works out the underwriting results. 
(2 marks for each correctly stated importance. Maximum of 1 per term to be graded. Total: 6 marks) 

 

8. State three (3) advantages of the European Single Currency (the Euro), which can also 

be applicable (when available) to the African Union proposed Single Currency.  

Solution  

The advantages of the European Single Currency (the Euro), which can also be applicable 

(when available) to the African Union proposed Single Currency are: 



i. Settlement of cross- border accounts is faster 

ii.  Investment opportunities in the capital markets are easier to calculate. 

iii. Prices are more transparent, allowing competitors. 

iv. Economic borders are split across countries as they are all tied into each other’s 

performance.  
(2 marks for each correctly stated advantage. Maximum of 3 to be graded. Total: 6 marks) 

 

Part II 

Compulsory Question. 

This question carries 50 marks. 

9(a) According to Section 6, 6.1.0 – 6.1.4 of the Market Conduct and Business Practice 

Guidelines issued by NAICOM, 

i. who is a “promoter”?        (4 marks) 

ii. mention any three (3) documents required to be submitted by a “promoter” 

to NAICOM at the preliminary stage of application.    (6 marks) 

(b) List and discuss fully the factors of production in relation to the insurance 

industry         (32 marks)  

(c) List four (4) phases of an I.T. project     (4 marks)  

(d) What are the four (4) main stages in the budgeting process?  (4 marks)  

 

Solution 

a) i) A “promoter” is the applicant making a request to get approval from NAICOM to 

operate as either an insurance company or a reinsurance company in the Nigeria 

Insurance market space.       
(1 mark for each correctly stated/bolded point. Total: 4marks) 

ii) The following are the documents  

a) letter of intent  

b) profile of directors 

c) current CV of the proposed CEO  

d) sworn declaration of non-disqualification of the proposed directors  

e) proposed company name  

f) draft memorandum of association of the proposed company  

g) draft articles of association of the proposed company  

h) evidence of financial soundness of the shareholders supported by sworn affidavit 

confirming such  

i) evidence of confirmation (clean bill of health) from the primary regulator and 

approval by the regulator (where necessary)  

j) holding company structure and funding – where applicable  

k) class of insurance to be transacted (whether general, life or reinsurance)  

(2 marks for each correctly stated document. Maximum of 3 to be graded. Total: 6 marks) 

 

b) The factors of productions in relation to the Insurance Industry are: 

 Land 

 Labour 

 Capital 

 Entrepreneurship 



i. Land  

This includes everything that is usually referred to as natural resources, includes the 

other resources provided by nature that may be needed to produce a particular 

product or service. 

 

For the insurance industry, the only land required is the physical spaces to build an 

office block.  This can be very expensive as insurance companies are usually located in 

control business area where land prices are high. 

 

As technology progress insurance companies may operate virtual offices – i.e. staff 

working from homes and using virtual offices/centres. 

 

ii. Labour   

To produce goods and service, the economy requires a workforce.  the amount of 

labour an economy has at its disposal is dependent on the following factors: 

 

 - the size of the population 

 - the proportion of the population that are of working age 

 - the number of those of working age who wish to work. 

 

 Insurance is labour intensive. The industry requires a high skilled professionals in 

underwriting and brothering (i.e. underwriters and brokers) to assess the risk to make 

informed judgement.  This homes from years of experience and expertise to make best 

business decisions on the field. 

 

 Labour costs may have to be controlled to get a competitive advantage because wages 

constitute a high percentage of the total costs of the industry. 

 

iii. Capital 

This consists of anything used in the production process that is manmade.  It could be 

machinery, tools computers or even roads.  The more capital that is used to the 

production process, the more can be produced. 

 

In insurance, finance is required to purchase the following capital items: 

- an office block 

- computers 

- fixtures and fittings, vehicles etc 

 

iv. Entrepreneurship 

Land, labour and capital all cost money.  Entrepreneurs are individual who obtain initial 

finance required to set up the business.  They then organise production, coordinating 

the use of land, labour and capital within the production process so that output from 

a given resource impart is maximised. 

  

An entrepreneur is both a manager and financier.  To succeed, they must take risks 

with their own capital and with the capital of investors in the business. They must 



predict about the future of the business.  Resources must be carried out on new 

products in the market. 

 

For the insurance industry, syndicates can be formed with individuals and organisations 

to provide the needed finances to run the companies.  Boards of the companies 

appoint managers to run the businesses. 
(2 marks for each correctly stated factor of production. 3 marks for any correctly stated point 

under each factor of production. Maximum of 2 points to be graded for each stated factor. Sub-

Total per Factor: 8 marks. Grand Total: 34 marks) 

 

c. The phases of an IT project are: 

 - Business audit 

 - Feasibility study 

 - System analysis 

 - Design 

 - Development 

 - Testing 

 - Maintenance 
(1 mark for each correctly stated phase. Maximum of 4 stated phases to be graded. Total: 4 marks)  

 

d. The four (4) main stages in the budgeting process are: 

 - identify the objective 

 - determine policies to achieve the objectives 

 - prepare and obtain approval for budgets 

- revise strategies in the light of budget variance to achieve objective. 
(1 mark for each correctly stated stage. Total: 4 marks) 

 

Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

10 ( a) Define the term “delegation of authority”     (5 marks) 

(b) State the circumstances under which delegation of authority becomes 

necessary.        (6 marks) 

(c) State three (3) advantages and three (3) disadvantages of delegation.   
(18 marks) 

(d) Explain what you understand by “separation of ownership and control” in an 

insurance industry.        (5 marks) 

 

Solution  

a. Delegation of authority is the process by which firms pass decision-making power 

down the hierarchy from managers to staff. It involves giving subordinates the right to 

make decisions without having to check with someone else first.  The authority to make 

this particular decision now lies with the subordinate and not the manager. 
(3 marks for the main definitely. 1 mark for each explanation given there-after. Maximum of 2 points 

should be graded. Total: 5 marks) 

 

b. Delegation of authority becomes necessary when: 

- an organisation becomes too large for one person to oversee every aspect of 

its work. 



- a task requires the expertise of more than one person. 
(3 marks for the any correctly stated reason. Total: 5 marks) 

c. Advantages of Delegation 

 i. Empowerment – staff are empowered to grow on their work. 

ii. Managerial decisions – staff take part in the decision making of the 

organisation.    

iii. Employee motivation- It gives the staff opportunity to be motivated and come 

up with improved productivity or better production. 

iv. The staff are well coordinated. 
(3 marks for the any correctly stated advantage. Maximum of 3 advantages to be graded. Total: 9 marks)  

 

Disadvantages of Delegation 

i. Training Costs – The period of observation of the employees training on the 

job can be measured in terms of list output.  

ii. Mistakes – This is likely to happen to an employee who has just want a new 

skill before he could be proficient on the new job skill.  The mistake would prove 

to be an expensive one. 

iii. Status – Some middle managers may be hostile towards a program of 

delegation and empowerment because they see it as threat to their own status 

within the organisation.  This may lead to the negative impact on the managers 

morale and motivation. 

iv. Consistency – Delegation gives subordinates the power to make decisions that 

affect their own working lives.  However, when faced with different situation, 

employers react in different ways.  This lack of consistency can lead to customer 

confusion and dissatisfaction.   
(3 marks for the any correctly stated advantage. Maximum of 3 advantages to be graded. Total: 9 marks)  

 

d. “Separation of ownership and control” in an insurance industry can be explained 

to be such that in small insurance businesses, the owner is usually also the manager. 

However, in large organisations, owners and managers are usually different people.  A 

public limited company, the company, is owned by the shareholders and managed by 

salaried employees.   
(2½ marks for each correctly stated point. Maximum of 1 point to be graded under each term. Total: 5 

marks)  

 

11. (a) Explain briefly what is meant by unethical behavior in the insurance 

industry.         (6 marks) 

(b) List ten (10) behaviors that constitute unethical behavior in the insurance 

industry.        (20 marks) 

(c) Proffer eight (8) ways of preventing unethical behavior in the insurance 

industry.         (8 marks) 

Solution  

a. Unethical behaviour in the insurance industry can be explained as careless or irregular 

act, misrepresentation, falsification of records/information, or instrument aimed at 

deracinating or gaining value advantages OR an illegal or inacceptable behaviour by 

somebody in a professional or official position. 
(3 marks for the any correctly stated point. Maximum of 2 points to be graded. Total: 6 marks)  

 



b. The following constitute unethical behavior in the insurance industry:  

 Diversion of insurance premium 

 Alteration of official documents 

 Destruction of official documents 

 Fraud and forgeries 

 Connivance 

 Disclosure of confidential matters 

 Inside abuse 

 Breach of code of ethics 

 Lack of transparency in transactions 

 Abuse of official position 

 Underwriting of official rates 

 Lack of level playing field for operators 

 Failure to pay claims as at when due e.t.c. 

(2 marks each for any correctly stated unacceptable behavior. Maximum of 10 of such to be graded. Total: 

20 marks)  

 

c. Some ways of preventing unethical behaviors in the insurance industry are:  

 Motivation of staff by way of good remuneration 

 Training and retraining of staff 

 Reward for good performance 

 Enforcement of code of ethics 

 Adequate punishments for offenders 

 More purposeful inspection by the regulars’ e.g NAICOM, Federal Ministry of 

Finance. 

 Regulator to work hand-in-hand with operators 

 Proper orientation on the job 

 Improve moral values of the society 

 Government policies to be in line with environmental realities 

 Advocacy by the Institute on the vision and mission of the Institute. 
(1 mark each for any correctly stated way. Maximum of 8 of such to be graded. Total: 8 marks)  

 

12 (a) State the typical financial objectives of:  

i. small businesses  

ii.  charities  

iii. public limited companies  

iv. government departments.     (12 marks) 

(b) Mention the four (4) main stages in a budgeting process.   (16 marks) 

(c) For what purpose do the following groups need information about an 

organization:  

  i. management  

ii. shareholders       

iii. insurance companies?      (3 marks) 

 (d) Explain the three (3) types of profit usually analysed in an insurance 

company’s profit and loss account.     (3 marks) 

Solution  

a. The typical financial objectives of 



 i. Small Businesses is: to generate what the owner considers to be a  

reasonable income for themselves. 

 ii. Charities is to generate on sufficient inflow of money to finance the charity’s  

  intended activities.   

 iii. Public Limited Companies is to generate profits that will satisfy  

shareholders. 

 iv. Government Departments is to generate sufficient cash inflow to pay for  

their costs, and to achieve return on capital prescribed by the government to 

provide the services demanded by government by spending no more than 

allowed in the budget. 
(3 marks each for any correctly stated objective. Total: 12 marks)  

 

b. The four main stages in budgeting are: 

 i. Identify objectives 

 ii. Determine policies to achieve objectives 

 iii. Prepare and obtain approval for budgets 

iv. Revise strategies in the light of budget variance to achieve objectives. 
(4 marks each for any correctly stated objective. Total: 16 marks) 

 

c. The following are the purpose for which the stated groups below need financial 

information about an organization:  

 i. Management:  to see whether the organisation meets its objectives. 

 ii. Shareholders: to see whether the organisation is performing in what they  

consider to be a satisfactory way. 

 iii. Insurance Companies: to check the adequacy of sums insured to verify  

claims, to assess the suitability of a company as an investment. 
(1 mark each for any correctly stated purpose. Total: 3 marks) 

 

d. The three (3) types of profits usually analysed in an insurance company’s profit and loss 

account are:  

 - Gross profit: which centres around the sales and cost of sales 

 - Operating profit: which is the gross profit less operating expenses 

 - Net profit: which is the operating profit less tax and exceptional items.  
(½ mark for each correctly stated profit. ½ mark for the brief explanation. Sub-Total: 1 mark per 

stated profit. Total: 3 marks)  

 

13. (a) Give the full meaning of the following abbreviations:  

  i. EDI 

  ii.  WIN 

  iii.  www. 

  iv. LIMNET 

  v. WAN   

  vi. RINET        (12 marks) 

(b) Explain the abbreviations/terms:   

  i. EDI 

  ii. WIN        (4 marks) 

(c) Mention four (4) benefits each of EDI and WIN,   (12 marks) 

(d) List three (3) advantages of e-commerce for the customer.   (6 marks) 



Solution  

a. The full meaning of the following abbreviations is:  

 i. EDI:   Electronic Data Interchange 

 ii. WIN:   World Insurance Network   

 iii. www:  World Wide Web 

 iv. LIMNET: London Insurance Market Network 

 v. WAN:  Wide Area Network 

vi. RINET:  Reinsurance and Insurance Network 
(2 marks for each correctly stated meaning. Total: 12 marks) 

 

b.  

i. EDI involves the direct transfer of business data between the computer 

applications of two or more trading partners e.g. a broker and an insurer. 

ii. WIN – is a joint venture between the worlds three largest brokers i.e. Marsh, 

Aon and Willis. Members with WIN are able to send and receive secured e-mails 

via their computer network.  It also provides a directory of insurance industry 

contact names and help desk. 
(2 marks for each correctly explained meaning. Total: 4 marks) 

 

c. The benefits of 

 EDI include 

 - Increased speed of processing 

 - Increased accuracy (no error in re-keying data) 

 - Reduced administrative costs (since there is no human activity 

involved). 

 - Improved customer service (due to all of the above). 
(3 marks each for each correctly stated benefit. Maximum of 2 to be graded. Sub-Total: 6 marks) 

 

 WIN include 

 - Cost savings in the long run 

 - An efficient way to transact messages 

 - Security 

- It provides a common platform to combine with the organisations’ existing 

systems.  
(3 marks each for each correctly stated benefit. Maximum of 2 to be graded. Sub-Total: 6 marks) 

Grand Total: 12 marks. 

 

d. The advantages of e-commerce for the customer are: 

- Offers cheaper insurance 

- Saves time in purchasing insurance 

- Allows comparisons of premium level. 

- Supports a chosen brand image 

- Improves understanding of insurance. 
(2 marks each for each correctly stated advantage. Maximum of 3 to be graded. Total: 6 marks) 

 

14 (a)  Outline the reasons for analyzing a company’s performance/accounts.  
           (10 marks) 

(b) Explain five (5) most widely used insurance ratios   (10 marks) 



(c) Distinguish between profitability and productivity    (6 marks) 

(d) State two importance of liquidity for the financial wellbeing of an insurance 

company.         (8 marks) 

Solution  

a. The reasons for analyzing a company’s performance/accounts are to:  

 i. Find out whether a company’s performance meets certain targets. 

ii. Compare the present performance of a company with its performance in 

previews years. 

iii. Compare the performance of a company with that of other companies. 

iv. Compare the performance of difference activities of a company 

v. Decide whether or not to buy shares in a given company. 
(2½ marks each for each correctly reason. Maximum of 4 to be graded. Total: 10 marks) 

 

b. Most widely use insurance ratios are: 

 

 i. the claims ratio  =   claims      x 100  

              premium 

 ii. the expenses ratio   =   expense  x 100 

                   premium 

 iii. the commissions ratio  = commissions x 100 

         premiums 

 iv. the combined ( or operating) ratio 

   = claims + commissions + expense  x 100 

      Premium 

 v. the solvency margin 

   = shareholders’ funds   x 100 

          Premiums 

 vi. the return on shareholders’ funds 

  = profit attributable to shareholders x 100 

   Shareholders’ fund 
(1 mark each for correctly stated ratio. 1 mark for correct explanation/formula. Sub-Total: 2 marks. Grand 

Total: 10 marks)  

 

c. Profitability compares inputs and outputs in money terms (e.g profits of Nx; profit = 

y% of shareholders’ funds) while on the other hand productivity compares inputs and 

outputs directly (e.g out per man – hour). 
(3 marks for each correctly stated point. 1 point per term. Total: 6 marks) 

 

d. The importance of liquidity for the financial wellbeing of an insurance company are 

that:  

- it enables the company to have enough cash to pay creditors at the right time 

- if its liquidity is insufficient, it may not be able to pay its bills on time, which may lead 

to its being declared insolvent. 
(4 marks for each correctly stated importance. 1 point per term. Total: 8 marks) 
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A655 

Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

1. Name three (3) areas in which an organization can be damaged?  

Solution 

An organization can be damaged in any of the areas stated below:  

 damages to people in the organization  

 damages to the assets owned by the organisation and assets belonging to others for 

which it has responsibility 

 lack of confidence in the business and value of the brand name 

 litigation costs 

 absence of operational ability to continue to manage the organisation effectively 

(2 marks per correctly stated point. Maximum of 3 to be graded. Total: 6 marks) 

 

2. Outline any four (4) perils that are covered under a standard “fire and special perils 

insurance” contract.  

Solution 

The perils covered under a standard “fire and special perils insurance” contract are:  

 Fire and lightening 

 Riot and strike 

 Malicious damage 

 Explosion 

 Earthquake 

 Storm, tempest and flood 

 Bursting and overflowing of water pipes, tanks and apparatus  
(1½ marks for each correctly stated peril. Maximum of 4 to be graded. Total: 6 marks) 

 

3. Mention any six (6) of the ten principles of business continuity as established by the 

Business Continuity Institute.  

Solution 

The principles of business continuity as established by the Business Continuity Institute are:  

i) Project initiation and management 

ii) Risk evaluation and control 

iii) Business impact analysis 

iv) Developing strategies 

v) Emergency response and operations 

vi) Awareness and training  

vii) Maintaining and exercising business continuity plans 

viii) Public relations and crisis coordination 

ix) Coordination with public authorities 

x) Developing and implementing business continuity plans. 
(1 mark for each correctly stated principle. Maximum of 6 to be graded. Total: 6 marks) 

 

 

 

 



4. (a) What is dependency modelling?     (2 marks) 

(b) Mention any four (4) fundamental objectives of risk analysis.  (4 marks) 

Solution 

a) A dependency modelling is a type of modelling which looks backwards from what needs 

to be achieved at the key dependencies. It takes a view of how (and to what extent) any 

scenario, or a combination of scenarios will divert the organization from achieving their 

objectives.          (2 marks) 

  

b) The fundamental objectives of risk analysis are:  

i) identify and measure risk 

ii) compare the risks that are carried against the risk levels that are acceptable to the 

organization 

iii) assist in presenting risk concepts clearly and in a consistent style 

iv) support decision taking about spending and other actions that may be needed to 

reduce the risk to an acceptable level 

v) asses both the operational effectiveness, and the cost effectiveness, of any existing 

risk management measures that are in place. 

vi) encourage good decisions about any contingency planning that may be needed. 
(2 marks for each correctly objective. Maximum of 4 to be graded. Total: 4 marks) 

 

5. In meeting up with her deliverables, NAICOM ensures that the vision to maintain a 

safe and sound insurance industry is not jeopardized. This is achieved by ensuring 

that some risk management goals are achieved by the regulator. Mention any six (6) 

of these goals.  

Solution 

NAICOM ensures that the vision to maintain a safe and sound insurance industry is 

not jeopardized by ensuring the following:  

 safety and soundness of Insurance Institutions 

 stability of insurance sector 

 protection of policyholders and third parties covered by insurance contracts 

 optimal development of the Nigerian insurance market 

 public trust and confidence in the insurance system 

 effectiveness in use of resources and 

 compliance with relevant laws 
(1 mark for each correct answer. Maximum of 6 to be graded. Total: 6 marks) 

 

6. Outline three (3) main ways in which the risks to an organization can change as time 

unfolds.  

Solution 

Three (3) main ways in which the risks to an organization can change as time unfolds are:  

i) An external exposure to that organization. 

ii) An entirely new internal exposure may emerge 

iii) The organization itself may change from management to staff composition.  
(2 marks for each correctly stated point. Total: 6 marks)  

 

 

 



7. What can a fault tree achieve? 

Solution  

The fault three can do two things: 

 It can look at flow chart from the point of view of risk and begin to assess the 

chances of that supply chain being broken; and 

 It can look at risk within a process or piece of machinery and take a view on 

the potential for damage. 

(3 marks each for correctly stated point. Maximum of two to be graded. Total: 6 marks) 

 

8. Explain the importance of Health and Safety (first aid) Regulation to the Risk 

Manager.  

Solution: 

The importance of Health and Safety (First Aid) Regulation to the Risk Manager are 

that it provides: 

 Regulation covering need for keeping first aid 

 What first aid in office/workplace should contain 

 Who should administer first aid and rules guiding same 

 What and types of drugs that are not part of fist aid are mentioned 

(2 marks for every correctly stated point. Maximum of 3 points to be graded. Total: 6 marks) 

 

Part II 

Compulsory Question. 

This question carries 50 marks. 

9. (a) What is the full meaning of NIA? Enumerate any four (4) roles of the 

body.          (10 marks) 

(b) A Risk Manager will consider some factors when assessing the potential 

consequences of an accident on his organisation. State the four (4) factors.
         (8 marks) 

(c) Discuss how the adoption of alternative risk transfer mechanisms is different 

from Insurance and how it could be beneficial to the organisation. (20 marks) 

(d) The Chief Risk Officers and Legal Practitioners are aware that risks could be 

transferred through contracts with others. Discuss the dangers associated with 

this method of managing risks.      (12 marks) 

Solution  

a) Nigeria Insurers Association.        (2 marks) 

Some of the roles are:  

 to protect, promote, and advance the common interest of insurers  

 to advise members on any action by government or any authority in connection with 

any legislation or policy  

 to advise or consult with the government regarding any act by it or its agencies with 

regard to any matter relating to insurance  

 to guide and assist members in complying with any statute, regulation and 

government directive relating generally to the insurance business  

 to create better understanding of insurance by all sections of the community  

 to maintain constant dialogue with other trade associations  



 to consult, co-operate with any individual, association within or outside Nigeria 

having objectives similar to those of the Association  

 to promote cordial relationship among members  
(2 marks for any correctly stated role. Maximum of 4 roles to be graded. Total: 8 marks) 

Solution: 

b) A Risk Manager will consider some factors when assessing the potential consequences of 

an accident on his organisation. These could be any of the points below which the 

candidates are expected to state and justify:  

 Injury or Loss of Life 

 Monetary Loss 

 Lost Time and  

 The Survival of Organisation 

(4 marks for each correctly stated and justified point (i.e. 2 marks for mentioning; 2 marks for the 

justification on the mentioned point). Maximum of 2 points to be graded. Total: 8 marks) 

 

c. Alternative risk transfer refers to a range of instruments that enable an organisation to 

transfer financial risk to a professional risk carrier, other than by way of a conventional 

insurance contract. The professional risk carriers in this case are the capital markets, rather 

than the insurance and reinsurance markets.      (4 marks)  

 

The candidates should be able to give reasons why organisations have started the movement 

into these areas for transfers of very high value catastrophe risks. Some of these are: 

 a recent string of very high catastrophe losses has exposed the inability of insurance 

industry to respond adequately. 

 consequently, catastrophe capacity is at times not fully available, leading to widely 

fluctuating prices. 

 the spread and scale of the capital markets means that catastrophe exposures can be 

spread over a wider capital source, instead of solely within the insurance and 

reinsurance markets.      

(2 marks for each correctly stated point. Maximum of 2 points to be graded. Total: 4 marks) 

 

Candidates are then expected to develop the following “alternative risk transfer” mechanisms 

in detail: 

1. Derivatives 

2. Catastrophe Bonds 

3. Catastrophe Risk Exchange 

4. Loans 

5. Put Options  

(3 marks on each correctly stated point (1 mark for mentioning the mechanism; 2 marks for the 

detailed explanation). Maximum of 4 points to be graded. Total: 12 marks) 

 

d. The candidate is expected to discuss the following points as it relates to the danger 

associated with the method of transferring risks through transfer vide contracts with others:  



 The other contracting party may include the cost of the risk in the price negotiations. 

If that counterparty has a lower level of risk tolerance than the organisation, the 

organisation may be paying, indirectly, more than it would need to do so itself 

 The counterparty may be unable to meet the contracted obligation, and this could 

mean that the unprotected loss falls back onto the organisation itself 

 Negotiations to transfer risk may fail, putting an otherwise lucrative contract in peril 

 The risk management facilities and controls that are routinely applied within the 

home organisation may not be brought to bear to avoid risk incidents occurring at 

all. 

(4 marks for each correctly stated point. Maximum of 3 points to be graded. Total: 12 marks) 

 

Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

10. (a) Differentiate between risk identification and description.  (6 marks) 

(b) Name and explain four (4) informal sources of external information for risk 

identification.        (28 marks) 

Solution 

a) Risk Identification: This is a systematic way of identifying all the activities that may 

expose the organization to various risks.      (3 marks)  

Risk Description: This is the explicit description of all the risks identified under the risk 

identification stage in a way that would be readily understood by all the stakeholders 
(3 marks) 

b) Four (4) informal sources of external information for risk identification are:  

i) Newspapers and magazines 

ii) Company reports 

iii) Association and Institutes 

iv) Internet 
(1 mark for each correctly stated source. Total: 4 marks) 

 

i) Newspapers and magazines: These can be national newspapers and magazines, or 

specialist and technical magazines which are published with the risk manager or risk 

manager’s employer’s trade in mind. 

Usually, there is always something for the risk managers to learn from every incident 

reported on. For instance, the subject of the article may be on a plane crash.  

 

ii) Company reports: All publicly quoted companies and many other organizations publish 

annual reports and statements of accounts. The chairman’s statement alone can provide 

both facts and clues about the organization’s activities and objectives.  

 

iii) Association and Institutes: These are associations where people with similar interests 

get together to share experiences and views. Some of these are informal, while some are 

much more structured such as the lectures of and meetings as well as conferences organized 

by the Chartered Insurance Institute of Nigeria, Nigerian Insurers Association and 

Professional Reinsurance Association of Nigeria etc.  

 



iv) Internet: There is a wealth of information available on the internet, though not everything 

from the internet is correct. Therefore, the risk manager needs to be careful and have an 

independent view of every subject under consideration.  
(3 marks for each correctly stated point. Maximum of 2 points to be graded under each term. Sub-Total: 6 

marks per term. Gran Total: 24 marks) 

 

11. (a) Write a memo to your Managing Director explaining how brain-storming can 

assist you as the Chief Risk Officer of the organisation. (answers NOT in memo format 

as specified will be heavily penalised).      (26 marks)  

(b) What needs to be in place before land is said to be contaminated in law?  
(8 marks)  

Solution  

a. Candidate answer to the question should be in memo form e.g. as shown below:  

DRILLING INTERNATIONAL COMPANY LTD 

INTERNAL MEMO 

DATE:  11th April, 2019 

FROM:  The Chief Risk Officer (CRO) 

TO:         The Managing Director 

SUBJECT:  Re: How Brainstorming Could Assist The Chief Risk Officer and The 

Organisation in General.  

________________________________________________ 

The following points should be developed by the candidates: 

 Explanation of brainstorming is important and mentioning of who should 

be involved. 

 The nature of the business of the organisation will determine how regular 

brainstorming could be organised with relevant department. 

 Person who understands a particular risk, risk incident and cost must be 

identified within the local environment and be involved in brainstorming 

 Brainstorming when conducted properly and in a conducive environment 

brings out wealth of knowledge, experience and understanding that 

enable company to come out with blue prints. 

 Brainstorming will help in creation of Risk Management Committee and 

necessary risk policy statement can be drawn up easily. 

 Brainstorming is one way of tapping into understanding the company’s 

risk exposure and how to handle such. 

 Outcome of brainstorming usually provide education and better 

understanding for those concerned including all other staff within the 

organisation. 

(10 marks for stating in memo format (i.e. 2 marks each for memo heading, date, from, to, subject). 4 

marks for each correctly explained point. Maximum of 4 points to be graded. Sub-Total: 16 marks. Grand 

Total: 26 marks) 

b. The following needs to be in place before land is said to be contaminated in law:  

 a “pollution” 

 a “receptor” (e.g. human and other ecosystems such as rivers, etc.) 



 a “pathway” between the two. 

(4 marks for each correctly stated answer. Maximum of 2 to be graded. Total: 8 marks) 

 

12. (a) Do you agree that poor quality products could cause significant damage to an 

organisation. Justify your stance.       (17 marks)  

(b) Do risk managers set out to remove all risks? Justify your proposition to this 

rhetorical question.        (17 marks)  

Solution  

a) It must be noted that the delivery of a product that does not meet the required quality 

level is in effect the same as non-delivery.  A service e.g. banking or insurance service will be 

regarded as being as much a ‘product’ as is something physical. 
(1 mark for an appropriate opening sentence) 

 

Candidates should then justify the following points: 

1. An impaired product may need to be recalled back to the factory for alteration or 

destruction. The process of recovering many widely distributed products is 

expensive and could cause damage to relationships 

2. Such a public recall can bring long-term damage to the confidence the public 

holds in the product and the brand name 

3. A poor-quality product may also cause damage and loss in a way that could bring 

about litigation against the manufacturer 

4. The rejection of a product can cause major difficulties. If the failure is spread 

across a whole production line of hundreds and thousands or even millions of the 

same item, the problem and losses are compounded dramatically. 

(4 marks for each correctly justified point. Maximum of 4 points to be graded. Sub-Total: 16 marks. Grand 

Total: 17 marks) 

 

b. Candidates are expected to give justifications to their answers. 

The answer is No. Most often, the risk managers set out to reduce the probability or 

severity of risk incidents down to a level that is economically acceptable to the organisation 

and its stakeholders. The fundamental principle is that the Risk Manger may be able to 

address individual risks and achieve one or more of the following: 

 

 A reduction in the frequency at which damaging incidents occur, or the reduction or 

removal of the chance of the targeted risk incident occurring at all. 

 A reduction in the extent of, or removal of the possibility of, the damage that may 

develop within one incident or over a period. 

 Enough preparation beforehand so that an organisation can respond quickly and 

effectively to a damaging incident. 

It is rare for the risk manager to be able to stop all risk of an incident happening. It is more 

realistic for the steps taken by the risk manager to only reduce the risk and its impact. The 

object should be to at least reduce the risk and exposures down to a level that is considered 

acceptable. 



 
(5 marks for the “NO” answer. 3 marks for each correctly justified point. Maximum of 4 points to be 

graded. Sub-Total: 12 marks. Grand Total: 17 marks) 

 

13. (a) What should the risk manager consider when assessing the potential 

consequences of an incident?       (14 marks)  

(b) What is the risk manager trying to achieve when analysing risk?  (20 marks)  

Solution  

a. Candidates are expected to discuss the following points and start with an appropriate 

opening e.g. the following should be considered by the risk manager when assessing the 

potential consequence of an incident: 

1. Injury or Loss of life 

2. Monetary loss 

3. Lost time and 

4. The survival of the organisation 

(2 marks for an appropriate opening sentence. 4 marks for each correctly stated and justified 

point (i.e. 2 marks for mentioning; 2 marks for the justification on the mentioned point). 

Maximum of 3 points to be graded. Sub-Total: 12 marks. Total: 14 marks) 

 

b. The student’s response should be separated as follows: 

 The business manager’s involvement 

 Different types of information to be brought together to form a risk picture 

To Achieve: 

 Identification and measurement of risks 

 Comparison of the risks that are carried against the risk levels that are acceptable to 

the organisation 

 Presentation of risk concepts, clearly and in a consistent style 

 Support for decision taking about spend and other actions that may be needed to 

reduce the risk down to the acceptable level 

 Assessment, both operational effectiveness, and of the cost effectiveness, of any 

existing risk management measures that are in place 

  Good decisions about any contingency planning that may be needed; and 

 Management awareness and a depth of understanding of the exposures that they are 

carrying. 

(5 marks for each correctly stated and justified point (i.e. 2½ marks for mentioning; 2½ marks for the 

justification on the mentioned point). Maximum of 4 points to be graded.  Total: 20 marks) 

 

 

 

 

 

 

 

 

 



14. You are addressing members of the board of your company and a newly inaugurated 

member (who is to work on the Board’s Risk Management Committee) throws this question 

to you: - “as the Risk Manager of this company, do you set out to remove all risks?” Write 

your report responding to this and copy the Managing Director. 

 
Solution  

Candidate should prepare answer in report form and copy the Managing Director. 

 Candidate should define risk management. i.e. management of risks that threatens 

the assets, operation and responsibilities of organisation. 

 The risk management is one of the options available to organisations in managing 

risk effectively without wastage of scarce fund. 

 The answer to the board member’s question is – CAPITAL NO. 

 A risk manager sets out to reduce the probability or severity of risk incidents, down to 

a level that will be commercially acceptable to the organisation. 

 Risk manager draws attention of all stakeholders to identified risk 

 Risk manager identify, analyse, monitor and reduce negative effect of risk on 

organisation. 

 If risk manager is not there, identification and control might be taken for granted and 

killer risk come as quaver worm to destroy the organisation. 

(Writing in report format – 9 marks; 5 marks for each correctly explained point. Maximum of 5 points to 

be graded. Sub-Total: 25 marks’ Grand Total: 34 marks) 
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Summarized Report  
 

Pass Rate:   32% 

Highest Score:  78% 

Lowest Score:   4%  

Average Score:  46% 

Breakdown Updates  
 

Question 1 

The question was well attempted by all the candidates and they showed a good understanding 

of the criteria that determines Life Assurance underwriting. About 50% pass rate was recorded 

on the question.  
 

Question 2  

All the candidates attempted the question and they did well. Overall performance here was 

very good.  
 

Question 3  

The performance of the candidates was below average on this question.  
 

Question 4  

The question was attempted by majority of the candidates and also well answered. Candidates 

showed a good understanding of the question/topic.  
 

Question 5  

This question was to test candidates’ knowledge on universal life policy and their performance 

was below average.  
 

Question 6  

The question was in two parts. One was testing the candidates’ understanding of Life 

Assurance practice in Nigeria and the second was the classification of Life Assurance business 

by the Insurance Act of 2003. The candidates did not have good understanding of this 

question. Therefore, performance was dismally poor as only about 25% of the candidates who 

attempted this question scored above average.  
 

Question 7 

This is a direct question and was well attempted by the candidates. About 70% of the 

candidates who attempted this question scored above average.  
 

Question 8 

A direct question which was well attempted by the candidates. About 70% of those who 

attempted the question scored above average.  
 

Question 9 

A direct question from the course book and very theoretical, which was to test the students 

on how conversant they are with Section 50(c) of the Insurance Act 2003 and the distinguishing 

features of three basic life assurance polices. Less than 45% of the candidates scored above 



average on this compulsory question and this signified that many of the candidates have poor 

reading habits. 

 

Question 10 

Majority of the candidates performed woefully in part (b) thus showing lack of knowledge of 

“trust” under Life Assurance. Likewise, about 95% of them failed the question c (ii) and (iii).  

 

Question 11 

Not all the candidates attempted this question and out of all that attempted it, only two of the 

candidates could be said to have done well. It was a poorly attempted question with the 

candidates not knowing what issues the question was actually addressing. Most of the answers 

were completely off track. The overall performance was extremely poor.  

 

Question 12 

Very few candidates attempted this with a performance that was below average.  

 

Question 13 

The majority of the candidates who attempted this question had a good understanding of the 

topic. Performance was above average,  

 

Question 14 

The question was to test candidates’ knowledge on how to calculate paid-up sum assured on 

an endowment policy. the performance was fair and showed lack of understanding of the topic 

by the candidates.  

 

Chief Examiner’s Comments on Overall Performance:  

The overall performance is poor, which suggests that the candidates did not prepare 

adequately for the examination.  

 

Chief Examiner’s Suggestions on Improvement:  

 

Since it is also a compulsory course which candidates must be examined on, then the 

candidates should prepare more adequately and ensure that they cover the course book, 

legislation, regulations, guidelines, market agreements, e.t.c. (refer to covering page 2 above) 

in addition to the encouragement from their employers, which we expect would enhance 

their performance in the subsequent examination.  

 

 

 

 

 

 

 

 

 

 

 



A735 
Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

1. In Life Assurance underwriting, what are the criteria to determine whether or not a life 

policy will come under the non-medical limit?  

Solution 

The criteria to determine whether or not a life will come under the non-medical limit include:  

- Age of the proposer 

- Size of the sum assured 

- Answers given to questions on the completed proposal form. 
(3 marks for each correctly stated criteria. Maximum of 2 to be graded. Total: 6 marks)  

 

2. Specify three (3) ways in which ownership of a life policy might be changed. 

Solution 

Ownership of life policy might be changed by the following ways: 

 by absolute assignment  

 mortgage 

 trust  

 bankruptcy  
(2 marks for each correctly stated way. Maximum of 3 to be graded. Total: 6 marks) 

 

3. (a) What is F.S.A.?        (2 marks) 

(b) List four (4) regulatory objectives of F.S.A under the F.S.M.A. (4 marks) 

Solution 

a. F.S.A. means Financial Service Authority being introduced by the financial services and 

markets bill.         (2 marks) 

 

b. The regulatory objectives of F.S.A. under the F.S.M.A. include: 

 - Market confidence 

 - Public awareness 

 - The protection of consumers 

 - The reduction of financial crime 
(1 mark for each correctly stated objective. Maximum of 4 to be graded. Total: 4 marks) 

 

4. Outline any four (4) circumstances which may lead to the appointment of a new trustee 

in a life assurance contract.  

Solution 

The following are circumstances which may lead to the appointment of a new trustee 

in a life assurance contract:  

i)  where the existing trustee is dead or has gone into liquidation. 

ii) where the existing trustee is an un-discharged bankrupt person 

iii) where the existing trustee becomes physically unfit. 

iv) where the existing trustee is a minor. 

v) where the existing trustee resigns his appointment. 

vi) where the existing trustee resides outside the country continuously for more than 

12 months calendar period 

vii) where the existing trustee commits an act of felony or treasonable offence. 



(1½ marks for any correctly stated circumstance. Maximum of 4 to be graded. Total: 6 marks)  

 

5. Enumerate any six (6) of the range of benefits available under the universal life policy. 

Solution 

   The range of benefits available under the universal life policy are:  

 Death benefit;  

 Guaranteed insurability option; 

 Waiver of premium option when the life assured becomes disabled;  

 Permanent health insurance benefits;  

 Immediate payment of sum assured when the life assured becomes disabled;  

 Regular income benefit;  

 Accidental death benefit;  

  Hospital regular income benefit;  

  Policy loan facility for premium payment due to unemployment of the assured; 

and  

 Option to make the existing policy a joint life policy on marriage. 
(1 mark for any correctly stated benefit. Maximum of 6 to be graded. Total: 6 marks)  

 

6. (a) Write out the full meaning of LOC as it relates to insurance practice 

in Nigeria.          

(b) State the three (3) classification of life business by the Insurance Act of 2003.
          

Solution 

a) Life Offices Committee       (3 marks) 

b) The three (3) classification of life business by the Insurance Act of 2003 are:  

 Individual Life 

 Group Life and  

 Health Insurance.  
(1 mark for each correctly stated classification. Total: 3 marks) 

 

7. (a) Describe the main differences between Life Assurance and Annuity 

contracts.         (4 marks) 

(b) Explain the features of “Annuity Certain”.     (2 marks) 

Solution 

Annuity deals with survival rather than death benefits, the premature death of an annuitant is 

therefore to the advantage of the life office. 

 

In life assurance, individual pays small contributions. (Premium) to receive a lump sum later, 

whereas in Annuity the individual pays lumps sum in order to receive smaller amounts called 

Annuities for as long as the contractual agreement permits. 
(2 marks for each correctly stated point. 1 point per term. Total: 4 marks) 

 

b) Annuity certain is a contract to pay an annuity for a specified period regardless of whether 

the annuitant survives.  It does not depend on the age of the annuitant as payment is 

guaranteed for a set period whatever happens.     (2 marks) 

 

 



8. State six (6) uses to which computer processing may be deployed in the new business 

department of a life office.  

Solution 

The uses to which computer processing may be deplored in the new business department of 

a life office include: 

 generating quotes  

 checking non-medical limits  

 production and issuance of acceptance letters 

 setting up initial policy record 

 maintain lives assured names  

 paying commissions to company representatives 

 updating commission accounts 
(1 mark for each correctly stated use. Maximum of 6 uses to be graded. Total: 6 marks) 

 

Part II 

Compulsory Question. 

This question carries 50 marks. 

9(a)  What is the provision of Section 50 (1) of the Insurance Act 2003 and its effect on the 

Nigerian Insurance Industry?        (10 marks) 

(b) Name three (3) basic types of Life Assurance policies and give the main distinguishing 

features of each of them.        (24 marks) 

(c) Suggest in detail what contracts might be offered to each of the following prospects: 

i. a 35-year-old salesman of a beverage company, with a gross salary of 

N1,900,000.00 per annum, who is married to a wife and they both have three 

(3) children aged 8 years, 5 years and 2 years respectively.   (4 marks) 

ii. A 50-year-old company director, married with four (4) children aged 20, 16, 13 

and 7 years, lives in a 7-bedroom duplex apartment in Oriyomi Housing Estate, 

Abuja. He is presently processing a mortgage for a N20,000,000.00 loan facility. 
         (4 marks) 

iii. A 60-year-old married man, who has just sold his partnership interest in textile 

company and intends to retire to his country home.   (4 marks) 

 

(c) Describe the use of exclusion as a method of dealing with “under-average” lives. 
          (4 marks) 

Solution  

a) Section 50 (1) of the Insurance Act 2003 provides that the receipt of an insurance premium 

shall be a condition precedent to a valid contract of insurance and there shall be no cover in 

respect of an insurance risk, unless the premium is paid in advance.   (6 marks) 

 

The effect of this provision of the Act has been positive on the Industry by way of improved 

liquidity.           (4 marks) 

 

b. The three (3) types of life Assurance policies are: 

 - Term Assurance 

 - Endowment Assurance 

 - Whole Life Assurance 
(2 marks each for stating the correct type. Sub-Total: 6 marks)  

The distinguishing features of each are follows: 



Feature  Term Endowment Whole Life  

Basic Purpose   Life cover over a 

specified period or 

term 

To provide a good 

investment 

return on premiums 

invested plus life 

cover over a 

specified period 

Payment of 

benefits 

whenever 

death occur 

Insured Event   Death Death or maturity 

whichever comes 

first 

Death 

Event Must 

Occur 

Within term of 

policy 

Death within the 

term of the policy or 

maturity of the policy 

At any time 

Surrender Value None; Standardly, 

there is no return of 

premium at expiry 

date. If the life 

assured survives the 

term, cover ceases 

Applies after being in 

force for a specified 

number of years 

Applies after 

having being in 

force 

for a number of 

years 

Common 

Variation 

Level  

Renewable 

Increasable 

Convertible 

Decreasing 

Family income 

benefit 

Non-profit 

With-profit 

Low cost 

Low start 

Flexidowment 

Unit linked  

Pure 

Non profit 

With profit 

Low cost 

Regular 

premium unit 

linked 

Single 

premium unit 

linked 

Premium may 

be payable 

throughout life 

of policyholder 

or for a limited 

period of at 

least 15 to 20 

years. 

Uses To back up loan 

Protection of family 

of deceased 

breadwinner 

Saving   

Protection of family 

of deceased 

breadwinner  

Family 

Protection 

Provision 

inheritance tax 

funding 

(2 marks for any correctly stated feature. Maximum of 3 correctly explained feature to be graded per 

term. Sub-Total: 6 marks. Grand Total: 18 marks) 

Grand Total: 24 marks 

 

  

 



c. The contracts that might be offered to each of the following prospects are: - 

  

 i. Salesman 

  Endowment Assurance - Family protection 

  Family Income Benefit  - Family protection 

  Income Protection Insurance - Income protection on the saleman  

following an accident or illness 
(2 marks for any correctly stated contract. Maximum of 2 to be graded. Sub-Total: 4 marks)  

 

 ii. Company Director 

  Endowment Assurance - To augment retirement benefit. 

  Mortgage Protection Assurance - As collateral for house purchase  

  Personal Accident Insurance - Disability through accident 

  Income Protection Insurance - Illness and accident 

  Annuity   - Income at old age 

  Whole Life Assurance  - Family protection & inheritance tax 
(2 marks for any correctly stated contract. Maximum of 2 to be graded. Sub-Total: 4 marks)  

 

 iii. Married 60years Old Man  

The possibility here is that, having sold his partnership interest, the man is in a 

situation of having a large amount of capital and low income.  The contracts 

required are therefore:  

 Immediate Annuity: where income will start being paid 

immediately and for the rest of the annuitant’s life 

 Joint Life and Live Survivor Annuity: which pays annuity for the 

joint life times of the two annuitants and may continue to pay in full 

after the death of the first annuitant, but sometimes may reduce by 

say one-third. 
(2 marks for any correctly stated contract. Maximum of 2 to be graded. Sub-Total: 4 marks) 

(Grand Total: 12 marks) 

 

d. Under the Exclusion method of treating under average lives, the proposal may be 

acceptable at ordinary rates but death from the extra risk is excluded.  For example, a 

proposal from an average life who is a boxer might be accepted at ordinary rates 

subject to an exclusion for death caused by boxing activities.    

 

 The demerit of this method is that cover is neither complete nor available when it might 

be needed most. 

 

 The method is most suited for occupational or pastimes extra risks such as diving, 

motorcycle racing etc rather than for a medical risk. 
(2 marks for any correctly stated point. Maximum of 2 points to be graded. Sub-Total: 4 marks) 

 

Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

10 (a) What is a life assurance contract?      (2 marks) 



(b) State four (4) provisions and four (4) advantages of writing a life assurance 

contract under trust.        (20 marks) 

(c) Describe the implications of the following in Life Assurance Contracts:  

i. three certainties of trust  

ii. surrender of policies 

iii. indemnity commission.     (12 marks) 

Solution 

a) A life assurance contract is an insurance contract set up on the life of a person for 

agreed reasons by the life assured/assured and the insurance company.  (2 marks)  

b) The advantage and the provision of writing a life policy under trust include: 

 A covenant by the settler to pay premium 

 A covenant by the settler to restore the policy if it becomes void. 

 A covenant by the settler to revive or effect a new policy if the original policy lapses 

 A power for the trustee to pay premiums out of the trust property. 

 A power for the trustee to borrow to pay premiums 

 A power for the trustee to surrender the policy, to convert it or to exercise any 

option in it. 

 A wide power for the trustee to deal with the policy in any manner they think fit. 

 The policy is not part of the life assureds’ estate 

 The life assured can maintain control by appointment as trustee 

 There is no need to wait for grant of representative and death, hence payment is 

quicker. 

 Trust provide flexibility as to how the proceeds are paid out 

 Some degree of protection is afforded against the life assured’s creditor. 
(2½ marks for each correctly stated provisions/advantage. Total: 20 marks) 

 

c. THREE CERTAINTIES OF TRUST  

Whatever method used to create a trust, the following three (3) certainties must be 

present: 

 the words used must show clearly what the trust intended. No special from of 

words is necessary while noting that the use of the words “on trust for“ wound 

make the trust certain.   

 the subject matter must be certain i.e. the property to be the subject to the 

trust must be specified. 

 the object of the trust i.e. the beneficiaries must be certain.  This can be 

achieved simply by naming. The beneficiaries for example: On trust for John, 

Sarah and Buraimoh absolutely. This can also be achieved by describing the 

beneficiaries as a class. For example: on trust for the employees for the time 

being, of Zebra Co. Limited. Whatever words are used to specify who are the 

beneficiaries, it must be possible to ascertain with certainty at any time exactly 

who are the beneficiaries.  
(2 marks for each correctly stated point. Maximum of 2 points to be graded. Total: 4 marks) 

 

SURRENDERS 

 When a policy has fallen into arrears of premium and the outstanding cannot 

be paid by the assured, the policyholder may request for the payment of the 



surrender value if the policy has run for specified period and has acquired a 

minimum number of instalments 

 The request for payment of surrender value is not strictly a claim, but it is usually 

treated the same way with regards to proof of title. 

 The surrender value will be quoted, subject to the payment of the minimum 

number of instalments and the submission of proof of title. 

 Also requested is the duly completed and signed discharge from the 

policyholder, singular to that used for maturity claims except that it will indicate 

that the policy is being surrendered. 

 If the policy is being surrendered b y a mortgagee the counter signature of the 

mortgagor will be required unless the mortgagee confirms it is being 

surrendered under power of sale. 

 Trustees surrendering a policy will have to use the surrender proceeds for the 

benefits of the beneficiaries. 
(2 marks for each correctly stated point. Maximum of 2 points to be graded. Total: 4 marks) 

 

 INDEMNITY COMMISSION 

 Commission is earned only when the relevant premiums are paid.  Therefore if 

premiums cease, the commission will also cease. 

 However, commission is sometimes paid under ‘Indemnity’ basis whereby the 

life office pays all the initial commission in one lump sum at outset on the 

understanding that all relevant premium would be paid. 

 If those premium are not being paid (unless it is because of a death claim) the 

office has the right to reclaim the unearned commission from the independent 

intermediary with interest. 

 Where he cannot recover the amount within a specified period, the life office 

may inform the appropriate regulatory authority. 
(2 marks for each correctly stated point. Maximum of 2 points to be graded. Total: 4 marks) 

 

11(a) Outline the underwriting and new business procedure of a life office from receipt of a 

completed proposal form to policy document issuance.   (20 marks)  

 

(b) Why would the underwriting of a proposal for a life assurance contract be postponed 

rather than be rated up?        (14 marks)  

Solution 

a. The underwriting and new business procedure of a life office from receipt of a 

completed proposal form to policy document issuance procedure is:  

 receipt of the completed proposal form is received 

 checking the office index if proposal has been made earlier on the same 

life. 

 if so, the documentation for those proposals is obtained to support the 

underwriting of current proposal 

 checking the completed proposal form to ensure that all questions have 

been answered and the relevant declaration signed 

 the documents are then passed to the underwriter. 



 the underwriter will check information on the completed form and decide 

if the proposal can be accepted at ordinary rate of premium without further 

investigation and/or determine the terms of acceptance  

 the proposal is therefore passed to the policy issuing department. 
(5 marks for correct sequential arrangement of the procedure. 3 marks each for any of the correctly stated 

procedure. Maximum of 5 procedures to be individually graded. Sub-Total: 15 marks. Grand Total: 20 

marks) 

 

b. The underwriting of a proposal for a life assurance contract may be postponed 

rather than be rated up where the initial risk is high and can render the risk uninsurable, but 

with the passage of time, the risks may improve substantially e.g. surgical removal of hernia.  
(8 marks) 

However, if at the end of the day, the risks will still be substantially high even after postponing, 

then in addition to the postponement, rating up method may also be included where the extra 

premium may be payable throughout the term of the policy.    (3 marks) 

 

If however the risk is deemed uninsurable, even after the postponement, then it can be 

declined by the prudent underwriter.       (3 marks) 
(Grand Total: 14 marks) 

 

12. Describe the merits and demerits of natural and level premium systems in life assurance 

contracts.  

Solution 

Natural Premium 

The merits of the natural premium system of premium payment are:  

 Net or pure premium is derived from the mortality rate applicable to a particular 

age multiplied by the same assured requested. 

 The sum provided represents the premium required just to meet the death 

claim during the particular year. 

 The following year, the lives would have been a year older, hence the cover will 

cost more each subsequent year, so that natural premium will have to increase 

each year. 
(5 marks for any correctly stated merit. Maximum of 2 to be graded. Sub-Total: 10 marks) 

The demerits of the natural premium system of premium payment are: 

 People may become unable to afford cover when needed 

 Best and fit lives may not be able to renew their policies 

 May lead the increase in the number of interior or unfit lives with increased 

mortality rate 

 Premiums would then be inadequate to meet claims 

 natural premium is therefore best replaced by the level premium method 
(5 marks for any correctly stated demerit. Maximum of 2 to be graded. Sub-Total: 10 marks) 

 

Level Premium:  

The advantages and disadvantages of the level premium system of premium payment are 

inter-wovenly stated below: 

 

 Mortality tables are based on the fact that the risk of death increases with age, so if a 

level premium is charged, throughout the term of the policy 



 The premium in the early years is higher than it is needed to meet current claims cost.  

Hence, there will be excess money left as a reserve to meet the cost of greater risk in 

future when the premium will be less than the cost of risk 

 The reserve will be invested and a substantial amount of interest can be earned over a 

period of term of cover 

 The interest on the premiums expected to be earned is usually always taken into 

consideration by the Actuaries in calculating the rate to reduce the natural premium to 

the level premium  

 The expected interest yield on the premium depends on the duration of the contract.  

The longer the term of contract, the better the interest yield. 
(3½ marks for any correctly stated point. Maximum of 4 points to be graded. Sub-Total: 14 marks) 

(Grand Total: 34 marks)  

 

13 (a) What is money laundering?       (6 marks) 

(b) Explain seven (7) roles of life offices to combat the effect of money laundering.
         (28 marks) 

Solution 

a. Money Laundering is the process by which any one (whether individual or corporate) 

convert money obtained illegally into legitimate funds. This enables them to enjoy the 

fruits of organised crime.       
(3 marks for any correctly stated point. Maximum of 2 points to be graded. Sub-Total: 6 marks) 

 

b. The roles/duties of life office to combat the effects of money laundering are: 

 Life offices must appoint a senior employee as a money laundering 

authorities 

 It must secure full internal compliance with money laundering 

regulations 

 The MLRO, preferable a legal officer must be given sufficient authority 

to enforce compliance with the regulations 

 The MLRO must establish internal procedures to identifying and 

reporting any person suspected of attempting to launder money 

 Staffs and advisers must be well trained in anti-money laundering issues 

as stated below:  

 Recognising the symptoms of money laundering 

 The procedure of reporting suspicions 

 The conduct of continued business dealings with clients 

suspected of money laundering activities. 

 The office must obtain evidence of the identity of clients where a 

business relation is formed. 

 If business is introduced by an independent intermediary the life office 

may rely on the intermediary to comply with the identification rules. 

 Where proof of identity is required, if must be obtained as soon as it is 

practically possible before the contract is complete. 

 If proof of identity cannot be obtained when required, then the 

transaction should not proceed. 

 Record of transactions should be kept for 5years 



 Any suspicious transactions e.g. large amount of cash (in line with 

regulatory limits) should be reported to the money laundering reporting 

officer who will report to the relevant authorities where necessary. 
(4 marks for any correctly stated role/duty. Maximum of 7 roles/duties to be graded. Sub-Total: 

28 marks). (Grand Total: 34 marks) 

 

14. An endowment policy has fallen into arrears of premium but the policyholder has 

indicated his inability to continue with the contract and consequently asked that the 

policy be made paid-up based on the following details:  

  Terms of years   -  25 years  

  Sum Assured    -  N3,000,000.00 

  Premium payable  -  N58,720.00  

  Frequency of Payment  - Half-Yearly  

  Total Premium Paid to date -  N1,468,000.00 

 

(a) Calculate the paid-up sum assured      (20 marks) 

(b) What is the effect of making a substantive life policy paid-up?   
           (14 marks) 

Solution 

a. Method A 

Paid-up Sum Assured  = No of Premium Paid       x   Sum Assured (10 marks) 

     No of Premium Payable 

 

 No of Premium Paid  = Total Premium Paid  =  1,468,000= 25 (3 marks) 

     Each Premium Paid    58,720 

 

 No of Premium Payable= 25 x 2 = 50     (3 marks) 

 Paid up Sum Assured = 25 x 3,000,000     (2 marks) 

     50 

    = N1,500,000.00     (2 marks) 

 

 Method B 

Paid-up Sum Assured  = Premium Paid  x Sum Assured (10 marks) 

     Premium Payable 

 

Total Premium Payable = 58,720 x 50 

    = N2,936,000.00     (5 marks) 

 Paid-up Sum Assured  = Premium Paid x Sum Assured 

     Premium Payable 

     = 1,468,000  x  3,000,000  (3 marks) 

      2,936,000 

     = N1,500,000.00    (2 marks) 

 

 

 

 

 



b. The effects of making a substantive life policy paid up by a life office i.e. to process the 

life assured/assured’s paid-up request, the office will require a letter of authority and 

proof of little in order to make alteration of paid-up and the policy will be endorsed to 

show reduced sum assured) include: 

 Reduction of life cover 

 cessation of premium payment 

 endorsement of the policy to show the reduced sum assured 
 (7 marks on any correctly stated effect. Maximum of 2 effects to be graded. Total: 14 marks)  
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Summarized Report  
 

Pass Rate:   20% 

Highest Score:  71% 

Lowest Score:   2% 

Average Score:  42% 

Breakdown Updates  
 

Question 1 

Most candidates were clueless about this question. Those who got it correctly performed well.  
 

Question 2  

A very popular question and well answered by all the candidates who attempted it.  
 

Question 3  

Candidates were able to list the types of bonds but could not expantiate on them. Performance 

was above average.  
 

Question 4  

The question was well answered and performance was very good.  
 

Question 5  

A well attempted question. Some candidates erroneously wrote on fire/theft.  
 

Question 6  

A very popular question on accumulation of risk. Performance was above average.  
 

Question 7 

A textbook question, but the candidates’ performance was on the average,  
 

Question 8 

Most of the candidates answered the question and got the meaning correctly.  
 

Question 9 

The regulatory question destabilized the candidates. Their expectation on calculation for the 

compulsory question that never came compounded their challenge. Performance was very 

poor and this definitely affected their overall performance.  

 

Question 10 

A textbook question to test candidates’ knowledge of factory legislation. Performance was 

poor.  

 

Question 11 

The performance of candidates was below average.  

 

Question 12 

The candidates missed the question because they do not understand the business interruption 

cover. Performance was very poor.  



Question 13 

80% of the candidates who attempted this question did averagely well.  

 

Question 14 

The question was well attempted by the candidates. Part A was well answered while part B was 

not well answered.  

 

Chief Examiner’s Comments on Overall Performance:  

The overall performance was not good and the answers on the regulatory compulsory 

question in question 9 was worse.  

 

Chief Examiner’s Suggestions on Improvement:  

Candidates are encouraged to attend tutorial classes for better understanding. They should 

also adequately prepare and ensure that they cover the course book, legislation, 

regulations, guidelines, market agreements, e.t.c. (refer to covering page 2 above) 

since this is a compulsory course for them.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

1. State four (4) of the duties imposed on employers by the Control of Substances 

Hazardous to Health Regulations (COSHH) 1994.  

Solution  

The duties imposed on employers by the Control of Substances Hazardous to Health 

Regulations (COSHH) 1994 are:  

 Assessment of health risks created by work involving substances hazardous to health 

(Reg. 6) 

 Control of exposure to substances hazardous to health (Reg. 7) 

 Proper use of control measure (Reg. 8) 

 Maintenance examination and testing of control measure including local exhaust 

ventilating plant, and non-disposable respiratory equipment (Reg. 9) 
(2 marks for any correctly stated duty. Maximum of 3 duties to be graded. Total: 6 marks) 

 

2. What is the definition of “theft” under the “Theft Act 1968”.  

 

Solution  

Under the “Theft Act 1968, a person is guilty of theft if he honestly appropriates property 

belonging to another with the intention of permanently depriving the other of it, and 

‘thief’ and ‘steal’ shall be construed accordingly. It is immaterial whether the appropriation is 

made with a view to gain or is made for the thief’s own benefits.  
(2 marks for each bolded point above. Total: 6 marks)  

 

3. What are the main types of bonds that are available?  

 

Solution  

The main types of bonds that are available (in the insurance market) are: 

 Court bonds 

 Government bonds 

 Bankruptcy and liquidation bonds 

 Local government bond 

 Performance bond 

 Bid bonds 

 Advance payment bond 
(1½ marks for any correctly stated type. Maximum of 4 types to be graded. Total: 6 marks) 

 

4. Name three (3) types of consequential losses which can be suffered under a building 

contract. 

 

Solution  

The types of consequential losses which can be suffered under a building contract are:  

 Contractors trading loss due to loss or damage at depot or site. 

 Developers loss of development profit, advance rents of interests 

 Employers loss of liquidated damages 

 Trading loss of a tenant – advance prompts  
(2 marks for any correctly stated type. Maximum of 3 types to be graded. Total: 6 marks) 



 

5. What items would you expect to be covered under the “plant and equipment section” 

of the “Contractors All Risks Policy”.   

 

Solution  

The items I would expect to be covered under the “plant and equipment section” of the 

“Contractors All Risks Policy” are:  

 Contractors own plant and equipment together with a limit in respect of any piece of 

plant 

 Employees tools and personal effect with a limit for any employee 

 Hired in plant with a limit  
(3 marks for any correctly stated type. Maximum of 2 types to be graded. Total: 6 marks) 

6. Explain what you understand by the term “accumulation of risk” in property and 

pecuniary insurance.  

 

Solution  

Accumulation of risk in property and pecuniary insurance occurs when one insurer holds 

several different insurable risks (for example, types of property, business interruption and 

brook dust risks) for one or more firms or persons in respect of; 

 One address or 

 Several addresses.  

 

The effect is that an insured event occurring in the premises of one firm or person may 

produce claims under the policies of the others, which could lead to a “run” on the insurance 

company from the multiple claims on the various insured events/items.  
(3 marks for any correctly stated point. Maximum of 2 types to be graded. Total: 6 marks) 

 

7. In “engineering insurance”, what does the term “explosion” mean?  

 

Solution  

In “engineering insurance” the term “explosion” means the sudden violent rending of the 

pressure plant by force of internal steam or other fluid pressure causing botchily 

displacement of any part of the pressure plant together with forcible ejection of the 

content.               (2 marks for each bolded phrase. Total: 6 marks) 

 

8. Explicitly define “proximate cause”.  

 

Solution  

Proximate cause can be defined as “the active efficient cause which sets in motion a train 

of events that brings about a result, without the intervention of any force starting and 

working actively from a new and independent source. 
(1½ marks for each bolded phrase. Total: 6 marks) 

 

 

 

 

 



Part II 

Compulsory Question. 

This question carries 50 marks. 

9(a) As part of NAICOM’s role to establish standards for the conduct of insurance business 

in Nigeria, a circular was issued to Industry Practitioners on “fair trade practice and fair 

treatment to customers. Mention any two requirements for insurers as it relates to 

claims.           (10 marks) 

 

(b) The Chief Accountant of a manufacturing outfit asks you as their Insurance 

Broker/Consultant to explain the cover provided under their property policy, as 

detailed below: 

 Standard “all risks” cover for material damage and business interruption risks. 

 Building and machinery on day-one reinstatement basis 50% inflation factor, 

adjustable basis. 

 Stock on monthly declaration basis. 

 Conditions  

o Debris removal  

o Capital addition and  

o Public authorities  

 Gross profit declaration linked basis  

o Maximum indemnity period of 12 months  

o Unspecified suppliers’ extension 

o Specified customer extension  

 

(i)  Describe the cover provided in the existing property policy.  (20 marks) 

(ii) Explain what needs to be considered in reviewing the maximum indemnity 

period.         (10 marks) 

(iii) Describe the requirements on the insured in the event of a claim.  (10 marks) 

 

Solution 

a)   As part of NAICOM’s role to establish standards for the conduct of insurance business in  

Nigeria, a circular was issued to Industry Practitioners on “fair trade practice and fair  

treatment to customers. The two requirements for insurers as it relates to claims are:  

 insurance institutions are required to acknowledge all reported claims not later than 

48hours from the date of notification   

 insurance institutions are required to regularly update their websites (not later than 

every three (3) months) with some information as it relates to claims.  
(5 marks for each correctly stated points. Total: 10 marks) 

 

i) The cover provided in the existing policy is explained below:  

i. “All Risk” is wider than fire and special perils.  It also include accidental 

damage and may include theft cover, which is described as “all risks” followed 

by series of exclusions e.g war, nuclear terrorism. e.t.c. with a day-one-

Rreinstatement valuations at inception of the policy (and at each subsequent 

renewal) 



ii. Where the loss substantially affected production or stoppage of work, 

business interruption will be provided taken into consideration the 

indemnity period envisaged 

iii. Inflation factor of 50% to allow for increase in value.  This applies only to 

building and machinery items and the cover is adjustable 

iv. Initial premium is calculated by the underwriter’s rate on the day one 

sum insured, plus loading for the inflation factor 

v. At renewal, premium is adjusted by the 50% of the difference between 

provisional premium and the premium calculated on the declared value 

for the subsequent period 

vi. Stock declaration – initial premium of 90% deposit based on the 

estimated maximum stock value at by one time 

vii. Monthly adjustment at the end of each year based on the average 

declaration with additional or return premium as the case may be. 

viii. Debris removal- Removal of debris following insured damage from the 

insured’s sit or immediately adjacent to it 

ix. Public Authorities- this covers an additional cost of reinstatement to 

comply with other public authority requirements.  The sum insured need 

to be adequate to include these costs 

x. Gross profit declaration linked basis, this is the method of providing a 

sum insured, for the estimated gross profit based on the financial year 

most nearly concurrent with the ensuring policy year. This is then 

adjusted at renewal based on the sum insured calculated with an 

additional premium payable where possible whilst a limited return 

premium is also possible 

xi. The limit of this cover is 133% of the estimated gross profit.  The 

maximum indemnity period needs to be adequate for the business to 

fully revere i.e. get back to the position it was prior to the loss 

xii. The unspecified suppliers extension includes premises if any suppliers to 

the insured covered on the policy of any damage is sustained at a 

supplier that results in the insured suffering reduction in function, any 

lost profit is covered. 
(2 marks for each correctly explained point. Maximum of 2 points to be graded under each cover. 

Sub-Total per Cover: 4 marks. Maximum of 5 covers should be graded. Grand Total: 20 marks) 

 

ii) The areas that need to be considered in reviewing the maximum indemnity period (which 

is the maximum time to rebuild, re-equip and restart production and get back to the position 

prior to loss) are:  

 Rebuilding Time  

 Rebuilding Method  

 Restarting Time  

 Machinery re-equipment depending on the ease of replacing simple or 

specialist machines 



For some businesses a maximum indemnity period of more than 12 months may be 

inappropriate such as where being out of business for a long period wore mean closure of 

the company. 
(5 marks for each correctly stated area. Maximum of 2 to be graded. Total: 10 marks) 

iii) The requirements on the insured in the event of a claim are:  

 to do as much as possible to stop the damage and mitigate the loss 

 to inform the broker/insurer directly, that the damage has occurred and provide 

as much information as possible concerning what has happened and what is 

being claimed 

 to complete a claim form as required by the insurer and provide all necessary 

information/documents that will be required by the insurer.  
(5 marks for each correctly stated requirement. Maximum of 2 to be graded. Total: 10 marks) 

 

Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

10. State the objectives of the following legislation, to which equipment they apply and 

the duties imposed on owners and users of plant affected:  

(a) Pressure System Safety Regulations 2000    (14 marks) 

(b) Electricity at Work Regulations 1985      (10 marks) 

(c) Lifting Operations and Lifting Regulations 1998   (10 marks) 

 

Solution  

a. Pressure System Safety Regulations 2000  

Objectives are: to prevent the risk of serving injury from the sudden and 

uncontrolled release of stared energy in a pressure system or any peril of it. The 

regulation are only concerned with the contented of the system where they are under 

pressure. Except for steam, they are not concerned with other aspects of the 

contenting such as toxicity. 

 

They do not apply to the whole system and not just the pressure vessels themselves.  

The regulations define a pressure system in two party:  

 First a system which pressure vessels associates pipe work or a pipeline, all which 

contain or can contain a relevant fluid. 

 Second, the relevant fluid being steam a fluid above a given pressure, a gas or 

liquid in a given state e.g. LPG 

 

There are four main duties and they apply to users of fixed plant and owners in case 

of mobile plant. 

 To establish and use the plant within a safe operating limit. 

 To establish a written scheme for periodic examination by a competent person. 

 To conduct examination in accordance with the written scheme. 

 Acting in case of imminent danger either immediate repair or a written report. 
(2½ marks for each correctly stated point. Maximum of 4 to be graded. Total: 10 marks) 

 

b. Electricity at Work Regulations 1985  

 Objective is to require precaution lose taken against the risk of death or perusal 

injury from electricity in work activities. 



 The regulations apply to any electrical equipment and any work activity having a 

bearing an electrical safety 

 Duties are imposed on both employers and employees. They fall under various 

headings, such as construction of electrical systems, their strength, insulation, 

earthling, connection, means of cutting, supply, working on or rear equipment 

and persons being competing to prevent danger. 
(2½ marks for each correctly stated point. Maximum of 4 to be graded. Total: 10 marks) 

 

c. Lifting Operating and Lifting Equipment Regulations 1998 

 Objective is to provide a single set of regulation replacing those previously applying. 

This is to remove anomalies that apply under health and safety registration, replace 

previous lifting regulation. Lifting equipment is defined as work equipment (any 

equipment used for work) for lifting or lowering loads and includes its attachments 

used for anchoring fixing or supportive it. 

 

The regulation requires the employer to ensure the equipment has periodic through 

examination and inspection. This should be every six months for equipment involving 

lifting people and 12 months for other types. 

 

The duties are imposed on both employers and employees. 
(2½ marks for each correctly stated point. Maximum of 4 to be graded. Total: 10 marks) 

 

11. PDC Engineering Company has decided to relocate its spraying machinery from Port 

Harcourt to Sokoto. The size of the machinery means that it will need to be dismantled 

prior to the movement and reassembled at the new location.  

(a) Describe the cover which you would recommend for the movement of the 

equipment and describe the various operations that would be insured.  
         (14 marks) 

(b) The insured has decided to hire a crane with an operator to move a bulk plant. 

Under the “Model CPA Conditions, outline the responsibilities of the insured 

(as hires) and the plant owner.     (8 marks) 

(c) Identify a policy which could be taken by the insured to provide them with an 

indemnity in respect of the responsibilities identified in (b) and advise of any 

exclusions contained in the policy.     (12 marks) 

 

Solution  

a. Machinery movement policy should be recommended   (6 marks)  

The covers to be provided will be provided in respect of; 

 Transit (including loading and unloading) movement of the plant onto a vehicle, 

including any transfers, storage or deviation be write. 

 Disarranging/Erection- for larger items of plant there may be a need to 

dismantle the plant prior to movement and then reassembled in the new location. 

 Lifting or Lowering: This provides cover where the plant is lifted at site using 

cranes or a lifting gear 

 Testing and Commuting- subject to an excess. 
(2 marks for each correctly explained and stated cover. Maximum of 4 to be graded. Sub-Total: 8 marks) 

Grand Total: 14 marks 



b.  Under the “Model CPA Conditions, the responsibilities of the insured (as hires) and 

the plant owner, after the insured has decided to hire a crane with an operator to move a 

bulk plant, are:  

 The plant owner is required to supply the plant in a good working condition and 

with an experienced operator. In addition, he is liable for breakdown which does 

not arise from the hirers’ negligence. 

 The hire is responsible for loss or damage to the plant whilst it is in their custody 

or control including breakdown of the plant arising from their negligence, 

direction misuse 

 The hirer is also responsible for containing hire charge at idle time rates following 

loss or damage to the plant 
(4 marks for any correctly stated responsibility for the insured and the plant owner. 

Maximum of 1 responsibility on each to be graded. Sub-Total: 4 marks each. Total: 8 marks) 

 

c. Hired-in-plant-policy should be recommended (6 marks) and the terms could be:  

 Cover can be effected as a one-off policy instead of annual cover 

 Cover is used for plant which is the subject of a short term hire. 

 Limit of liability applies to the policy 

 Policy excess applies. 
(3 marks each for correctly stated terms. Maximum of 2 terms to be graded. Sub-Total: 6 marks each. 

Grand Total: 12 marks) 

       

12(a) As a Broker to a policyholder which operates business producing electric machines, the 

motors are being bought from a specialists’ manufacturer. What business interruption 

(BI) insurances would you recommend, and in respect of what policy?  
(20 marks)  

(b) The policyholder has expressed concern that the business was unable to operate for a 

period of time due to a flood, despite not suffering the direct damages themselves; 

rather it was a number of their customers and suppliers within the vicinity of the 

insured’s premises that suffered flood damages. What Business Interruption (BI) 

extension could be added to the policy to provide indemnity?   (14 marks)  

 

Solution  

a. Candidates are required to recommend “loss of gross profit following reduction in turner 

due to interruption of an interference with the business in consequences of desertion or 

damage to:  

 building/machinery and plant/stock and other contents at the premises by hire, 

lighting, explosion and other special perils which may disrupt production 

 Accidental damage of any other type breakdown or accidental damage to machine 

which handles stock such as fork mucks and explosion of any pressure plant used in 

production. 

 Property at the premises of the electric motors supplier of fire and other special 

perils 

 Property at the premises of any customer or distributor in which the proposer 

depends by fire and other special peril, breakdown etc. that affects the business for a 

maximum indemnity period is to be agreed 

 Property at the premises of utilities (gas, electric heater etc.) by fire and other special 

peril.  



(5 marks for any correctly stated recommendation. Maximum of 4 recommendations to be graded. Total: 

20 marks) 

 

b. The business interruption extension that could be added to the policy to provide 

indemnity are:  

 Denial of Access 

 Loss of attraction 

 Provides for loss of earnings following damage 

 A third party property, which is in the vicinity of the insured. 
(3½ marks for any correctly stated extension. Maximum of 4 extensions to be graded. Total: 14 marks) 

 

13. The Management of Goodluck Foundation has appointed you as their Broker to review 

their Insurance programme.  

 

In respect of their buildings, plants and machinery, the property damage insurance 

cover is required to be arranged on an indemnity basis as Goodluck Foundation has 

decided to replace most of their assets with modern items. They would not have funds 

available for them to replace any damaged assets as new and are looking for a wider 

insurance cover.  

 

They have also expressed concerns about the implications of inflation relative to their 

assets and also about under-insurance.  

 

Outline the recommendations you would make in respect of the arrangements of the 

property damage insurance for their buildings, plant and machinery (you should 

describe how the cover would operate in your answer).  

 

Solution  

Reinstatement cover should be recommended by the Candidates.    (10 marks)  

The following points (could then be expanded to address the question or any other correct 

justification).  

 Reinstatement means rebuilding or replacement of property as new provided the 

liability of the insurer is not increased. 

 Reinstatement may be carried out 

o in any manner suitable to the requirement of the insured 

o upon another site 

 Indemnity is not suitable as it makes no allowance for wear and tear and would not 

protect against the effects of under insurable caused by inflation. 

 Reinstatement must be carried out without any delay. It must be carried out if the 

benefit of the extension is to be obtained any one basis apply only to building and 

machinery items. 

 It protects the insured from the effects of inflation during the reinstatement period and 

policy period. 

 Allowance should be made for the additional cost of reinstatement to comply with 

public authority requirement, professional fees and Debris removal costs. 

 Inflation period selected which represent the insured’s expectations of inflation during 

the policy and reinstatement periods. 
(4 marks for any correctly stated point. Maximum of 6 points to be graded. Total: 24 marks) 



 

14. (a) JDP Manufacturing Company has taken on a large number of new 

employees. Subsequently, five (5) members of the warehouse staff have been 

caught stealing stocks. You, as the Broker to the client, should describe what 

cover you would recommend to provide an indemnity in such circumstances.

         (10 marks) 

(b) Highlight six (6) benefits of “credit insurance”.   (24 marks) 

 

Solution  

a. The candidates are required to recommend that the policy to recommend should be 

one that covers fidelity. A fidelity insurance policy is an insurance policy that covers 

loss of property or money as a direct result of fraudulent act by insured employee(s).  

 

 This fidelity policy could be arranged according to the following types: 

 Individual 

 Collective (Name or unnamed) 

 Blanket – all employees 

 Position 

 

The cover provided include loss of the insured’s property (money, stock, work- in- 

progress and other property) and the operation of cover include losses:  

 sustained during policy year and 

 discovered prior to expiry of discovery period (usually 24 months after 

cancellation of the policy for losses committed during policy period). 
(2 marks for any correctly stated point. Maximum of 5 points to be graded. Total: 10 marks) 

b. The benefits of credit insurance are that it:  

 helps businesses to escape bad debt 

 protect company’s assets 

 create reserves for the company 

 maintenance of dividends in investment 

 reinforcement of credit control 

 create an acid to finance 

 is a valuable tool for management to make decisions  

 helps to recoup their losses in case of debtors default to meet their obligation.  
(4 marks for any correctly stated benefit. Maximum of 6 points to be graded. Total: 24 marks) 
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Summarized Report  
 

Pass Rate:   67% 

Highest Score:  76% 

Lowest Score:   26% 

Average Score:  58%  

Breakdown Updates  
 

Question 1 

An average performance by the candidates. The (a) part of the question was mistaken for 

violenti-non-fit-injuria.  
 

Question 2  

Candidates’ performance was a little above average. The question was to test candidates’ 

knowledge on decision on case law. Unfortunately, few candidates got it correctly,  
 

Question 3  

Candidates’ performance was below average. Many of the candidates who attempted the 

question lacked understanding of what claimants’ cost and expenses are in liability policies.  
 

Question 4  

Below average performance. Candidates lacked knowledge of the cover provided by product 

recall policy.  
 

Question 5  

Candidates performance on this question was very good. They exhibited good knowledge of 

the cover provided by professional indemnity insurance.  
 

Question 6  

The question was to test candidates’ knowledge on the limit in liability insurances. The 

performance was good and this showed their good understanding of the question.  
 

Question 7 

Candidates’ performance was above average on this question.  
 

Question 8 

An average performance by the candidates. However, some candidates’ responses showed a 

mix-up in the understanding of the question.  
 

Question 9 

Candidates’ performance was above average in the (b) part of the question as majority of the 

candidates did not know the NACIOM requirement on policy document (the (a) part). The (b) 

part was well answered by most candidates although they lacked understanding of common 

exclusions in liability policies. Few candidates understood that employers’ liability insurance is 

not a contract of indemnity. Candidates responses showed their understanding of liability of 

company’s director.  

 

 



Question 10 

Candidates performances were above average.  

 

Question 11 

One of the popular questions answered by the candidates and the performance was very good.  

 

Question 12 

Only few candidates answered this question. The performance was above average.  

 

Question 13 

Candidates performance was above average which shows their understanding of the question.  

 

Question 14 

Few candidates attempted this question. Few of them answered with good responses, while 

the responses of most of them showed they lacked knowledge of how public liability policy 

can be extended to cover consequential losses.  

 

Chief Examiner’s Comments on Overall Performance:  

Good overall performance. Twelve out of the eighteen candidates who sat for the 

examination passed.  

 

Chief Examiner’s Suggestions on Improvement:  

More dedication of candidates to their studies will improve their performances in the future 

diets.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

1. Briefly explain the following terms:  

(a) Damnum Sine Injuria  

(b) Act of God.  

Solution  

a. Damnum Sine Injuria: means harm done without the commission of a legal wrong. In 

tort, not all actions or failure to take action which cause injury or damage give risk to 

a claim. For example, there is no duty to save a person drowning even if one can swim 

very well. 

b. Act Of God: is also known as vis force major is one of the defenses to an action in 

negligence. It is an event that occurs due to natural causes directly and exclusively 

without human intervention. 
(3 marks for each correct explanation. Total: 6 marks)  

 

2. What is the significance of “Donoghue v. Stevenson 1932”? 

Solution  

The significance of Donoghue V. Stevenson 1932 which is a celebrated case law on product 

liability. This case established that the manufacturer of a product owns a duty of care to the 

ultimate consumers of their product. This case also established what is known today 

‘Neighborhood principle’ i.e. we must exercise our duty of care not to injure our neighbours. 

Our neighbours are persons who are so closely and directly affected by our action and we 

must ensure that we have them in mind so there we don’t injure them by our action. 
(2 marks for each correctly stated point. Maximum of 3 points to be graded.  Total: 6 marks) 

 

3. In Public Liability Insurance Claim, explain with two (2) examples what “claimants cost 

and expenses” is?   

Solution  

Claimant Cost and Expenses: In public liability insurance claim, cost and expenses incurred  

by the claimant is part of indemnity provided by the policy, although these must be incurred  

with the written consent of the insurer. Example of the cost and expenses are: 

 cost of substantiating the claim 

 legal fees to defend the claim 

 cost awarded by the court.  
(2 marks each on any 2 correct example. Total: 6 marks) 

 

4. (a) List three (3) categories of persons regarded as “employees” in Employers’ 

Liability Insurance”  

(b) List three (3) risks covered by product recall policy.  

Solution  

a. Categories of persons regarded as employees in employer’s liability insurance are; 

 Labour master and persons supplied by them 

 Person employed by labour-only-sub-contractors 

 Self-employed person 

 Person insured or borrowed by the insured 
(2 marks for each correctly stated category. Maximum of 3 categories to be graded.  Total: 6 

marks) 



 

b. The risks covered by a product recall policy are:  

 costs incurred in recalling the defective products 

 expenses of recalling i.e. advertising, transportation e.t.c. 

 cost of destroying the recalled products. 
(3 marks for each correctly stated point. Maximum of 2 points to be graded.  Total: 6 marks) 

 

5. In relation to Professional Indemnity Insurance, briefly explain what you understand by:  

(a) Professional negligence  

(b) Discovery period.  

Solution  

a. Professional negligence is the error, omission, wrong advice, mistake e.t.c. which is 

committed by people in professional practice in the conduct of their business. It could 

be termed to be the failure of people in professional practice to exercise high degree 

of skill and care will result in professional negligence.  (3 marks) 

 

b. Discovery period: in professional indemnity insurance, insurer will usually grant an 

extension after the policy has lapsed. The extension period may be three or six months 

and is meant to discover claims which arise due to the negligent act during the period 

of insurance but which do not come to input until after the policy has lapsed. 
         (3 marks) 

 

6. What is “limit of indemnity” as generally used in liability insurances? 

Solution  

Limit of Indemnity: most liability insurance policies have limit of indemnity for any one 

occurrence or event which represents the insurer maximum amount payable to the insured. 

The limit of indemnity is like the sum insured in property insurance. The limit of indemnity is 

usually fixed by the insured which represents his potential legal liability to third party for bodily 

injury, death and damage to property.  
(3 marks for each correctly stated point. Maximum of 2 points to be graded.  Total: 6 marks) 

 

7. Employers’ Liability insurance is subject to “wages declaration”. Explain briefly.  

Solution  

Employers’ liability insurance is usually issued and subject to wages declaration. The initial 

premium is called provisional premium because it was produce by applying a rate on total 

estimated annual earnings of all the employees. In other words, the initial premium is based 

on an estimate and it is only at the end of the period of insurance that the actual earnings will 

be ascertained. Therefore, it is mandatory for the insured (the employer) to make a declaration 

of actual earnings for the purpose of premium adjustment. This is what is meant by “wages 

declaration” as is related to employers’ liability insurance.  
(2 marks for each correctly stated point. Maximum of 3 points to be graded.  Total: 6 marks) 

 

8. Explain the meaning of the following defences:  

(a) Inevitable Accident  

(b) Necessity.  

Solution  



a. Inevitable Accident: the defence of inevitable accident may be raised if an accident 

happens despite the exercise of reasonable care on the part of those concerned. There 

is no evidence of negligence to prove a claim.    (3 marks) 

b. Necessity: the defence of necessity arise where damage is done to prevent a greater 

evil. However, the necessity must not arise from the defendant’s own negligence.  
(3 marks) 

 

Part II 

Compulsory Question. 

This question carries 50 marks. 

9(a) As part of NAICOM’s role to establish standards for the conduct of insurance business 

in Nigeria, a circular was issued to Industry Practitioners on “fair trade practice and fair 

treatment to customers. Mention any two requirements for insurers as it relates to 

delivery of policy document stated in the circular.  (10 marks)  

 

(b)  Accord Enterprises is a public liability company and their main factory is located in 

Ikeja Industrial Estate, Lagos. The company is involved in many commercial activities 

such as manufacturing of household consumables goods and textile materials. Their 

products are distributed to major cities in Nigeria and the company is also involved in 

professional consultancy services on health related issues. The Company’s total 

workforce is 2,800 employees.  

 

As a liability insurance underwriter, you are required to critically examine the operation 

of the above company and answer the following questions:  

i. identify and explain four (4) sources of areas where the company may incur 

legal liability         (16 marks)  

ii. recommend i.e. list four (4) liability insurance policies that will be suitable and 

appropriate for the sources of legal liability you identified in (i) above (8 marks) 

(c) i. Mention and explain five (5) exclusions that are common to most liability  

policies.  

ii. Employers’ Liability insurance is not a contract of indemnity. Agree or disagree 

with this statement and explain your position.    (10 marks 

iii. Explain any two (2) ways by which the liability of a company director may 

arise.         (6marks) 

Solution 

a) As part of NAICOM’s role to establish standards for the conduct of insurance business in 

Nigeria, a circular was issued to Industry Practitioners on “fair trade practice and fair 

treatment to customers. The two requirements for insurers as it relates to delivery of policy 

document stated in the circular are:  

 insurance institutions are required to adequately document evidence of the delivery 

of the insurance policy document to the insured  

 insurance institutions shall obtain an appended signature of the insured or his/her 

representative evidencing his/her concurrence with the content of the policy 

document   (5 marks for each correctly stated points. Total: 10 marks) 

 

b. The sources of areas where the company may incur legal liability, going by the company’s 

operations are:  



 the company may incur legal liability to the employees who are working under contract 

of employment or apprenticeship. The company’s liability to their employees may 

involve bodily injury, death and sickness which may arise in the course of their 

employment. 

 the company may also incur legal liability to any member of the public through their 

operation. The company is operating in an environment and not in a vacuum and 

therefore an event may occur through their operation arising from the negligence of 

their employees for which the company (employer) is responsible. The accident may 

cause bodily injury, death or damage to property of any member of the public who are 

regarded as third party to the company. 

 the company may also incur legal liability to consumers of their products. It has been 

established that manufacturers of products are liable to the ultimate consumers of their 

product for defect in their products which may cause bodily injury, death or sickness 

to their consumers. 

 through the company’s professional consultancy service on health matters they may 

incur legal liability to their client for professional negligence i.e. error, omission, mistake 

etc. which result in financial loss, sickness or death.   
(2 marks each for any correctly identified liability; 2 marks for any correctly stated point under 

each liability. Sub-Total per Liability: 4 marks. Total: 16 marks) 

 

(ii) Liability insurance policy that are suitable and appropriate for the sources of legal 

liabilities identified above are: 

 Employers liability insurance policy 

 Public liability insurance policy 

 Products liability insurance policy 

 Professional indemnity insurance policy 
(2 marks for each correctly stated policy. Total: 8 marks) 

 

c. i) The following exclusions are common to most liability policies:  

 Injury to employees whose cover is provides by an employer’s liability policy 

 Ownership of motor vehicle, air craft where cover is provided by motor and aviation 

policies 

 Advice given for a fee where cover is provided by professional indemnity insurance 

 Damage to property where cover is provided by material damage insurance 

 War and radioactive contamination  

 Pollution 
(1 mark for each correctly stated exclusion. Maximum of 5 to be graded. Total: 5 marks) 

 

     ii) Employers liability insurance is not a contract of indemnity. AGREED. (3 marks) 

 It is a contract to pay benefits such as death, permanent disability, temporary 

disability and medical expenses 

 Employees liability is arranged on human life’s and because human life cannot be 

quantified or measured monetarily, then employers liability cannot be subject to 

the priciple of indemnity which intends to pay exact financial loss that will put the 

insured back in the position he/she was before the accident. 
(1 mark for each correctly stated justification. Maximum of 2 to be graded. Sub-Total: 3 marks. 

Grand Total: 5 marks).  

 

 



     iii) The liability of a company director may arise as follows:  

 Negligent advice or misstatement 

 Action of the director which goes beyond the limit of the company’s constitution 

 Negligent supervision of delegated responsibility 

 Error of judgment that lead to wrong or imprudent investment 
(3 marks for each correctly stated point. Maximum of 2 to be graded. Total: 6 marks). 

 

Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

10. Directors and Officers (D & O) Liability Insurance can be arranged in two (2) parts. 

Explain.          (10 marks) 

(b) Explain the following concepts:  

i. Premium Adjustment  

ii. Negligent Mis-statement  

iii. Housekeeping.        (15 marks) 

(c) Negligence is not actionable per se. Discuss.     (4 marks) 

(d) Explain the concept of vicarious liability and give two (2) relevant examples.   (5 marks) 

Solution  

a. Directors’ and Officers’ (D&O) liability insurance can be arranged in two parts as 

follows:  

 Directors’ & Officers’ Liability; this provides indemnity to the director and officers 

for their wrongful act committed during the period of insurance which resulted in 

financial loss to the company. 

 Corporate reimbursement; this provides indemnity to the company for financial 

arising from the directors negligent. 
(3 marks each for stating the parts. 2 marks for correct explanation under each stated part. 

Sub-Total: 5 marks. Grand Total: 10 marks). 

 

b. Premium Adjustment; there is premium adjustment clause in employer’s liability 

insurance policy. The premium charge on the policy or inception is based on the 

estimate of salaries and wages of employees. At the end of the period, the insured is 

required to cause the actual salaries paid and the premium will then be adjusted by 

the insurer. The premium adjustment may require the insured to pay additional 

premium or the insurer may be required to make a refund subject to maximum 

premium chargeable for the risk. 

Negligent Mis-Statement: Legal liability now attaches for negligent mis-statement 

which results in financial loss. A person who gives advice whether verbal or in writing 

will be liable of another person relies or acts on the advice which results in financial 

loss. 

Housekeeping: Housekeeping involves good management of the insured’s premises 

and proper training of employees. It also involves training and education of staff on 

safety procedure. Good housekeeping involves cleanliness of office premises, goods 

maintenance culture, and good communication at all level and good supervision of 

employees. 
(2½ marks for each correctly stated point. Maximum of 2 to be graded under each term. Sub-

Total: 5 marks per term. Grand Total: 15 marks). 

 



c It is correct to say that negligence is not actionable par se. In other words, to succeed 

in an action in negligence is not automatic. The plaintiff has to prove the following 

facts in order to succeed in an action in negligence:  

 that the defendant owes a duty of care to the plaintiff. 

 that the defendant is in breach of that duty. 

 that the branch has caused damage or loss to the plaintiff. 

(1 mark for any correctly stated point. Maximum of 4 points to be graded. Total: 4 marks). 

d.  Vicarious liability means a person is liable for the tort of another i.e. a person will  

assume responsibility for the tort committed by another. Normally, a person is only 

liable for torts committed by him)her)self, but there are occasions when a person is 

held liable for torts committed by other person(s). This type of liability is known as 

vicarious liability.  
(1½ marks for each correctly stated point. Maximum of 2 to be graded. Total: 3 marks)  

 

Examples are: 

 Employer/Employee 

 Principal/agent 

 Principal/independent contractor 

 Partners 

(1 mark for each correct example. Maximum of 2 to be graded. Total: 2 marks)  

 

11. Write short notes on each of the following:  

i. Libel and slander        (7 marks) 

ii. Territorial Limit        (6 marks) 

iii. Risk Severity         (7 marks) 

iv. Arbitration         (7 marks) 

v. Joint Tortfeasors.       (7 marks) 

 

Solution  

a. Libel and slander are both torts of defamation. The law of defamation is designed to 

protect a person regulation. A statement is defamatory if it injures the regulation of 

the plaintiff and subjects him/her to hatred and public ridicule.  When such statement 

is in writing or from radio and television, it is referred to as libel because they are in 

permanent form. 

Slander is a statement made orally and they are considered as non-permanent oral 

statements are in transient form and they are not actionable automatically i.e there 

must be a proof. 
(3½ marks for each correctly stated point. Maximum of 1 point to be graded under each term. 

Sub-Total: 3½ marks per term. Grand Total: 7 marks). 

 

b. Territorial Limit: refers to the geographical area where cover on a liability policy will 

operate. All liability policies issued in Nigeria are intended to protect the insured 

against claims occurring within the federal republic of Nigeria. Liability underwriters’ 

assumption is that their insured business is carried on in this country and their 

intention is not to extend their risks to territories or province of an overseas 



insurance. This is because legal systems, currency e.t.c. vary widely from country to 

country. It is therefore important for liability policies to stipulate the bodily injury, 

death, disease or illness must be sustained within the territorial limit of the policy. 

(3 marks for each correctly stated point. Maximum of 2 points to be graded. Total: 6 marks)  

c. Risk Severity: when a risk occurs the impact of it is always visible. Severity is the 

impact which the occurrence or happening of an event will have. In other words, 

severity is the financial impact of an occurrence. For example, some event occurs 

often (Motor accident) with less severity of impact while some event occur 

occasionally (air disaster) with high severity of impact. 
(3½ marks for each correctly stated point. Maximum of 2 points to be graded. Total: 7 marks)  

 

d. Arbitration: is the process of settlement of liability claims especially if there is 

dispute between the insured and the insurer in connection with the quantum of the 

claim. All liability policies contain arbitration clauses which requires dispute arising 

from claim to be referred to an arbitrator for settlement instead of going for legal 

proceeding. 
(3½ marks for each correctly stated point. Maximum of 2 points to be graded. Total: 7 marks)  

 

e. Joint Tortfeasors: are persons who collaborate to commit a tort. i.e. by common 

design, they inflict or cause bodily injury or damage to the third party. Joint 

tortfeasors are severally and jointly liable for their tort. At common law, a third party 

could sue any of the tortfeasors and recover in full. 
(3½ marks for each correctly stated point. Maximum of 2 points to be graded. Total: 7 marks)  

 

12 (a) Explain the following in relation to Employers’ Liability Insurance:  

i. Operative clause  

ii. Statutory liability  

iii. Protective clothing  

iv. Certificate of insurance.      (12 marks) 

 

(b) Briefly explain the legal decisions in the following decided case laws:  

i. Ryland v. Fletcher 1868  

ii. Hayness v. Harwood 1935 

iii. Hedley Byrne v. Heller and Partners 1963    (12 marks) 

 

(c) Mention and explain two (2) practical steps usually taken by insurer to reduce 

accident.         (10 marks) 

 

Solution  

a. i Operative Clause: An employer’s liability insurance policy cover that part of 

the legal liability of an employer which relates to bodily injury, death, disease or illness 

sustained by an employee which arise out of and in course of his employment and caused 

during the period of insurance within the territorial limit. This is usually stated in the policy 

document and is known as the operative clause.  

(1½ marks for each correctly stated point. Maximum of 2 points to be graded. Total: 3 marks)  

 



ii.  Statutory Liability: in employer’s liability, statutory liabilities are laws created 

by Act of parliament for the protection and welfare of employees. They provide a 

remedy to workers in civil law for damages. For every Act of parliament, registration 

will be issued which explain the details of the law there must be complied with failure 

to comply with regulation makes the employer liable under the Act. 
(1½ marks for each correctly stated point. Maximum of 2 points to be graded. Total: 3 marks)  

 

Iii. Protective Clothing: in employer’s liability, the employer must provide ‘safe 

place of work’ to prevent accident to the employees. There is a duty upon the 

employer to provide protective clothing and other facilities that will reduce the risk of 

injury or disease to employer. 
(1½ marks for each correctly stated point. Maximum of 2 points to be graded. Total: 3 marks)  

 

iv. Certificate of Insurance: the employers liability (Compulsory Insurance) 

General Regulation 1971, regulation (iv), (v) and (vi) states as follows: 

 Regulation (iv) states that the insure must issue certificate of insurance not 

later than 30days after the commencement of the policy. 

 Regulation (v) states that the employer must display the certificate of 

insurance at each piece of his business. 

 Regulation (vi) state that the certificate of insurance must be produced for 

inspection when required. 

(1½ marks for each correctly stated point. Maximum of 2 points to be graded. Total: 3 marks) 

 

b.  Ryland v. Fletcher 1868: The following was decided in this case  

 An occupier who brings on to and keeps on his land anything which is likely 

to cause damage if it escapes, is under strict obligation to prevent its escape 

and is liable for any damage caused as a result of its escape. 

 That liability exists irrespective of negligence i.e the defendant will be liable 

even though he has exercise reasonable care. 
(2 marks for each correctly stated point. Maximum of 2 points to be graded. Total: 4 marks)  

ii Hayness v. Harwood 1935: This is one of the important cases that proper solution to 

the maxim “Volenti non fit injuria”. This maxim states that “no injury is done to a willing 

person” i.e there must be consent on the part of the plaintiff. 

 

It was decided that the facts of this case is an exception to the maxim of “violenti fit 

injuria”. In this case, the defense of vpolenti was rejected against a policeman on duty 

who was injured in his attempt stop a runaway horse. 
(2 marks for each correctly stated point. Maximum of 2 points to be graded. Total: 4 marks)  

 

iii Hedley Bryne v. Heller & Partners 1963: This is a reference case that provided 

solution to the liability that attaches to negligent misstatement. Negligence 

misstatement are statement or advice given whether verbal or in writing and when 

acted upon resulted in financial loss. 

This case establishes that:  

 Duty of care is owed to avoid negligent misstatement or advice. 



 There will be liability for negligent advice or careless statement which 

results in financial loss. 

(2 marks for each correctly stated point. Maximum of 2 points to be graded. Total: 4 marks)  

 

c. The practical steps that can be taken to reduce accidents by insurers are:  

 Physical inspection of risk (survey) before the commencement of cover. 

 Ensuring that their recommendations for risk improvement are implemented. 

 Educating the insuring public about ways to reduce accident through their 

publications, seminars and conference. 

 Terms and condition in their policies e.g warranties are made condition precedent 

to insurer’s liability. 

 Collaborate with relevant government agencies with a view to educate the public 

or accident reduction. 

(3 marks for each correctly identified step. 2 marks for any correct explanation under each identified step. 

Sub-Total: 5 marks. Maximum of 2 steps to be graded. Grand Total: 10 marks) 

 

13(a) Distinguish between the following terms:  

i. Legal Liability/Moral Liability 

ii. Master/Servant  

iii. Physical Hazard/Moral Hazard  

iv. Territorial Limit/Jurisdiction Limit.      (24 marks) 

 

(b) Explain common causes of professional negligence claims as related to any two 

(2) the following:  

i. Surveyors  

ii. Accountants  

iii. Pharmacists.         (10 marks) 

Solution  

a. i. Legal Liability/Moral Liability: Liability insurance policies will operate to cover 

legal liability of the insured. Legal liability involves bodily injury, death, disease or illness 

suffered or sustained by third party arising from the negligence of the insured. While 

moral liability has to do with issues that pertains to morality or conscience and is not 

recoverable under any recognized liability code.  

ii. Master/Servant: A relationship exists between a master and a servant. The 

master is the employer while the servant is the employee. The master has the power to 

select the servant, control, his/her work, pay wages and power of dismissal. In master 

and servant relationship the master may be held liable to third party for the negligent 

of the servant. 

iv. Physical Hazard/Moral Hazard: Physical hazard relates to the physical or 

tangible aspect of the subject matter of insurance which are likely to influence the 

occurrence and/ or seventy of loss. Meanwhile, moral hazard is concerned with the 



attitudes and conducts of the people i.e the employer, employees and the society at 

large. 

 

(iv)  Territorial Limit/Jurisdiction Limit: Territorial limit refer to the geographical 

area where cover on liability policy will operate. All liability policies issued in Nigeria 

are intended to protect the insured against claims occurring within the federal 

Republic of Nigeria. Meanwhile, jurisdiction limit relates to the power of court to 

entertain disputes arising from a policy given in one country but on which liability 

arise in another country. Insurers are sometimes called up to meet such liability in 

such foreign country. The law of such country is applied sometimes in such situation.  
(3 marks for each correctly explained term. Sub Total per Group: 6 marks. Grand Total: 24 marks) 

 

b. i. Surveyors: Surveyors will be liable for professional negligence arising from 

error or mistake in the survey of property error in the drawing and specification as well error 

in advice given for sales of properties.      (5 marks)  

Ii Accountants: Accountants will be liable for professional negligence for error 

in the preparation of accounts, error in interpretation of company law and other statutory 

document. Accountants will be liable for fraud in the preparation of the accounts. (5 marks)  

 

 

Iii Pharmacists: Pharmacists may be legally liable for error in treatment 

administered or given. They are also liable for error in making up prescriptions. They will also 

be liable for error or omission which resulted in wrong formula in preparation of drugs. When 

they sell medicaments in error, they will also be liable for professional negligence.  

(5 marks)  

(only 2 should be graded above. Grand Total: 10 marks) 

14 (a) The indemnity provided by public liability insurance can be 

extended to cover “consequential loss”. Discuss.    (10 marks) 

(b)   i. Who is a bailee? Explain with two (2) examples.   (5 marks) 

ii. Mention and explain two (2) types of bailees and explain how the 

liability of each of them may arise.     (10 marks) 

(c) What is the significance of Law Reform (Contributory Negligence) Act 1945.

         (9 marks) 

Solution  

a. The public liability insurance policy will also cover consequential loss following 

accident resulting in injury to persons or damage to property. For example, if a 

builder accidentally drops a block and damage the bodywork of a car, he will be 

liable for the cost of repairing the damage. He will also be responsible for the cost 

hiring another car while the third party’s car is being repaired. 

(5 marks for each correctly stated point. Maximum of 2 points to be graded. Total: 10 marks)  

 

b.  

 



b. i. A bailee is a person who has the custody of the property of another on the 

understanding that it will be eventually returned to that person. (3 marks).  

Examples of bailees are: watch repairers, motor garages, dry cleaners etc. (1 mark 

each. Total: 2 marks). 

ii. Two types of bailees are:  

Bailee for Reward:- This is a person to whom goods are entrusted for a 

particular purpose and who is paid for his service.  Bailee for reward must 

exercise reasonable care for the safety of the property and they will be 

responsible for loss or damage to the property in their possession. 

Gratuitous Bailee:- Goods or properties are entrusted to him/her but they 

are not paid for the services rendered. The liability are gratuitous bailee may 

be less than that of a bailee for reward. At common law, the owner is always 

on the bailee whether he is a bailee for reward or a gratuitous bailee to prove 

that the loss or damage of any goods bailed to him was not caused by his 

negligence. 

(2 marks for each correctly stated type. 1½ marks for each correctly stated point under each type. 

Maximum of 2 points to be graded under each type. Sub-Total: 8 marks. Grand Total: 10 marks)  

 

c. Contributory Negligence Act 1945  

This is one of the defenses to an action in negligence cases. Before 1945, it was a full 

defense i.e if it could be shown that the plaintiff was partly to blame for the accident, 

they would recover nothing. This was amended by the law reform (Contributory 

Negligence). Act 1945 which stipulates that damages will be reduced to such an extent 

as the court thinks equitable. In other word, blame is now apportioned and the 

plaintiffs’ contributory negligence merely has the effect of reducing the amount of 

damages which can be recovered. 

(3 marks for each correctly stated point. Maximum of 3 points to be graded. Total: 9 marks)  
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Average Score:  50% 

Breakdown Updates  
 

Question 1 

To test student knowledge or RTA cover. Performance was average. 
 

Question 2  

To test candidate knowledge of parts of motor policy.  Performance was equally average. 
 

Question 3  

This question covers intermediary in the market. Candidates displayed excellent knowledge of 

the subject matter. 
 

Question 4  

This centred on accident report. Candidates performed excellently well. 
 

Question 5  

This is out to test candidates’ understanding of commercial vehicle/insurance underwriting 

vis-à-vis loading and unloading. Performance was below average.  
 

Question 6  

This was to test candidates’ understanding on commercial vehicles’ rating. Performance was 

also average. 
 

Question 7 

This was to test candidates on RTA definition of a road and terms not permitted in Insurance 

contract.  The candidates who attempted the question exhibited good knowledge as 

performance was above average. 
 

Question 8 

This was to test candidates on changing of risks; candidates displayed a good understanding.  

Performance was above average. 
 

Question 9 

This was administered to test candidates’ knowledge of the 2003 Insurance Act (part (a)) and 

general motor insurance claims administration. Most of the candidates exhibited very deep 

understanding.  Performance was excellent. 

 

Question 10 

Notwithstanding that this question tested candidates on features/part of a motor policy, which 

is deemed should be a bonus question, performance was disappointing and un-impressive.  

The same question features at the last diet and their performance had nothing to write home 

about. Even till now.  



Question 11 

Only one (1) candidate attempted the question and performed woefully. Candidates should 

study harder in order to pass more.  

 

Question 12 

A very popular question with candidates. Most of them who attempted this question did well. 

 

Question 13 

Only one (1) candidate performed averagely.  General performance was very woeful. 

 

Question 14 

Only one candidate attempted this question and he performed well. Others did not attempt 

it.  

 

Chief Examiner’s Comments on Overall Performance:  

The performance was not impressive – there was a 55% pass.  

 

Chief Examiner’s Suggestions on Improvement:  

Students should be more serious with their studies in order to have good results in their 

examination.  

 

In addition, candidates who decides to be examined on this course are encouraged to 

adequately prepare and ensure that they cover the course book, legislation, 

regulations, guidelines, market agreements, e.t.c. (refer to covering page 2 above).  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

 

1. State briefly the details of cover provided by the RTA.  

Solution  

 Legal liability to third parties for death or bodily injury to any person which is 

unlimited in amount, and for damage to, third party property up to a maximum limit 

of N250,000. 

 Emergency treatment payments under Road Traffic Acts. 

 Legal costs incurred in defendable an action for damage including claimants’ costs 

awarded against the policyholders. 

 Car abroad, sufficient to comply with various deductive as incorporated in RTA.  
(2 marks for each correctly stated point. Maximum of 3 to be graded. Total: 6 marks)  

2. Briefly explain what the “preamble” is, in the construction of a motor policy.  

Solution  

“The Preamble” is one of the parts of a motor policy.  This will normally set out the basis of the 

Motor Insurance Contract which would usually be one of indemnity.  It will remind the 

policyholders that the proposal, certificate and schedule all form part of the contract and 

aboard be read together. 
(3 marks for each correctly stated point. Maximum of 2 to be graded. Total: 6 marks) 

3. Enumerate the type of intermediaries that are available in the Motor Insurance Market.  

Solution  

i. The Brokers 

ii. Independent Intermediaries 

iii. Lastly, the company Agents employed by insurers either as full time or paid staff or 

on self-employed commission-easing basis, who can place business only with the one 

company.  
(2 marks for each correctly stated type. Total: 6 marks) 

 

4. What specific details are requested in an accident report form relating to the accident 

itself.  

Solution  

Date, Time, Place Description, Lighting, Road Conditions, Sketch plan and policy involvement 

are specifically requested in an accident report firm. 
(2 marks for each correctly stated point. Maximum of 3 to be graded. Total: 6 marks) 

 

5. To what extent are loading and unloading risks covered under a commercial vehicle 

policy?  

Solution  

The risk is covered wherever it happens of the driver or attendant is carrying out the loading 

or unloading to the limits of the carriage way. 
(3 marks for each correctly stated point. Maximum of 2 to be graded. Total: 6 marks) 

 

 

 

 



6. Why are drivers’ details rarely used for commercial vehicle ratings?  

Solution  

There are many changes to the list of drivers for larger concerns details could be obtained if 

there are relatively few drivers (as for private motor).  Insurers may improve a blanket 

limitation; say to exclude a driver under 25. 
(3 marks for each correctly stated point. Maximum of 2 to be graded. Total: 6 marks) 

 
7. (a) What is the statutory definition of a “road”?  

(b) What kind of terms are not permitted in insurance contracts?  

Solution  

a. “Any highway and any other road to which the public has access and includes bridges 

over which a road passes”      (3 marks)  

b. Onerous terms are allowed (provided the insured has been made aware of them) but 

unfair terms are prohibited.      (3 marks) 

 

8. What information do insurers require regarding changes in risk, and when do they 

need this?  

Solution  

Immediate notification is required for changes in drivers, convictions, conversion or medication 

of the vehicle, business address or use.  
(3 marks for each correctly stated point. Maximum of 2 to be graded. Total: 6 marks) 

 

Part II 

Compulsory Question. 

This question carries 50 marks. 

9(a) According to the Federal Republic of Nigeria Insurance Act 2003, Section 2 stated the 

main classes of insurance as two. Mention these two main classes and state the any 

three categories under each class.       (10 marks)

  

(b) Mr. Chike is a trader at Alaba International Market, Lagos. He insured his Toyota Sienna 

Space car with Trust Insurance Company Limited on Third Party basis. While the vehicle 

was been driven by his brother-in-law along Benin-Onitsha Express Road, it was 

involved in an accident resulting to:  

 damage to the insured car        

 death of a politician       

 injury to the driver i.e. Micheal 

 damage to John’s car – a third party  

 loss of samples of sachets of detergents that was being carried in the insured’s 

car. 

 loss of wearing apparels from the insured’s car 

N.B: This accident was reported at the Police Station.  

 

 i. As a claims manager of Trust Insurance Company Limited, how 

would you handle each of those losses? Support your stance with strong 

reasons.        (15 marks)  

ii. How would you have handled the emanating claims if Chike had 



insured his car on Comprehensive Basis for a value of N2,500,000.00 restricting 

driving to himself and his spouse.      (10 marks) 

       

(c) Madam Funmilayo – a fashion designer, was driving her Toyota Camry Salon car from 

Ibadan, Oyo State, to Ogbomoso, Oyo State, and ran into a police check point at Oyo, 

Oyo State. The police demanded for the certificate of insurance of her car but all she 

could produce was a cover note. The police officer insisted that he could only accept 

or recognize a certificate of insurance and NOT a cover note. This resulted into a lot of 

argument between them.  

 

i. what is your position on this matter taking into consideration the provisions of 

the Road Traffic Act?        (10 marks) 

ii. how would you describe the legality or otherwise of a cover note? (5 marks) 

Solution  

a) The two classes of insurance, according to the Act are:  

i) Life Insurance Business and  

ii) General Insurance Business. 

(2 marks for each correctly stated class. Sub-Total: 4 marks) 

The categories are:  

i) Life Insurance Business:  

a. Individual Life Insurance Business  

b. Group Life Insurance and Pension Business  

c. Health Insurance Business  

ii) General Insurance Business: 

a. Fire Insurance Business  

b. General Accident Insurance Business 

c. Motor Vehicle Insurance Business  

d. Marine and Aviation Insurance Business 

e. Oil & Gas Insurance Business  

f. Engineering Insurance business  

g. Bonds Credit Guarantee and Suretyship Insurance Business  

h. Miscellaneous Insurance Business  

(1 mark each for correct categories. Maximum of 3 to be graded per class. Sub-Total: 6 marks) 

 

b. The Insured’s (Mr. Chike’s) policy, covers or permits his brother-in-law, Michael, to 

drive by virtue of the driving by other drivers.  Extension granted by the policy 

provided he (Michael) possesses a valid driving licence. 

 

 i) Since the insured’s car was insured on third party only basis, the claim would be 

settled as follows: 

 damage to the insured car  

o not covered as policy does not cover “own damage”  (3 marks) 

 death of a politician 

o covered – in compliance with the RTA   (1½ marks) 

 injury to the driver i.e. Micheal 



o not covered – can only be covered by the P.A section of the 

comprehensive policy      (3 marks) 

 damage to John’s car – a third party  

o covered        (1½ marks) 

 loss of samples of sachets of detergents that was being carried in the insured’s 

car 

o not covered – even by a comprehensive policy as goods or samples 

carried in connection with any trade are supposed to be subject of a 

separate insurance.      (3 marks) 

 loss of wearing apparels from the insured’s car 

o not covered- personal effect carried under comprehensive policy, but 

cloth or dress worn is not point of personal effect but only restricted to 

other personal effects carried in the car.   (3 marks) 

 

iii) If Mr. Chuks” car had been insured by Trust Insurance Company Limited on 

comprehensive basis, settled as follows: 

 damage to the insured car  

o covered       (1 mark) 

 death of a politician 

o covered – in compliance with the RTA   (1 mark) 

 injury to the driver i.e. Micheal 

o not covered – Personal injury benefits only applicable to insured and 

spouse        (2 marks) 

 damage to John’s car – a third party  

o covered       (2 marks) 

 loss of samples of sachets of detergents that was being carried in the insured’s 

car 

o not covered – supposed to be subject of a “separate insurance(2 marks) 

 loss of wearing apparels from the insured’s car 

o Not covered- personal effect carried under comprehensive policy, but 

cloth or dress worn is not point of personal effect but only restricted to 

other personal effects carried in the car.   (2 marks) 

 

c. From the case study in the question, the correct position expected to be stated by the 

candidates is that the police officer acted incorrectly by not accepting the cover note, 

for the following reasons:  

 a policy of motor insurance is of no effect for the purpose of the Road Traffic 

Act until certificate of insurance has been delivered to the insured.  The police 

will not accept the policy document alone as evidence of insurance and a cover 

note or certificate of insurance must be produced when requested or within 5 

days thereafter. 

 on the other hand, a cover Note is temporary certificate of insurance usually 

issued to a proposer pending the issuance of the permanent document. 

 the cover Note has, more or less the same feature with the certificate of 

Insurance except that it lasts for a shorter period e.g. 15, 25 or 30 days. 

However, the certificate of Insurance is a statutorily requirement and that is 

what the insured carries about in case of police checking. 



 The RTA imposes the duty on a driver to carry the certificate of Insurance while 

driving on the road and failure to do this would attract some punishment.  In 

the alternative, he should be able to produce the certificate of insurance within 

five (5) days. 

 If the certificate is lost or destroyed, the policyholders in required to make a 

statutory derivation to that effect.   
(2½ marks for every correctly stated point. Maximum of 4 points to be graded. Total: 10 marks) 

 

ii. The police officer was wrong not to have accepted the cover note from Madam 

Funmilayo as an evidence of Insurance on her car.  The cover Note is a temporary 

certificate issued to a proposer or Insured pending the issuance of the certificate of 

Insurance, in satisfaction of the RTA provision, provided it is still valid. 
 

Going from all that has been stated above, the cover note is very valid and legally 

satisfies the provision and requirements of the RTA as a temporary certificate of 

Insurance.  
(2 marks for every correctly stated point. Maximum of 2 points to be graded. Total: 5 marks) 

 

Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

10 (a) What are the features/parts of a Motor Insurance Policy Document? (10 marks) 

(b) What is market value in the context of Motor Insurance?   (6 marks) 

(c) In Motor Insurance Underwriting, what considerations are likely to be given to:  

i. A young regular driver (probably under the age of 21 years) and  (9 marks) 

         ii. An old regular driver who is about 70 years old   (9 marks) 

Solution  

a. The features/parts of a Motor Insurance Policy Document are:  

 The Preamble 

 Definitions  

 Operative Clause  

 Definitions 

 Loss or Damage 

 General Exceptions 

 General Conditions 

 Service Information 

 Schedule 
(2 marks for every correctly stated feature/part. Maximum of 5 to be graded. Total: 10 marks) 

b. What constitutes market value is a topic of much debate and even within the 

industry, there is no total consensus.  
 

However, if we accept the premise that the object is to provide indemnity. i.e. to put 

the policyholder back in the same financial position that enjoyed prior to the loss- 

than the true measure must surely be “the amount that it would cost to replace the 

vehicle with one of the same make, model and age in the same condition and with 

similar mileage” 
 



Some will agree that it is the amount for which the policyholders could sell the 

vehicle in a private sale. 
 (3 marks for every correctly stated point. Maximum of 2 points to be graded. Total: 6 marks) 

 

c. The consideration that will be given to a young regular driver, probably under the 

age of 21 years are that:  

 the age of the main user of the vehicle will dictate the rate charged, although some 

insurers rate on the age of the youngest person to drive 

 (s)he will be presumed, as it is generally done, as inexperienced, impatient, 

unexposed, highly exuberant and thus prone to avoidable accidents 

 premium loading will be considered 

 excess will be imposed  

 the risk will be monitored, with the hope/expectation that it would improve with 

time 

 a minor claim or incident usually give cause for concern where young drivers are 

involved. 
(3 marks for every correctly stated point. Maximum of 3 points to be graded. Total: 9 marks) 

 

The consideration that will be given to an old regular driver, who is about 70 years are that:  

 since increase in age brings with it a slowing down of reflexes and a general 

deterioration of driving ability insurers usually have an upper age limit for 

acceptance of new business (often 65 or 70), though some insurers resist 

proposals from a person aged over 65 

 underwriting loading or restriction will be imposed except if such driver has a 

full and unencumbered driving licence that is free from physical impartment 

 some insurers will insist upon a doctor’s certificate or even a full medical at 

inception and each renewal – at the old driver’s expense 

 at age 70, (and each successive year) therefore, an insurer will ask for the 

completion of a medical certificate by the insured’s own doctor in order to 

confirm the position 

 in extreme cases, an independent medical practitioner’s view may be sought if 

there are any known problems. 
(3 marks for every correctly stated point. Maximum of 3 points to be graded. Total: 9 marks) 

 

11. (a) Madam Mojisola is the Transport Manager of Tayson Nigeria Limited. She is 

seeking Personal Accident and Personal Effect Cover for the Company’s newly acquired 

Suzuki Motor-Cycle. However, her colleague, Mr. Omosola, is of the view that such 

request is frivolous and can never be granted by the Insurers.  

 

As the underwriting manager of Reality Insurance Company Limited, please give your 

opinion, with reasons, on the feasibility of this request.    (10 marks) 

(b) Outline two basic ways by which trailer cover can be provided.  (10 marks) 

(c) What constitute “theft” under a motor policy?    (14 marks) 

Solution  

a. Enhanced Benefits such as personal effects and personal accident benefit are not 

provided under a motor cycle policy. Consequently, Madam Mojisola will be so advised 

and the request turned down or not granted. 



(5 marks for each explanation provided by candidates on each of the bolded phrases. Total: 10 

marks)  

 

 

b. Trailer cover can be provided in the following ways:  

Specified or Allocated Trailer Basis: with specified or allocated trailer basis, an 

Identification Number will be required and over will apply irrespective of whether the trailer 

is attached to or detached form a towing vehicle.  

Unspecified or Spare Trailer Cover: this applies where the trailer 15 attached to the towing 

vehicle or temporarily detached and in the vicinity of the towing vehicle.  Here the insured will 

be asked to specify the vehicle which will be used to trailer.  Such towing units will then be 

identified in the policy extension and each unit will generate a premium charge.  Some insurers 

will not provide cover whilst the trailer is detached and not in use for cover while the trailer is 

detached (and in the vicinity), an additional premium may have to be charged. 
(3 marks for correctly stating the basis. 2 marks for any correct explanation. Sub-Total: 5 marks. 

Grand Total: 10 marks) 

 

c. “Theft, within the context of Insurance policies, is generally given a under interpretation 

than as defined within S.I of the Theft Act 1968 for the records, The Theft Act 1968 define 

“Theft” as follows” 

 

(i) A person is guilty of theft if he dishonestly appropriate property belonging to another 

with the unknown of permanently depriving the other of it and “theft” and “Steal” shall be 

contused accordingly. 

 

(ii) It is nonmaterial whether the appropriation is made with a view to gain or is made for 

the thief’s own benefit for the purpose of indemnity under the theft section of a policy cover 

is given in respect of loss or damage caused by unauthorised use of the vehicle (e.g joyriding) 

 

For instance, S.178 of the RTA 1988makes it an offence to take a motor vehicle without lawful 

authority.  It should be remembered that the “loss” of a vehicle can occur as a result of a 

deception. 
(3½ marks for every correctly stated point. Maximum of 4 points to be graded. Total: 14 marks) 

 

12. Write briefly on the following:  

i. Arbitration        (8 marks) 

ii. Financial Ombudsman Service      (8 marks) 

iii. Alternative Dispute Resolution     (10 marks) 

iv. Litigation.          (8 marks) 

 

Solution  

(i) Arbitration: This policy calls for any dispute over quantum of a claim (NOT liability) i.e. 

the amount of the claim, to be referred to an arbitrator before any legal action can be taken 

against the insurer.  In private motor policies, the arbitration is seldom invoked bearing in mind 

that most disputes are resolved and it is necessary the ombudsman can be involved. 
(4 marks for every correctly stated point. Maximum of 2 points to be graded. Total: 8 marks) 

 



(ii) Financial Ombudsman: The Insurance Ombudsman Bureau (I0B) was formed in 1983 

to provide personal insurance policyholders (third parties do not have access to I0B) with an 

independent body that could attribute on disputes without cost to the individual. 

 

Following the enactment of the Financial Service and Markets Act 2010, the insurance 

ombudsman became part of the financial ombudsman and service (FOS) and the control of 

the BA.  Membership of the FOS is compulsory for all authorised insurers, with every company 

required to participate and contribute funds to its operations contribute funds to its operations 

FOS is an entirely independent mechanism for dealing with disputes the scheme only operated 

here the dispute is between an insured (a private individual) as an insurer.  The ombudsman 

aims to provide both impartial and independent.  Conciliation of disputes between these two 

parties.  Although the vast majority of cases referred to the ombudsman involve claims, any 

cause for complaint investigated. 
(2 marks for every correctly stated point. Maximum of 4 points to be graded. Total: 8 marks) 

 

(iii) Alternative Dispute Resolution: Alternative Dispute Resolution (ADR) is a method 

that has been formulated primarily to lighten the case- load of consists of law.  It is a less 

formal procedure where the ultimate solution is determined by the parties themselves through 

mediation rather than by any judge or arbitrator. 

 

The mediator is appointed by martial consent.  It is the job of the mediator for facilitate 

discussion through a sense of meetings and encourage the parties bring various aspects of 

the dispute to a point where there is martial understanding and acceptance.  The solution is 

often a compromise which is acceptable to both parties. 

 

ADR can be used to assist in all manner of disputes including complaints to insurers.  It perhaps 

can have a particular benefit in disputes between insurer and commercial policyholder where 

otherwise there is nothing available before full arbitration and/or count action. 
(2½ marks for every correctly stated point. Maximum of 4 points to be graded. Total: 10 marks) 

 

(iv) Litigation: This is strictly court action. It is a situation where an aggrieved insured 

shelves (or had exhausted) all other dispute resolution mechanism and goes to count to seek 

redress.  
(4 marks for every correctly stated point. Maximum of 2 points to be graded. Total: 8 marks) 

 

13 (a) What are the key features an underwriter will take into consideration in relation 

to users of any vehicle proposed for insurance?    (12 marks) 

(b) Name at least six (6) common features applicable to Motor Insurance contracts 

which must be available for underwriting purposes by insurers. 
          (12 marks) 

(c) What is the underwriting approach to insurers to “Kit Cars”?  (10 marks) 

 

Solution  

a. The key features that an underwriter will take into consideration in relation to 

users of any vehicle proposed for insurance features will include the following:  

 Age 

 Occupation 

 Claim History 



 Conviction Record 

 Physical or Mental Disabilities 

 Country of Origin 
(3 marks for every correctly stated feature. Maximum of 4 to be graded. Total: 12 marks) 

 

b. The following are the common features applicable to Motor Insurance Contracts which 

MUST be available for underwriting purposes by insurers:  

 Proposal Forms 

 Cover Notes 

 Certificates of Motor Insurance 

 Policy Forms 

 No Claim Discount 

 Policy Forms Conditions 

 Payment of Premium 

 Renewal Procedures 

 Policy Excess 
(2 marks for every correctly stated feature. Maximum of 6 to be graded. Total: 12 marks) 

c. Kit cars have grown in popularity over the last few years. At one time this type of risk 

involved manufactures combining various parts of a car from other manufactures and 

then providing a body, moulded out of plastic or perhaps fibreglass. 

 

 Nowadays, sports car may be in kit form and the insurance market takes a more flexible 

view towards underwriting of these risks, realizing that in the main, such, vehicles will 

be a treasured possession and they are general used infrequently 

 

 There may be a maximum mileage limitation imposed and also a large own damage. 

Excess applied. Alternatively, indemnity for part only may be provided under the own 

damage section which may produce a reduction in the premium to reflect the reduce 

risk.  
(5 marks for every correctly stated point. Maximum of 2 points to be graded. Total: 10 marks) 

 

14. (a) i. For what category of persons is the legal expenses policy 

designed and what is its main objectives?    (9 marks) 

ii. List the five (5) elements included in the operative clause of a 

legal expense policy.       (10 marks) 

(b) Enumerate any other three (3) category of persons (other than the Insured or 

Policyholder) that cover is provided for in a comprehensive private motor 

policy?         (6 marks) 

(c) With regards to settlement of own damage claim, state three (3) of the contributions 

the policyholder may be referred to pay for upon collection of his repaired vehicle. 
          (9 marks) 

Solution  

a. i) The legal expenses policy is principally available for private motorists, although, it is 

now offered more extensively in the small vehicle area of commercial vehicle insurance. 

 

 The cost of cover is often a comparatively small amount and this option is offered at 

inception of the main motor policy. 



 

 It relieves intermediaries and agents of the need to provide assistance with client’s 

uninsured loss recovery claims and provides peace of mind for policyholders. 
(4½ marks for every correctly stated point. Maximum of 2 points to be graded. Total: 9 marks) 

 

ii) A typical operative clauses of a legal expenses policy would be as follows: 

 Pay legal expenses and appeal costs. 

 Provide a lawyer for the recovering of any sums 

 Attempts recovery of at least a 50% chance of success 

 Financial limit for any one incident 

 Territorial Limit Definition 
(2 marks for every correctly stated element. Total: 10 marks) 

 

b. Apart from the insured/policyholder, other categories of persons that cover is provided 

for in a private motor policy are: 

 Anybody the insured allows to drive the insured car if permitted by the insured 

certificate of insurance. 

 Anyone the insured allows to use the insured car for social domestic and pleasure 

purposes (Please note that use does not include driving) 

 Any person travelling in or getting into or out of the insured vehicle. 

 The insured’s employer for any car covered by this policy, used by the insured or 

his employer with the insured’s permission and provided such use is otherwise 

permitted by the policy.  Except for the insured car, any such car must not belong 

to your employer nor must it be cured to the employer. 
(2 marks for every correctly stated category. Maximum of 3 to be graded. Total: 6 marks) 

c. With regards to settlement of own damage claim, the policyholders may be required 

to pay any agreed contributions. These contributions could be of varying types like:  

 excess as shown in the policy 

 VAT where the policyholders is registered and can reclaim that proportion from the 

customs and excise. This is because if the insured is VAT registered, they are liable 

for VAT element of any own damage claims payment and can offset this when 

completing their own VAT returns. 

 any private work carried out at the same time as the main repair. 

 any contribution for betterment. 
(3 marks for every correctly stated point. Maximum of 3 to be graded. Total: 9 marks) 

 

 

 

 

 

 

 

 

 

 

 



 
 
 

 
CHARTERED INSURANCE INSTITUTE OF NIGERIA 

 
ADVANCED DIPLOMA 

 
APRIL 2019 EXAMINATION PAPER 

 
 

 
 
 
All answers are to be written on the answer booklet(s) supplied in accordance 
with the following instructions: 

 Three hours are allowed for this paper. 
 

 Fill in the information requested on the answer booklet and on form B. 
 

 Handle the answer form with care do not write notes on it.   
 

 Do not write on the question paper. 
 

 The answer booklet should be handed over personally by you to the 
invigilator before you leave the Examination Hall.  Failure to do this may 
result in your paper not being assessed and marked. 

 

 Insert your candidates number as given on your admission permit and 
any other particulars required on the cover and flap of the answer 
booklet. 
 

 

 Ensure that you write the full and correct candidate’s number. 
 

 No name should be written on any leaf of the book, or on any 
supplementary leaves that may be issued to the candidates. 
 

 The answer to each question must be commenced on a separate page.  
Where, however, a question consists of two of more parts, this 
instructions does not apply to the separate parts. 
 

 Write in the ruled margin the number and question attempted. 
 

 Leave no blank pages among your answers. 
 

 Where supplementary leaves are used, the candidate’s number should be 
written in the space provided on them and fastened at the end of the book 
inside the cover. 

FAILURE TO ADHERE TO INSTRUCTIONS (WRITTEN AND VERBAL) 
WILL ATTRACT STATED SANCTIONS. 

SUBJECT A770 

PRINCIPLES OF MARINE INSURANCE 

 

LOGO 



CHARTERED INSURANCE INSTITUTE OF NIGERIA 
 

A770 –PRINCIPLES OF MARINE INSURANCE 
 

INSTRUCTIONS TO CANDIDATES 
 
Three hours are allowed for this paper.  
 
You should answer all questions in Part I, the compulsory question in Part II 
and three out of the five questions in Part III. 
 
The paper carries a total of 200 marks distributed as follows: 
Part I  8 Compulsory Questions  48 marks 
Part II  1 Compulsory Question  50 marks 
Part III 3 Optional Questions  102 marks. 
You are advised to spend not more than 45 minutes on Part I and strongly 
advised to attempt ALL the required questions to score maximum possible 
marks. 
 
Where a question is split into parts (a), (b), etc, marks for each part are only 
shown if they are split unevenly between the parts and you should spend your 
time in accordance with the allocation. 
In attempting the questions, you may find it helpful in some places to make 
rough notes in the answer booklet.  If you do this, you must cross through these 
notes before you hand in the booklet.  
 
A formular sheet will be issued for use with this paper. 
 
It is important to show each step in any calculation, even if you have used a 
calculator. 
 
Answer each question on a new page.  If a question has more than one part 
leave several lines blank after each part. 
 
 
 
 
 

  



Summarized Report  
Pass Rate:   Not Applicable  

Highest Score:  Not Applicable  

Lowest Score:   Not Applicable  

Average Score:  Not Applicable 

Breakdown Updates  

Not Applicable since the course was NOT examined as no candidate undertook the 

course during this diet.  

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



 

 
CHARTERED INSURANCE INSTITUTE OF NIGERIA 

 
ADVANCED DIPLOMA 

 
APRIL 2019 EXAMINATION PAPER 

 
 

 
 
 
All answers are to be written on the answer booklet(s) supplied in accordance 
with the following instructions: 

 Three hours are allowed for this paper. 
 

 Fill in the information requested on the answer booklet and on form B. 
 

 Handle the answer form with care do not write notes on it.   
 

 Do not write on the question paper. 
 

 The answer booklet should be handed over personally by you to the 
invigilator before you leave the Examination Hall.  Failure to do this may 
result in your paper not being assessed and marked. 

 

 Insert your candidates number as given on your admission permit and 
any other particulars required on the cover and flap of the answer 
booklet. 
 

 

 Ensure that you write the full and correct candidate’s number. 
 

 No name should be written on any leaf of the book, or on any 
supplementary leaves that may be issued to the candidates. 
 

 The answer to each question must be commenced on a separate page.  
Where, however, a question consists of two of more parts, this 
instructions does not apply to the separate parts. 
 

 Write in the ruled margin the number and question attempted. 
 

 Leave no blank pages among your answers. 
 

 Where supplementary leaves are used, the candidate’s number should be 
written in the space provided on them and fastened at the end of the book 
inside the cover. 

FAILURE TO ADHERE TO INSTRUCTIONS (WRITTEN AND VERBAL) 
WILL ATTRACT STATED SANCTIONS. 

SUBJECT A780 

AVIATION INSURANCE 

     

  

LOGO 



CHARTERED INSURANCE INSTITUTE OF NIGERIA 
 

A780 –AVIATION INSURANCE 
 

INSTRUCTIONS TO CANDIDATES 
 
Three hours are allowed for this paper.  
 
You should answer all questions in Part I, the compulsory question in Part II 
and three out of the five questions in Part III. 
 
The paper carries a total of 200 marks distributed as follows: 
Part I  8 Compulsory Questions  48 marks 
Part II  1 Compulsory Question  50 marks 
Part III 3 Optional Questions  102 marks. 
You are advised to spend not more than 45 minutes on Part I and strongly 
advised to attempt ALL the required questions to score maximum possible 
marks. 
 
Where a question is split into parts (a), (b), etc, marks for each part are only 
shown if they are split unevenly between the parts and you should spend your 
time in accordance with the allocation. 
In attempting the questions, you may find it helpful in some places to make 
rough notes in the answer booklet.  If you do this, you must cross through these 
notes before you hand in the booklet.  
 
A formular sheet will be issued for use with this paper. 
 
It is important to show each step in any calculation, even if you have used a 
calculator. 
 
Answer each question on a new page.  If a question has more than one part 
leave several lines blank after each part. 
 
 
 
 
 
 
 
 
 
 



Summarized Report  
 

Pass Rate:   33% 

Highest Score:  55% 

Lowest Score:   48% 

Average Score:  52% 

Breakdown Updates  
 

Question 1 

Question was poorly attempted, notwithstanding that it is a textbook question which was to 

test how reinsurance clauses operate in aviation reinsurance.  
 

Question 2  

The question was a textbook adaptation to local or Nigerian vision.  Candidates may not have 

familiarized themselves with the course book. Performance was poor.  
 

Question 3  

The question on captive insurance company is expected to be an easy one for candidates but 

it was not well attempted by all the candidates.  
 

Question 4  

Very woeful performance to a textbook question.   
 

Question 5  

Two out of three candidates attempted the question with a below average performance. I am 

of the opinion that organized tutorial classes may stop a lot of deficiencies in the current level 

of understanding with the candidates.  
 

Question 6  

Still a rudimentary testing of objective of Aviation Insurance Offices Association. Performance 

was poor.  
 

Question 7 

Candidates need to familiarize themselves with the contents of the course book as the 

performances showed a lack of awareness of the question.  
 

Question 8 

The question was to test procedure of aviation aircraft accident. Performance was poor.  
 

Question 9 

Since candidates failed to familiarize themselves with the course book contents, it was difficult 

for them to make practical application/insinuations.  

 

Question 10 

The question tested on practical applications. Candidates’ performance was poor.  

 

Question 11 

Performance was very woeful.  



Question 12 

A straight forward question and derivatives of Nigerian Legal System but the candidates seem 

not to have any knowledge of it, from their various responses.  

 

Question 13 

Short textbook write-up; fairly attempted by all the candidates. 

 

Question 14 

Good attempt by all candidates. 

 

Chief Examiner’s Comments on Overall Performance:  

Poor performance. 

 

Chief Examiner’s Suggestions on Improvement:  

Candidates who decides to be examined on this course are encouraged to 

adequately prepare and ensure that they cover the course book, legislation, 

regulations, guidelines, market agreements, e.t.c. (refer to covering page 2 above).  

 

They should also know that intensive organized tutorial classes may cure many identified 

deficiencies as stated above.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

 

1. Briefly explain the effect of each of the following on Aviation Insurance:  

 i. Claims Consideration Clause AVN21     

 ii. Claims Control Clause AVN25      

Solution  

i Claims Consideration Clause AVN 21- Used on reinsurance policies. It sets out how 

reinsurers and reinsured will cooperate on claims issues. Reinsurers must be advised 

within seven days of a loss or potential loss. The Reinsured must provide reinsurers 

with all information available and shall cooperate with them regarding settlement 

and adjustment.        (3 marks) 

ii. Claims Control Clause AVN 25- Likewise used on reinsurance policies Notices period 

is 72 hours. Reinsurers have control of claims negotiations and settlement.  
          (3 marks) 

2. Outline any three (3) main areas of responsibility of Nigeria Civil Aviation Authority 

(NCAA) or the United Kingdom Aviation Authority.   

Solution  

The Nigeria Civil Aviation Authority (NCAA) or the United Kingdom Civil Aviation Authority is 

responsible for the following:  

i. Safety regulation- All operational aspects including air worthiness of aircraft 

licensing of personnel and airfields, certificating UK or Nigeria commercial operations 

and new aircraft types.  

ii. Economic regulation- Airline route license approval of airfares and airport charges, 

regulation of Air Travel organizers Licensing (ATOL)) 

iii. Air traffic Services- Regulation and provision of various air traffic control service  

iv. Advising Nigeria or UK government on aviation matters.  
(3 marks on any correctly stated point. Maximum of 2 to be graded. Total: 6 marks) 

3. Briefly explain any three (3) different types of Captives Insurance Company set up.  

 

Solution  

The different types of captive insurance company set up are:  

 Pure Captive: established only to underwrite the risk of the parent group  

 Association and Group Captives: these are multi parent captives formed by 

members of particular association or group 

 Mutual Structures: sometimes used, premiums are collected from all participants 

according to the degree of risk ceded. It is usually a non-profit making organization 

 “Rent-a-Captive”- typically operated by major insurers. For payment of a fee, clients 

get access to the captive and its services without the cost involved in setting up their 

own captive company.  
(1 mark for stating the correct type. 1 mark for correct explanation. Sub-Total: 2 marks. Grand 

Total: 6 marks) 

 

 

 



4. Outline any three (3) objectives of the International Civil Aviation Organization (ICAO).   

Solution  

The objectives of the International Civil Aviation Organization (ICAO) are to: 

i. ensure the safety and orderly growth of international aviation worldwide.  

ii. encourage the art of aircraft design and operation for peaceful purposes. 

iii. encourage the development of airways, airports, and air navigation facilities for 

international civil aviation.  

iv. meet the needs of the peoples of the world for safe, regular, efficient and economics 

air transport  

v. prevent economic Waste caused by unreasonable competition.  

vi. ensure that the rights of contracting stats are fully respected and that every 

contracting stat has an opportunity to operate airlines. 

vii. avoid discrimination between contracting states.  

viii. promote safety of flight in international air navigation.  

ix. promote generally the development of all aspects of international civil aeronautics.  
(2 marks on any correctly stated objective. Maximum of 3 to be graded. Total: 6 marks) 

5. Explain “structured settlements” and the benefits they may be to claimants in respect 

of Aviation Insurance.  

Solution  

“Structured settlements” is the arrangement whereby all concerned parties agree to pay the 

agreed claim amount over an agreed period of time and in an agreed manner. (3 marks)  

 

It has sometimes been the case that after having received a large award, a claimant has 

spent the money inappropriately and has not enough left to meet their future medical and 

other requirements. 

 

To avoid such problems and to avoid the need for constant management of the settlement 

fund, the attorneys will arrange that the claimant receives a regular income appropriate for 

their needs. 

 

The insurer can transfer the risk of the claimant’s longevity to the life assurers who have the 

use of experience in these matters and it may be the case that in the event of the claimant’s 

premature death, some of the unused funds may be repayable to the insurers.   
(1 mark for every correctly stated point. Maximum of 3 to be graded. Total: 3 marks) 

6. List six (6) objectives of the Aviation Insurance Offices Association.  

Solution  

The objectives of the Aviation Insurance Offices Association are to:  

 promote advance and protect the interest of insurance companies’ transaction 

aviation business 

 secure joint action in all matters affecting their interest 

 consider the principles and practice of aviation underwriting with a view to 

encourage uniformity of action 

 draw up standard wordings and clauses in cooperation with other interests 

 facilitate liaison with government department and other official bodies 

 cooperate with similar committees and associations whether at home or abroad 

 procure and furnish information and intelligence of interest to membership 



 investigate and prevent fraud 
(1 mark for every correctly stated point. Maximum of 6 to be graded. Total: 6 marks) 

 

7. List at least three (3) minimum required documents to be carried in an aircraft engaged 

in International Navigation by Chapter V of the Chicago Convention 1944.  

Solution  

The minimum required documents to be carried in an aircraft engaged in International 

Navigation by Chapter V of the Chicago Convention 1944 include:  

 the aircrafts certificates of registration 

 air worthiness certificate   

 appropriate licenses for crew.  

 log book requirements 

 radio apparatus 

 passenger Manifest 

 cargo manifest.  
(2 marks for every correctly stated document. Maximum of 3 to be graded. Total: 6 marks) 

8. Enumerate a minimum of four (4) documents required by lawyers as soon as possible 

after an aircraft accident.  

Solution  

The minimum documents required by lawyers as soon as possible after an aircraft accident 

include the following:  

 Copy of passenger list or manifest 

 Passenger flight coupons 

 Addresses of passenger and next of kin 

 Repot of operator 

 Seating plan 

 Details of injuries 

 Navigational log 

 Details of crew 

 Copies of relevant correspondence.  
(1½ marks for every correctly stated document. Maximum of 4 to be graded. Total: 6 marks) 

Part II 

Compulsory Question. 

This question carries 50 marks. 

 

9(a) According to Section 6, 6.1.0 – 6.1.4 of the Market Conduct and Business Practice 

Guidelines issued by NAICOM,   

i. who is a “promoter”?        (4 marks) 

ii. mention any three (3) process or action to be taken at the registration stage of 

the application.       (6 marks)  

 (b) ABZ is a chartered airline operating a small fleet out of Rwanda, a landlocked East 

African country. Some of the aircrafts are leased from other operators, while the 

remaining ones are new purchases with bank finance. As the Insurance Broker, your 

client has asked you to obtain quotes to insure the aircraft in the London market.  

 



i. Identify the coverage your client needs.    (4 marks) 

ii. What information does your client need to provide in order for you to get a 

quote?         (10 marks) 

iii. What provisions are required in the insurance since your client obtained bank 

financing to purchase some of the aircrafts?     (10 marks) 

iv. What insurance covers are open to pilots and crew of the airline?  (10 marks) 

v. Highlight the scope of benefits of such covers?    (6 marks) 

Solution  

a. i) A “promoter” is the applicant making a request to get approval from 

NAICOM to operate as either an insurance company or a reinsurance company 

in the Nigeria Insurance market space.       
(1 mark for each correctly stated/bolded point. Total: 4marks) 

 

ii) The following are the processes or actions to be taken at the registration stage of 

the application: 

a) pre-registration interview   

b) publication of applicant to members of public  

c) notification of success or otherwise after 21 days of publication  

d) issuance of letter of success 

e) evidence of payment of registration fee 

f) issuance of certificate of registration.   

(2 marks for each correctly stated document. Maximum of 3 to be graded. Total: 6 marks) 

 

b. The client will need to buy hull, third party and passenger liability for the aircraft plus 

hull war coverage and paragraph C.E and G of the war, hijacking and other perils 

exclusion clause.  
(2 marks for every correctly stated required policy type. Maximum of 2 to be graded. Total: 4 marks) 

 

ii. The information that the client need to provide in order to get a quote are:  

 Name and address 

 Make and model of aircraft 

 Age of the aircraft 

 Registration 

 Agreed value 

 Level of deductible 

 Usage 

 Utilization 

 Passenger seating 

 Liability limit 

 Names and flying experience of pilots 

 Loss history of pilots 

 Geographical limits required. 

 Maintenance provider 

 Types of license.  

(1 mark for every correctly stated information. Maximum of 10 to be graded. Total: 10 marks) 



iii When using bank financing to buy an aircraft, the finance company will want the 

insurer(s) covering the asset to incorporate certain provisions protecting them and their 

property which will include the following: 

 to be added as additional insured under the liability coverage.  

 be a loss payee up to the amount of the loan outstanding.  

 protection in case the insured breaches a policy condition or warranty which 

might result in the policy not responding in the event of a claim. 

 at least 30 days-notice in the event of cancellation or material change to the 

policy (or seven days) in event of war risks. 

 the usual way in which the hull provisions would be included in the policy 

would be by the inclusion of an aircraft financial interested endorsement – 

AVN 28B.  

(5 marks for every correctly stated information. Maximum of 2 to be graded. Total: 10 marks) 

 

iv.  The insurance policy that are open to pilots and crew members of an airline are:  

 License insurance  

 Personal Accident  

 Group Life  

 Term Life Assurance  

 Life Investment Policies  
(5 marks for every correctly stated type. Maximum of 2 to be graded. Total: 10 marks) 

 

v. The scope of benefit of such covers are:  

 License insurance: Insurers will pay a fixed amount (lump-sum) in the event 

that the insured person’s license is permanently withdrawn and unable to return 

to a flying job. Monthly benefits may be purchased for temporary loss of license 

up to 24months and are usually subject to a waiting period 

 Personal Accident: Insurers will pay agreed amount on the occurrence of any 

insured peril which is as a result of an accident - subject to policy terms and 

conditions  

 Group Life: on death (or critical illness – if covered), insurers will pay agreed 

amount - subject to policy terms and conditions. This is usually done on a group 

basis 

 Term Life Assurance - on death (or critical illness – if covered), insurers will pay 

agreed amount - subject to policy terms and conditions. This is usually done 

on an individual basis 

 Life Investment Policies – at maturity or death (whichever comes first), 

insurers will pay agreed amount - subject to policy terms and conditions. This 

is usually done on an individual basis, although it can also be arranged on a 

group basis.  
(2 marks for every correct explanation. Maximum of 3 to be graded. Total: 6 marks) 

 

 

 

 

 



Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

10 (a) Explain why underwriters consider that helicopters are a more hazardous 

underwriting risk than winged aircraft.      (10 marks)  

(b) What method is used to compute the premium rating for glider? What is the 

name of the controlling body for the sport in the United Kingdom?  (4 marks) 

(c) Identify the deductibles typically used on aviation liability insurances and 

explain how they are applied.       (10 marks) 

(d) Describe the development and use of the Airborne Collision and Avoidance 

System (ACAS).         (10 marks) 

Solution  

a. Underwriters consider that helicopters are a more hazardous underwriting risk than 

winged aircraft because helicopters are rotor wing aircraft which rely on the rotor blades 

turning to generate lift. If there is a problem while the helicopters are flying it will usually 

lead to major damage. Underwriters recognize this by adjusting the rating and by 

imposing a higher deductible while which is usually applicable to all losses.   

 

Another reason for the helicopters being considered a greater underwriting risk is that 

helicopters are often used in move hazardous situations and at lower altitude than fixed 

wing aircraft.  

 

The uses to which helicopters are put to are often more hazardous than fixed wing 

aircraft and same for their landings. This flying is very demanding with no room for error 

and the loss record is greater which is reflective in the rating.  
(5 marks for every correct explanation. Maximum of 2 to be graded. Total: 10 marks) 

 

b. The rating for gliders is usually a percentage of the value of the machine (2 marks) and 

the controlling body for gliders sport in the UK is the British Gliding Association (2 marks).  

 

c. The deductibles typically used on aviation liability insurances are:  

 On air coverage, the aircraft liability deductibles are usually. 

o Baggage Liability- $1,250.00 cash and every loss (3 marks) 

o Cargo Liability- $5,000.00 each and every loss.  (3 marks) 

These deductibles do not apply in the event of accidents involving the carrying 

aircraft or in the event of nature disasters. Also, they do not usually apply to losses in 

respect of coverage falling under extended coverage endorsement- AVN52E. 

 

 In respect of premises and hanger keepers’ liability, coverage in normally subject to a 

deductible around $1,500.00 to $2,500.00 each and every loss but $25,000.00 on each 

and every loss in respect of damage to aircraft.  (4 marks) 

 

d. The impetus for the introduction of some form of collision prevention system was a 

number of mid-air collisions from 1956 through to the late 1970’s. This was what led 

to the development, by the United States of America, who initially proposed a system 

and called it Traffic Alert and Collision Avoidance System (TCAS), also known as the 



Airborne Collision and Avoidance System (ACAS). Its use is to prevent mid-air 

collisions of air vessels.  
(5 marks for each correctly stated point. Total: 10 marks) 

 

11 (a) Describe the capabilities of the Enhanced Ground Proximity Warning System  

(EGPWS).        (14 marks) 

(b) Describe the provisions of the “Full Premium If Loss” Clause AVN8 and explain  

when this clause might be used.      (10 marks) 

(c) What are the provisions of the Passengers’ Voluntary Settlement Endorsement  

– AVN34A and when is it usually used?     (10 marks) 

Solution  

a. The capabilities of the Enhanced Ground Proximity Warning System (EGPWS) are that 

it:  

 can look ahead and provide a terrain display 

 contains an airport and terrain data base which is used in conjunction with input about 

the aircrafts position, barometric attitude and flight path 

 provides caution level and warning level (at 20-30 seconds) alerts 

 provides warnings of barometric attitude error in any areas around airports 

 is designed to increase flight crew awareness of the surrounding terrain 

 is displayed automatically if a look-ahead caution or warning alert activates. On aircraft 

without map displays, a dedicated weather radar display may be used. The display 

depicts the terrain as red, amber or green depending on the height of the terrain 

relative to the aircrafts attitude.  
(3½ marks for every correctly stated point. Maximum of 4 to be graded. Total: 14 marks) 

b. The “full premium if Loss” Clause AVN8  

 provides that in the event that an aircraft suffers a total loss under a hull policy, 

the full annual premium less any premium already paid will become payable to 

insurers 

 it also states that the claim would have to be on the basis of a total loss.  
(5 marks each. Total: 10 marks) 

 

c. The provision of the Passenger Voluntary Settlement Endorsement- AVN 34A is that it 

provides for stated limits of settlement for passengers in the event of an accident. 
(5 marks) 

The coverage under (i.e. uses of) AVN 34A are:  

 on death, total loss of two limbs, sight in two eyes or a combination - 100% of 

the stated limit 

 on loss of one limb or loss of sight in one eye – 50% of the stated limit  

 on permanent total disablement other than by loss of limbs or sight – 100% 

of the stated limit  

(5 marks on any of the completely stated uses. Maximum of 2 to be graded. Total: 10 marks) 

12. (a) Under the US Legal System, what are  

i. Punitive Damages Award      (10 marks) 

ii. Compensatory Damages Award?     (10 marks) 

(b) Briefly summarize the landmark case of the Ford Pinto.  (14 marks) 



 

Solution  

a. i. Punitive damages are intended to punish the defendant for the actions on which the 

liability was based (for which they have paid compensation) Most jurisdictions permit 

punitive damage awards only if the defendants acts are proved to be particularly 

grievous wanton, willful or reckless, evidencing a conscious disregard for the rights of 

society as a whole.  
(5 marks for each correctly stated point. Maximum of 2 to be graded. Total: 10 marks) 

 

ii. Compensatory damages are intended to redress a loss suffered by a claimant by 

reason of a defendant’s wrongful conduct. These awards are intended to provide the 

defendant with a sufficient cash amount to enable them to resume their lives in a 

similar position to the one they were in prior to the occurrence.  
(5 marks for each correctly stated point. Maximum of 2 to be graded. Total: 10 marks) 

 

b. A landmark case in Ford Pinto was where a young man was given a lift in a ford pinto car 

driven by a friend. (3 marks) The young man received severe burns and was badly disfigured; 

the plaintiff’s lawyers convinced the jury that Ford Motor company had seriously and 

willfully disregarded the safety of the people in the car (3 marks). 

 

The jury made an award of $2.5million in compensation (3 marks) and $125million in 

punitive damages (3 marks) ultimately the punitive damages was reduced to $3.5million (2 

marks). 

 

13. Regarding aviation insurance claims settlement, write short notes on the following:  

(a) Warranties         (12 marks)

 (b) Repudiation         (12 marks) 

(c) Misrepresentation and Non-disclosure.      (10 marks) 

 

Solution   

a. Warranties:  

 Many insurers’ policies contain warranties which place obligations on the insured 

either to act in a particular manner or to refrain from doing so. Typical warranty is 

that the insured shall take all reasonable precautions to ensure that:  

 the Passengers and cargo are earned subject to the terms and conditions set out 

on the tickets or air way bill 

 the aircraft has a current certificate of air worthiness 

 all government regulations and instructions for civil aviation are complied with 

 the aircraft is to be operated within the restriction set out in the aircrafts 

certificate of air worthiness.  
(4 marks for each correctly stated warranty. Maximum of 3 to be graded. Total: 12 marks) 

b. Repudiation:  

 if there has been breach of one of the warranties under the terms of the insurance 

policy, then the insurer is entitled to repudiate the contract of insurance 



 repudiation of a policy for breach of warranty must be done swiftly and insurers 

cannot take any steps which would constitute a waiver of a breach of warranty by the 

insured 

 certain jurisdictions have strict time limits within which a policy can be repudiated in 

certain circumstances the insurance premium must be returned at the time of the 

repudiation.  
(4 marks for each correctly stated warranty. Maximum of 3 to be graded. Total: 12 marks) 

 

c. On misrepresentation and non-disclosure, insurers are entitled to repudiate an 

insurance policy for material non-disclosure or misrepresentation. The issues to be 

addressed are whether the misrepresentation or non-disclosure was (i) material and 

(ii) whether such misrepresentation or non-disclosure induced insurers to write the 

risk.  
(5 marks for each correctly stated warranty. Maximum of 2 to be graded. Total: 10 marks) 

14. You are a claims manager for an aviation insurer who has received a report in respect 

of an aircraft accident. The aircraft had been connected to a ground power unit and 

during the start-up procedure, the aircraft started moving, hit the ground power unit, 

injured the members of the ground crew, who are airport employees and caused one 

of the aircraft’s propellers to shatter which led to the damage of the aircraft’s fuselage.  

 

The aircraft will probably be considered a constructive loss and it has remained parked 

at the airport, while the claim is being processed, incurring large parking fees.  

 

Discuss the hull and liability aspects of the accident and how you feel the various claims 

might be resolved.  

 

Solution  

Candidates are required to discuss constructively on the aspects highlighted below.  

 

 As a claims manager, you need to look dispassionately at all factors. The biggest 

problem you will have initially is each side is claiming a different version of the events 

and there is further information that your loss adjusters will have to analyze to reach 

a conclusion 

 

 Damage to the aircraft would normally be paid by the hull insurers if they accept the 

claims as valid less any applicable deductible 

 

 If the airlines are held responsible, the airport authority will be able to recover the 

cost of repairs to their buildings as will the vehicle owners.  

 

 They will also be able to recover parking fees.  

 

 The injured airport authority employees may also be able to take action against the 

airline for injuries suffered.  

 



 If the airport authority is held responsible due to the actions of their employees, the 

owners of the vehicles or their insurers may be able to recover from the airport 

authority. 

 

 Their buildings insurers will have to pay for damage to the terminal and the 

employees will have a case to recover from the employer’s liability or workmen’s 

compensation insurances.  
(4 marks for an appropriate opening. 5 marks for each correctly constructed argument. Maximum 

of 6 points to be graded. Sub-total: 30 marks. Grand Total: 34 marks) 
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Summarized Report  
 

Pass Rate:   68% 

Highest Score:  66% 

Lowest Score:   35% 

Average Score:  54% 

Breakdown Updates  
 

Question 1 

The question tested candidates’ knowledge of buyers of reinsurance. It was well attempted 

and majority of the candidates performed very well and answered it correctly.  
 

Question 2  

The question was well attempted and over 95% scored above average.  The question tested 

candidates understanding of quota share reinsurance.  
 

Question 3  

Majority of the candidates could not give a good explanation of underwriting authority but 

demonstrated a good understanding of binding authority.  
 

Question 4  

The question tested candidates’ knowledge of legal principles of insurance but some 

candidates misinterpreted this to mean elements of a valid contract.  It is disappointing that 

only a few got it correctly. 
 

Question 5  

The question testes candidates’ knowledge of forms of reinsurance.  All the candidates 

attempted the question and scored above average. 
 

Question 6  

Majority of the candidate could not explain innominate terms and some candidates 

interchanged condition precedent and a condition, hence could not score the full mark.  

However, about 30% of the candidates scored above average. 
 

Question 7 

This question tested candidates’ knowledge of motor insurance and it is disappointing that 

majority of the candidates got this wrong.  Only about 26% of the candidates scored above 

average.  
 

Question 8 

The question was well attempted and majority of the candidates performed very well.  About 

79% of the candidates scored excellent marks.  
 

Question 9 

The question has two parts a & b; the part a tested candidates’ knowledge on regulatory 

requirement and the performance was very poor.  There was average performance in the ‘b’ 

part of the question which has to do with calculation of profit commission, posting of carried 



over losses/equities, e.t.c.. This is an aspect of reinsurance technical accounting which majority 

of the candidates could not resonate with, from the responses provided.  

 

Question 10 

Majority of the candidate performed very well. Part ‘A’ aspect of the question tested 

candidates’ knowledge of pooling arrangements and coinsurance while the part ‘B’ tested 

candidates’ knowledge of the functions of reinsurance to an insurance company.   

 

Question 11 

About 70% of those that attempted this question scored above average.  Majority of the 

candidates demonstrate a good understanding of retention limit as well as factors considered 

in fixing the rotation limit. 

 

Question 12 

The question tested candidates’ knowledge of a type of proportional treaty reinsurance i.e. 

surplus treaty.  About 79% of the candidates attempted the question and about 60% scored 

above average.  However, majority of the candidates could not maximize their points on the 

disadvantages of surplus reinsurance. 

 

Question 13 

This question tested candidates’ knowledge on some classes in reinsurance.  Very few 

candidates, about 16% attempted the question but only 33% scored above average.  

Candidates need to pay more attention to reinsurance wordings. 

 

Question 14 

The question tested candidates’ knowledge of portfolio transfer, loss reserve deposit as well 

information on facultative reinsurance.  About 37% of the candidates attempted the question 

but only about 58% scored above average.  Majority of candidates could not answer the 

question on portfolio transfer and loss reserve deposit correctly.  

 

Chief Examiner’s Comments on Overall Performance:  

The overall performance was very good.  About 68% scored above the pass mark. 

 

Chief Examiner’s Suggestions on Improvement:  

Candidates are advised to read the course book very well, get familiar with regulatory 

provisions/market practice, e.t.c. as well as the practical aspect of reinsurance. 

 

 

 

 

 

 

 

 

 

 

 



 

Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

 

1) Outline six buyers of reinsurance coverages or products.  

Solution 

The buyers of reinsurance coverages or products are:  

 Direct insurance companies 

 Lloyd’s syndicates 

 Captive insurance companies 

 State insurance companies  

 Reinsurance pools 

 Reinsurance companies 
(1 mark for any correctly stated one. Maximum of 6 to be graded. Total: 6 marks) 

 

2) List any three (3) advantage and three (3) disadvantages of a quota share reinsurance 

arrangement.  

Solution 

a) The advantages of quota share reinsurance are that:   

(i) The accounting and reporting of the business are simple 

(ii) There is flexibility in increasing and decreasing the quota share percentages 

(iii) Unlimited cover is provided for aggregation of risk losses in a single loss event. 

(iv) The relationship between the direct office and reinsurer is absolute – Follow the 

fortune  
(1 mark for each correctly stated advantage, Maximum of 3 advantages to be graded. Total: 3 marks) 

b) The advantages of quota share reinsurance are that:   

(i) Facultative may have to be resorted to if the risks involved fall outside the quota 

share Treaty arrangements. 

(ii) Every business must be shared between the direct office and reinsurer, even if the 

risk amount is as low as N1. 

(iii) The quota share treaty capacity is limited to an amount and as such there is no 

guarantee for the excess risk. 
(1 mark for each correctly stated disadvantage, Maximum of 3 disadvantages to be graded. Total: 3 

marks) 

 

3) a) What is underwriting?        (2 marks) 

    b) Distinguish between “underwriting authority” and “binding authority”.   (4 marks) 

Solution 

a) Underwriting is a process of determining whether or not the risk proposed for insurance 

should be accepted, and if it is to be accepted at what premium rates, terms & conditions. 
(2 marks for correct and full definition)  

b) “Underwriting Authority” is the level of authority granted by an insurance company within 

certain predefined limits to the insurance intermediaries (such as the insurance brokers) to 

be involved in the underwriting process. It may equally be granted by the reinsurer to the 

insurance companies and reinsurance broking firms. While “Binding Authority” gives the 

direct brokers and reinsurance brokers the authority to accept risks on behalf of the 

insurer/reinsurer and place the risks accepted with them.       



(2 marks for each correct and full definition. Total: 4 marks) 

4. What are the legal principles of insurance which are applicable to the practice of insurance 

in Nigeria and globally?  

Solution: 

The legal principles of insurance which are applicable to the practice of insurance in Nigeria 

and globally are: 

(i) Utmost good faith 

(ii) Insurable interest 

(iii) Indemnity 

(iv) Subrogation 

(v) Contribution 

(v) Proximate cause 
(1 mark for each correctly stated principle. Total: 6 marks) 

 

5. What are the common characteristics which differentiate non-proportional from 

proportional treaties? 

Solution 

The common characteristics which differentiate non-proportional from proportional treaties 

are:  

 the size of cession is not determined case by case 

 accounting operations are reduced to a minimum, but are also more elaborate 

 administration costs are substantially reduced. 

 the reinsurance premium is all-inclusive and not calculated on each cession, but o the 

whole of the cedant’s portfolio in one or more branches, in order to cover losses 

occurring during a calendar year 

 the reinsurance premium is predetermined, which enables the cedant to allow for the 

cost in its budget 

 there is usually no profit commission 

 the reinsurer does not deposit technical reserves, so that the cedant has to finance it. 
(1 mark for each correctly stated characteristic. Maximum of 6 characteristics should be graded. Total: 

6marks) 

 

6. Write short notes on the following 

(i) Innominate terms 

(ii) A condition precedent 

(iii) A condition.  

Solution 

(i) Innominate terms – These are terms in contracts such as the inspection clause, with the 

consequences being dependent upon the nature and gravity of the relevant breach 

(ii) A condition precedent – This is a contractual term which must either be performed in 

order to bring into force a valid policy or, more usually, to make the reinsurer liable under 

the policy.  

(iii) A condition – This is a promise by which the reinsurer agrees to perform some acts but 

does not make its right to recover dependent upon performance of the acts. 
(2 marks for each correctly explained term. Total: 6 marks) 

 

7. Mention any four (4) exclusions that are generally found in motor insurance treaties.  

Solution  



The exclusions which are generally found in motor insurance treaties are:  

i) Those who take out dangerous activities 

ii) Those which take out hazardous cargo 

iii) Areas not properly covered by motor insurance  

iv) Exposure to high-value third party property damage 

v) Exclusions relating to areas of higher risks 

vi) Consideration for higher premium 
(1 ½ marks for each correctly stated exclusion. Maximum of 4 to be graded. Total: 6 marks)  

 

8) a) Define facultative reinsurance.        (2 marks) 

    b) Outline two advantages and two disadvantages of a facultative reinsurance over the 

treaty reinsurance.         (4 marks)  

Solution 

a) Facultative reinsurance is the placement and acceptance of business on an individual basis 

depending on its merit. Therefore, in a facultative reinsurance, there is no obligation on both 

the direct office and reinsurance company to place nor accept the risk being placed. 
(2 marks for correct and full definition) 

b) Advantages of facultative reinsurance over the treaty: 

– It is the last resort once the treaty capacity is fully exhausted. 

– It is specifically designed for hazardous risks. 

– It is highly flexible in the sense it could be put in place for any risk. 

– No binding obligation on both parties   
   (1 mark for each correctly stated advantage. Total: 2 marks)  

Disadvantages of facultative reinsurance over the treaty  

– It is very cumbersome in administration 

– Acceptance is not automatic 

– Possibility of leakages in vital information to competitors 

– Possibility of loss of goodwill    
  (1 mark for each correctly stated advantage. Total: 2 marks)  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Part II 

Compulsory Question. 

This question carries 50 marks. 

 

9(a) Mention the four (4) stages involved in the registration for insurance and reinsurance 

companies in the Nigeria Industry Market space.    (10 marks)

  

(b) The information below related to the reinsurance businesses of ABC Insurance 

Company Limited to Abuja Reinsurance Limited for 2015 and 2016 

 

2015 Premium ceded to the reinsurance treaty 

      N 

First Quarter  - 29,500,000.00 

Second Quarter - 20,800,000.00 

Third Quarter  -   6,600,000.00 

Fourth Quarter -   3,100,000 .00 

 

2016 Premium ceded to the reinsurance treaty 

      N 

First Quarter  - 31,900,000.00 

Second Quarter - 22,800,000.00 

Third Quarter  - 10,400,000.00 

Fourth Quarter -   4,900,000 .00 

 

You are required to prepare the profit commission statement for 2016 taking into 

consideration the following terms of the reinsurance treaty: 

i. The ceding commission is 25% 

ii. Management expenses is 15% 

iii. Unearned premium reserve is 30% 

iv. Reserve for claims pending settlement is 10%  

v. Losses are to be carried forward till extinction 

vi. Profit share is at 35%. 

 

Please note that there was loss of N3,000,000.00 in 2015.   (40 marks) 

  

Solution  

a) The four (4) stages involved in the registration for insurance and reinsurance companies in 

the Nigeria Industry Market space are:  

 Preliminary Stage  

 Application Stage  

 Verification Stage  

 Registration Stage  

(2½ marks for each correctly stated stage. Total: 10 marks)  
 

 

 



b)  

 

PROFIT COMMISSION STATEMENT:  

ABC INSURANCE COMPANY LIMITED 

(2 

marks)  

  OutGo 

(NGN) 

Income 

(NGN) 

 

Gross Premium Ceded          

70,000,000.00  

4 marks  

Portfolio Premium Assumption          

18,000,000.00  

4 marks  

Loss Portfolio Assumption                                  

-    

2 marks  

Ceding Commission @ 0.025%    

17,500,000.00  

  4 marks  

       

Portfolio Premium Withdrawal     

21,000,000.00  

  4 marks  

Loss Portfolio Withdrawal                            

-    

  2 marks  

       

15% Management Expenses     

10,500,000.00  

  2 marks  

       

Balance c/d                            

-    

  2 marks  

       

Total:     

49,000,000.00  

      

88,000,000.00  

 

2 marks  

       

       

Balance for Year 2016 = 39.000,000.00  2 marks  

       

Total Income = NGN88,000,000.00 2 marks  

Total OutGo = NGN49,000,000.00 2 marks  

       

Balance for Year 2016 = NGN88,000,000.00 - NGN49,000,000.00 = 

NGN39,000,000.00 

 

Less Loss from Year 2015 of N3,000,000.00  1 mark 

= 39,000,000.00 - 3,000,000.00 = N36,000,000.00 1 mark  

Balance Profit as at 31/12/2019 = N36,000,000.00  2 marks  

Profit Commission = 35% of N36,000,000.00 = N12,600,000.00  2 marks  

           40 marks 

 

 

 

 



Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

 

10. Distinguish between a pooling arrangement and co-insurance.    (10 marks)  

ii) Mention and explain any six (6) reasons why direct offices need reinsurance for their 

portfolios.          (24 marks) 

Solution 

a) A pooling arrangement is an arrangement whereby a number of companies (insurance 

and reinsurance) operating in a particular country or region or sub-region and the business 

accepted is shared amongst the participants of the pool. Therefore, the participants are 

commonly exposed to an accumulation of risk from the business attaching to the pool. While 

co-insurance is the sharing or spreading of a risk between two or more insurance 

companies 
(2 ½ marks for each correctly stated point. Maximum of 2 points to be stated under each term. Sub-Total: 

5 marks on each term. Total: 10 marks) 

 

b) The following are reasons why direct offices need the reinsurance for their portfolios:  

 Further spread of risks for the direct offices. 

 To comply with the regulator’s requirements.  

 Bigger or additional capacity to the direct offices. 

 Catastrophe protection. 

 Stabilization of claims ratio. 

 Profit sharing arrangement. 

 It brings about confidence to the direct offices. 

 Product development. 

 Underwriting and other financial advisory services. 

 Solvency margin protection. 

 Training and development programmes. 
(2 marks each for every correctly stated reason. 2 marks for every correct explanation under each 

stated reason. Sub-Total: 4 marks per reason. Grand Total: 24 marks)  

 

11. Describe retention limit as applicable to the proportional reinsurance.   (9 marks) 

b) Explain in detail five (5) factors to be considered when fixing the retention limit. (25 marks) 

Solution 

a) Retention limit as it relates to proportional reinsurance is the maximum amount of risk an 

insurance company is able to keep for its own account. It may also be described as the 

maximum amount of liability an insurance company is prepared to pay per any loss 

occurrence on a risk.  Retention limit is usually expressed as a flat figure or an amount, but 

may also be stated in percentages when a quota share treaty is in use. Generally, retention 

limit varies from one company to the other, and even within the same company it may vary 

among the various lines of business. The rule of thumb guiding retention limit is that it 

should not be too high nor low.  
(3 marks for any correctly stated point. Maximum of 3 points to be graded. Total: 9marks) 

 

b) Factors to be considered when fixing the retention limits are:  

 The paid-up capital. 

 Assets and other free assets.  



 The size of the portfolio. 

 Types and spread of risks. 

 Size and frequency of losses in the past (if any). 

 Experience of the underwriter. 
(3 marks each for every correctly stated factor. 2 marks for every correct explanation under each 

stated factor. Maximum of 5 factors to be grade. Sub-Total: 5 marks per factor.Grand Total: 25 

marks)  

 

12. a) Explain what you understand by the term “surplus reinsurance?  (10 marks) 

b) Outline any four (4) advantages of a surplus reinsurance    (12 marks) 

c) Outline any four (4) disadvantages of a surplus reinsurance     (12 marks) 

Solution  

a) Surplus reinsurance is any reinsurance that is arranged on a surplus treaty. A surplus treaty 

is where the cedant cedes to the reinsurer risks in excess of its net retention. Furthermore, 

the net retention under a surplus treaty is called a line and the surplus treaty will thereafter 

be arranged as a multiple of the cedant’s net retention. Any risk which falls below the 

cedant’s net retention is retained 100% by the cedant, unlike in a QS, where every risk is 

shared between the cedant and reinsurer. 
(2½ marks for any correctly stated point. Maximum of 4 points to be graded. Total: 10 marks) 

b) The advantages of a surplus reinsurance are that:  

 it enables the cedant to express its retention in absolute monetary terms 

 it enhances the cedant’s underwriting capacity  

 it gives a form of protection against high frequency of loss 

 it also enables the cedant to keep a higher proportion of premium 

 there could be 2nd and 3rd surplus treaties, so that once the 1st surplus treaty capacity 

is fully utilized, the cedant moves on to the 2nd surplus treaty and so on.  
(3 marks for any correctly outlined advantage. Maximum of 4 to be graded. Total: 12 marks)  

 

c) The disadvantages of a surplus reinsurance are that: 

 there is limited protection against accumulation of losses  

 it is more complex in administration when compared with a quota share 

 there is a high possibility of overstating the retention 

 ceding commission is equally lower when compared with that obtainable in quota 

share 
(3 marks for any correctly outlined disadvantage. Maximum of 4 to be graded. Total: 12 marks) 

 

13. Write short notes on the following clauses:  

(a) Interlocking Clause 

(b) Index (Stability) Clause 

(c ) Claims Series Clause 

(d) Aggregate Extension Clause 

(e ) Local Jurisdiction Clause 

(f) Acts-in-Force Clause 

(g) Hours Clause 

 

Solution 

(a) Interlocking Clause:  



This clause arises in policies incepting during contracts. If a loss is spread over more than 

one year because the original policies incept in different years, the reinsured might have to 

run more than one retention   
(2½ marks for any correctly stated point. Maximum of 2 points to be graded. Total: 5 marks) 

(b) Index (Stability) Clause:  

The Index (Stability) clause apportions the effect of inflation between limit and deductible, 

usually geared to wages. The purpose is to maintain the relative value of the retention and 

cover at the time of payment of a claim with that prevailing at the commencement date of 

the treaty underwriting year.  
(2½ marks for any correctly stated point. Maximum of 2 points to be graded. Total: 5 marks) 

 

(c ) Claims Series Clause 

Claims series clause defines a claims series event by relating all claims from the same specific 

common cause involving one original insured, arising from a product of the same design or 

specification.  
(2½ marks for any correctly stated point. Maximum of 2 points to be graded. Total: 5 marks) 

 

(d) Aggregate Extension Clause 

The purpose of the aggregate clause extension clause was to allow cover for underlying 

aggregated claims as one loss to reinsurance contracts where the original policy giving rise 

to the claims making up an aggregate loss was written on aggregate basis.  
(2½ marks for any correctly stated point. Maximum of 2 points to be graded. Total: 5 marks) 

 

(e) Local Jurisdiction Clause 

The purpose of the local jurisdiction clause is to ensure that claims falling to the reinsurance 

cover shall be settled in accordance with the law of those countries specified in the territorial 

scope. 
(2½ marks for any correctly stated point. Maximum of 2 points to be graded. Total: 5 marks) 

 

(f) Acts-in-Force Clause 

This is also known as the ‘change in law’ clause. The purpose of this clause is to avoid an 

increase to reinsurer’s liability due to change in law of a country which would increase 

reinsurer’s liability substantially from that envisaged at the outset of the treaty.  
(2½ marks for any correctly stated point. Maximum of 2 points to be graded. Total: 5 marks) 

 

(g) Hours clause 

The hours clause stipulates that the reinsured can seek cover for all loses arising from the 

insured peril for a set number of hours following the commencement point.  
(2 marks for any correctly stated point. Maximum of 2 points to be graded. Total: 4 marks) 

 

14. a) Mention three (3) circumstances under which transfer of portfolio can arise (6 marks) 

b) Describe “a loss reserve deposit” in detail       (12 marks) 

c) Explain the various material information a reinsurer would require from an insurer when 

placing a business on facultative basis.       (16 marks) 

 

 

Solution 

a) The circumstances under which transfer of portfolio can arise are:   



i) where the reinsured wants a new treaty to assume the portfolio of business in force at the 

inception of the treaty, or a new reinsurer to assume the portfolio from a retiring reinsurer 

ii) where there is an option, usually open to the reinsured only, to withdraw premiums and 

outstanding losses upon termination. 

iii) where the entire treaty is on a clean cut basis 

iv) a treaty on underwriting year basis may also provide for the closing of each year after a 

specified period and the transfer of any subsisting liability into the next open year. 
(2 marks each of every correctly explained circumstance. Maximum of 3 to be graded. Total: 6 marks) 

 

b) A loss reserve deposit is an amount held by the reinsured in a bank account quite often on 

a letter of credit basis as a reserve against the reinsurer going insolvent and not being able 

to pay the reinsurance claims. It is based on the claims reserves held by the insurance 

company but is paid into an account by the reinsurer who will get the interest but it is not 

allowed to take the money out again without the prior agreement of the reinsured. 
(4 marks each of every correctly explained point. Maximum of 3 to be graded. Total:12 marks) 

 

c) The various material information a reinsurer would require from an insurance when placing 

a business on facultative basis are:  

i) details of the insured  

ii) class or classes of the business to be covered 

iii) risk profile 

iv) general experience 

v) claims experience 

vi) applicable experience 
(2 marks each for every correctly stated information. 2 marks for every correct explanation under each 

stated information. Maximum of 4 factors to be graded. Sub-Total: 4 marks per information. Grand Total: 

16 marks) 
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Summarized Report  
 

Pass Rate:   33% 

Highest Score:  66% 

Lowest Score:   10% 

Average Score:  41% 

Breakdown Updates  
 

Question 1 

All the candidates attempted the question and majority of them scored above average.  The 

question tested candidates’ knowledge of use of facultative reinsurance. 
 

Question 2  

Majority of the candidate failed the question as only about 13% scored above average.  

Candidates are advised to read in between the lines and have a good understanding of the 

financial aspect of reinsurance.   
 

Question 3  

The question tested candidates’ knowledge of the role of directors in company’s investment 

policy.  About 27% of the candidate scored above average. 
 

Question 4  

The question tested candidates’ knowledge of aspect of retention setting criteria. About 20% 

of the candidates scored above average, out of which those who understood the question 

scored 100%.  
 

Question 5  

The question tested candidates’ knowledge of required amount of solvency and majority of 

those that attempted the question only listed the points without the required brief explanation, 

thereby scoring below full marks. 
 

Question 6  

The question was well attempted and over 80% of the candidates scored above average. 
 

Question 7 

The question tested candidates’ knowledge of claim data collection.  Majority of the candidates 

managed to obtain an average score.  This was because they only listed the points without 

briefly explaining, hence they could not score full marks.  
 

Question 8 

This is a very straight forward question.  Well attempted by all the candidates and most of 

them scored above average. 
 

Question 9 

A compulsory question which carries 25% of the total mark available.  The candidate’s 

performance was very poor.  This contributed to the overall poor performance.  Candidates 

are advised to study and get themselves familiar with regulations as well as the reinsurance 



technical accounting.  Part ‘B’ was a practical question which tested a core area of reinsurance 

application.  None of the candidates scored up to average in this question.  

 

Question 10 

About 40% of the candidates attempted the question but only 42% scored above average.  

Most candidates listed finance and technical department.  And some that got the department 

correctly failed to provide any explanation on the type of data provided by those departments. 

 

Question 11 

The question tested candidates’ knowledge of the claim process and the importance of claims 

department.  Majority of the candidates explained claims process from the direct insurer point 

of view without linking or relating it to the reinsurers.   

 

Question 12 

This was well attempted and about 90% of the candidates attempted this question, out of 

which about 20% scored above average.  Majority however failed to show premium 

apportionment in the part ‘B’. 

 

Question 13 

The question tests candidate’s knowledge of basic principles of reinsurance and commutation.  

The first aspect of the question was well attempted and the candidates performed very well.  

But majority of the candidates struggled on the question on commutation.  About 73% of the 

candidates attempted the question but 40% scored above average.  

 

Question 14 

About 50% of the candidate attempted the question but only 42% scored above average.  The 

question tests candidates’ knowledge of non-proportional reinsurance.  Majority of the 

candidates misinterpreted part ‘B’ aspect of the question.  They listed deposit premium, 

minimum premium e.t.c. rather than flat premium, fixed rate premium and variable rate 

premium burning cost. 

 

Chief Examiner’s Comments on Overall Performance:  

Overall performance was very poor.  Only 33% of the candidates passed.  

 

Chief Examiner’s Suggestions on Improvement:  

Candidates are advised to study their course book, legislation, regulations, guidelines, 

market agreements, e.t.c. (refer to covering page 2 above), practice the calculation 

aspects of the course and familiarize themselves with relevant regulations, as well as the 

practical application of reinsurance.  

 

 

 

 

 

 

 

 



Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

 

1. When might a facultative reinsurance arrangement be used?  

Solution:  

A facultative reinsurance arrangement can be used when: 

 The risk falls outside the scope of the treaty e.g. territorial scope or excluded perils 

 For specialist type of business 

 Large industrial risk reinsured on a layered basis with large deductible 

 For hazardous risks 

 Sum insured exceed treaty capacity 
(2 marks for each correctly stated point; maximum of 3 points to be graded. Total: 6 marks) 

 

2. Reinsurance, being an international business, is exposed to currency fluctuations. How 

can this be avoided on reinsurance transactions in currency other than the normal 

accounting currency of the reinsurance company? 

Solution: 

An exact match of assets and liabilities can avoid this in the transaction currency.  If a 

reinsurance company transacts business in many currencies, such a policy might be 

impractical.   

 

In order to reduce costs, ease administrative burdens and reduce currency exchange risk, 

reinsurers tend to hold relatively few but strong currencies and then link other weaker 

currencies and their appropriate assets and liabilities to one of those stronger 

currencies.  
(3 marks for each of the bolded points) 

3. What needs will a board of directors seek to balance when the directors identify the 

company’s investment policy?  

Solution: 

A board of directors will seek to balance the following needs when the directors identify the 

company’s investment policy: 

 Preserve and enhance the capital of the company 

 Generate adequate level of returns compatible with risk 

 Have adequate cash available in relation to cash-flow requirements 

 Match assets to liabilities as and when they are expected to fall due for payment 

 Consider any differential tax implications of alternative policies 

 Segregate life funds from general funds 

 Spread the holdings of investment so that there is not excessive reliance on any one 

institution or sector in the event of collapse or failure of that institution or sector 
(1 mark each for correctly stated need; Maximum of 6 to be graded. 6 marks in total). 

 

8) Why would companies with similar portfolios set different retentions? 

Solution: 

Companies with similar portfolios will often set different retentions because their corporate 

objectives, risk appetite, the weight they place on the factors which determine the 

retention are unlikely to be identical.  
(2 marks for each of the bolded points. 6 marks in total). 



5. What are the three (3) required amounts of solvency? 

Solution: 

The three required amounts for solvency are: 

 Required margin of solvency: this is the greater of the sums resulting from the 

application of one of the two methods of calculation known as the first method 

(premium basis) and the second method (claims basis). 

 Guarantee Fund: this is one third of the figure arrived at for the required margin of 

solvency 

 Minimum Guaranteed fund:  this is a fixed absolute amount expressed in terms of 

the specific currency depending on the classes of business underwritten. 
(2 marks for each correctly explained solvency. 6 marks in total). 

 

6. From where might a reinsurer obtain statistical data? 

Solution: 

A reinsurer obtains statistical data principally from the following: 

 Reinsurance underwriters 

 Claims department 

 Retrocession department 

 Technical processing department 

 Finance department 

 Security department 
(1½ marks for each correctly stated answer. Maximum of 4 points to be graded. 6 marks in total). 

 

7. What are the three (3) main ways of collating claims data? 

Solution: 

The three main ways of collating claims data are by: 

 Losses occurring during basis: all claims event occurring in a given period 

 Risk incepting basis: all claims emerging from policies commencing in a given 

period 

 Claims Made basis: all claims reported in a given period. 
(2 marks for each of the mentioned ways. 6 marks in all). 

 

8. Explain the following:  

i. Overriding commission.        

ii. OGR?          

Solution: 

Overriding commission is money paid by the reinsurer to the reinsured in order to cover 

the reinsured’s costs in administering the business and ceding it to the reinsurer. The 

amount given to the reinsured is dependent upon the profitability of the treaty and the 

management expenses of the reinsured.   (3 marks). 

 

Original Gross rate (OGR) is the rate of premium applied under the original business to 

the sum insured. The result of the original gross rate times the sum insured equals the 

original premium. No deductions are made for commission or brokerage.  
       (3 Marks). 

 
(3 marks for each of the answers to (a) and (b). 6 marks in total). Special emphasis should be placed on the 

bolded terms. 



Part II 

Compulsory Question. 

This question carries 50 marks. 

 

9(a) According to Section 6, 6.1.0 – 6.1.4 of the Market Conduct and Business Practice 

Guidelines issued by NAICOM,   

i. who is a “promoter”?        (4 marks) 

ii. mention any three (3) documents required to be submitted by a “promoter” to 

NAICOM at the preliminary stage of application.    (6 marks) 

 

(b) Best Insurance Company Limited has a surplus treaty protecting her fire insurance  

      portfolio. The insurance company is allowed a provisional commission of 25% on  

      premium ceded and the actual commission is driven by the loss ratio and subject to a  

      pre-agreed scale.  

 

      The following are extracts from the books of Best Insurance Company Limited between     

      01/01/2018 – 31/12/2018: 

 

2018 Premium Ceded 

(Basic) (N) 

Premium Ceded 

(N/Perils) (N) 

Claims Paid by the 

Treaty (N) 

Q1 116,438,409.00 24,855,177.00 23,132,277.00 

Q2 132,113,481.00 29,232,614.00 89,744,481.00 

Q3 168,879,405.00 36,025,301.00 378,542,014.00 

Q4 102,608,118.00 23,079,458.00 152,375,575.00 

Information:  

 Outstanding loss to treaty as at 31/12/2018 is  N303,936,744.00 

 Premium Ceded in 2017:     N342,393,210.00  

 Losses outstanding as at 31/12/2017:    N505,671,033.33  

 Premium portfolio      @ 40% 

 Loss Portfolio       @ 90% 

Required: 

i. Prepare the commission adjustment statement and determine the actual 

commission using the underlisted sliding scale table: 
(34 marks) 

Commission   Loss Ratio 

22.5%    for   60% or greater 

23.0%     for  57.14% or greater but less than 60% 

23.5%   for  54.29% or greater but less than 57.14% 

24%   for  51.43% or greater but less than 54.29% 

24.5%   for  48.57% or greater but less than 51.43% 

30%   for   less than 20% 

ii. What is the additional commission payable (if any) by the reinsurers?     (3 marks) 

iii. What is the return commission (if any) due to the reinsurers?      (3 marks) 



Solution  

a) i) A “promoter” is the applicant making a request to get approval from 

NAICOM to operate as either an insurance company or a reinsurance company 

in the Nigeria Insurance market space.     
(1 mark for each correctly stated/bolded point. Total: 4marks) 

ii) The following are the documents  

(l) letter of intent  

(m) profile of directors 

(n) current CV of the proposed CEO  

(o) sworn declaration of non-disqualification of the proposed directors  

(p) proposed company name  

(q) draft memorandum of association of the proposed company  

(r) draft articles of association of the proposed company  

(s) evidence of financial soundness of the shareholders supported by sworn affidavit 

confirming such  

(t) evidence of confirmation (clean bill of health) from the primary regulator and 

approval by the regulator (where necessary)  

(u) holding company structure and funding – where applicable  

(v) class of insurance to be transacted (whether general, life or reinsurance)  

(3 marks for each correctly stated document. Maximum of 3 to be graded. Total: 6 marks) 

b)     

    

COMMISION ADJUSTMENT STATEMENT AS AT 31/12/18               (1 Mark) 

CLASS: FIRE SURPLUS   (1 Mark) 

COMPANY: BEST INSURANCE COMPANY LIMITED   (1 Mark) 

    

Gross Premium Ceded 633,231,963  (2 marks) 

Less Premium Reserve in  2018  @40% of N633,231,863 

    

253,292,785.24   (2 Marks) 

Add  Premium Reserve in 2017 @ 40% OF N342,393,210 

    

136,957,284.00   (2 Marks) 

    

EARNED PREMIUM 

    

516,896,461.85   (4Marks) 

    

INCURRED LOSS    

Losses Paid As @ 31/12/2018 

    

643,794,346.72   (2 Marks) 

Add Loss PTF Withdrawal @ 31/12/18 = 90% OF N303,936,744 

    

273,543,069.60   (4 Marks) 

Less Loss PTF Withdrawal @ 31/12/2017 = 90% OF 

N505,671,033.33 

    

455,103,930.00   (4 Marks) 

    

INCURRED LOSS  

  

462,233,486.32   (4Marks) 



    

    

LOSS RATIO = INCURED LOSS/EARNED PREMIUM X 100 89.42%  (3 Marks) 

    

    

    

PROVISIONAL COMMISSION = 25% X N633,231,963.00 

    

158,307,990.75   (3 Marks) 

    

ACTUAL COMMISSION RATE BASED ON THE SLIDING SCALE 

TABLE IS 22.5% FOR LOSS RATIO HIGHER THAN 60% = 22.5% * 

N633,231,963.00 

    

142,477,191.68   (3 Marks) 

    

 

ii.  Since the provisional commission of N158,307,990.75 is higher than the actual 

commission of N142,477,191.68, there is no additional commission payable to the reinsured 

by the reinsurer           (2 Marks) 

 

ii.  Since the provisional commission of N158,307,990.75 is higher than the actual 

commission of N142,477,191.68, there is a refund commission due to the reinsurers from 

the reinsured of N15,830,799.08 being the difference between the provisional commission 

and the actual commission i.e N158,307,990.75 – N142,477,191.68 = N15,830,799.08  
           (2 Marks) 

 

Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

 

10(a) To calculate the result of a contract, proper diligence must be observed in the recording 

of relevant data. List and explain three (3) sources of statistical data for reinsurance 

assessment.          (14 marks) 

 

(b) List and explain five (5) core contract data to be recorded for both proportional and 

non-proportional reinsurance contract.      (20 marks) 

Solution: 

Sources of statistical data include: 

Reinsurance Underwriters:  the reinsurance underwriters are the initial source of 

information in relation to a reinsured. Statistical information in relation to premiums and 

claims will be provided by the reinsured or through an intermediary.  

Claims Department: claims associated with proportional treaties accounting statement. 

They also collate claims data for individual risks and contracts as well as non-proportional 

treaties on a per risk basis. Also, information relating to catastrophe claims (if any) would be 

collated.  All the information collated by the claims department will be shard with their 

underwriting colleagues as a basis for reviewing terms for contract or reinsurance for the 

future. 



Retrocession Department: the department will be responsible for maintaining details of 

each retrocession contract, allocating gross losses to the reinsurer’s retrocessions and 

effecting recoveries through the production and submission of retrocession accounts. 
(5 marks each for underwriter and claims. 4 marks for retrocession department. 14 marks in total) 

(2 marks each for listing the sources and 3 marks each for correctly explaining each of the sources. But 2 

marks each for listing Retrocession department and explanation. Maximum 14 marks in total). 

 

b) Core Contract Data consist of the following: 

 Reinsurers underwriting reference: this will be a unique reference identifying the 

contract concerned and may be arranged to identify other matters such as 

underwriting department, class of business, the contract type and the retrocession 

protections involved. 

 Name of reinsured 

 Name of insured (for specific treaty protection). 

 Name of the Intermediary (ies). If applicable e.g. reinsurance brokers. 

 Inception and expiry date of the reinsurance contract: The basis of the period e.g. 

risk attaching or claims made or losses occurring for non proportional or year of 

account or underwriting year for proportional treaty. 

 Class (es) of business protected: General classes are often subdivided into more 

specific classes e.g. marine account could be subdivided to Marine cargo and Marine 

hull etc. 

 Types of business:  This relates to whether the contract is direct, facultative or treaty 

reinsurance or retrocession. Also the type of treaty e.g. quota share or surplus, 

working or catastrophe excess of loss. 

 Reinsured’s applicable protected premium income: The amount and the basis of 

premium income, which may be earned, written or accounted should be recorded. In 

addition whether the premium is on estimated amount or the current or future 

year(s) or actual amount. 

 Contract limits and deductibles: these are the reinsurance indemnity or policy limits 

and retained amounts, including inner aggregate deductible. 

 Currency of limits and deductibles: The contract will identify the currency (ies) in 

which the treaty limits and amounts are expressed and the settlement currency (ies). 

When assessing the statistical trends of a portfolio arising from multi-currency 

treaties, all currencies should be converted at a constant rate of exchange, whether 

this is the rate at the inception of the policy, treaty year, date when the information 

was produced or other appropriate basis. 

 Territory protected: The reinsurance contract may provide cover on a worldwide, 

countries specific, particular location or area basis. 

 Reinsurers written line in terms of amount and percentage 

 Reinsurer’s signed line in terms of amount and percentage. 

 Retrocession protection: The Reinsurer should record sufficient information to 

identify all retrocession protections to which the assumed risks will be ceded, on what 

basis and the sequence of recovery where several retrocession protections operate. 

 Contract results:  This is an amount which reflects the underwriting position 

reported to the reinsurer either deficit (claims exceed premium items) or credit 

(premium exceed claims item. It can be contract result for one year only and/or all 

underwriting years in which the reinsurer undertakes. 



 Loss ratio: This is a percentage indicating the current underwriting deficit or credit 

position. Incurred claims are expressed as a percentage of the premium received by 

the reinsurer.  
(4 mark each for 5 correct and well-explained core contract data. Maximum 20 marks in all). 

 

11(a) The way in which claims are processed depends very much on the class of business 

involved and whether the claims are for major or for minor losses. Explain the general 

claims procedure.         (10 marks) 

    (b) Claims are the ‘shop window’ of any reinsurance operation. The handling and payment 

of claims has become increasingly important. Explain four (4) reasons for having a 

claims department.        (24 marks) 

Solution: 

 Examination of the question of coverage 

 Has a policy been issued for the insured? If so, what were the conditions on the 

original policy and what was the sum insured? 

 Amendments/endorsement: Have there been any amendments? If so, when? 

 Period of insurance: When does the original policy commence and when does it 

end? 

 Perils Covered: Is the risk mentioned in the claim covered under the original policy? 

Is there any exclusion that might apply? If so, are they relevant to the whole claim or 

only for part of it. 

 Is the reinsurance cover to be refused as a result of the reinsured failing in any 

of its duties? Reasons could be non-payment of the premium or failure to observe 

the stipulations under the policy 

 Does the claim fall within the period of reinsurance? 
(2 marks each for any 5 of the above. 10 marks in all). 

 

b) There are a number of reasons for having a claims department. These include: 

 Claims frequency is increasing and mounting all the time.  Example is the increasing 

number of motor claims as a result of the increasing number of cars on the road and 

the rising number of accidents resulting from this. 

 Technological developments have led to more complex and time-consuming claims 

and hence the level of expertise required has also increased. 

 Claims processing is also made more complicated by legal and legislative 

developments. The increasing amount of international trade and considerations that 

have to be given to the laws of the individual countries from which the underlying 

contracts emanate. 

 There are a number of requirements on the internal organisations of the company 

that have to be fulfilled. Information must be passed on both vertically and 

horizontally, to all those parts of the company concerned. This information includes: 

 Adverse development in a risk, contract, or type of business or geographical area 

 Informing underwriters and senior management of any key changes in the claims 

practices of any underlying reinsured. 

 Keeping the company informed of any key changes in claims handling of competitor 

reinsurers. 

 Informing the account department of any large request that may be required from 

reinsured in the settlement of claims i.e cash loss. 
(8 marks for each well explained points. 24 marks in total). 



12(a) Differentiate between self-insurance and captives.     (12 marks) 

    (b) Oluwalanbe Insurance Plc. has the following treaty reinsurance arrangement protecting 

its miscellaneous accident account in 2019 underwriting year. 

 Gross Retention:   N1,000,000.00 

 Proportional treaty:   20 lines Surplus treaty. 

 Non-Proportional treaty:   Risk excess of loss programme as follows 

 Deductible:    N300,000.00 

 1st layer cover:   N200,000.00 

 2nd layer cover:   N500,000.00 

The company underwrites a risk with N25,000,000.00 sum insured and N2,500,000.00 

premium.  

Required: 

 Apportion the risk based on the sum insured and the premium.  (12 marks) 

 If there was a loss of N24,000,000.00, apportion the liability.  (6marks) 

 What is the liability of the excess of loss programme if there is any?  (4 marks) 

Solution  

a). Self-insurance is the most basic and the most frequently used form of ART.  It is a 

process by which an insurance company self insures and retain some risks which would 

have otherwise cede or transfer to the reinsurer. The reinsurance buyer, when reviewing 

what has been bought, may feel that the reinsurance purchase has reduced company profit. 

This feeling may arise either because no claims have occurred or because the levels of claims 

have been predictable over a period, and that claims experience might be expected to 

continue into the future.  The decision to self-insure will reduce cash flow. It should be 

noted that self-insurance should be accompanied by an emphasis on risk management 

and more control over those claims, which do occur. 

 

A captive:  A captive is an insurance company owned by its parent company (generally 

not an insurance company, but for example a large industrial or commercial organisation 

set up and managed in one of the low tax environment. The Captives accepts risks from its 

parent company for a premium, which it invests to meet any future losses. A large buyer 

of insurance may want to remove itself from the conventional spreading of loss, with its 

associated pricing spread, and have the insurance risk considered entirely on the basis of its 

own claims experience. 
(6 marks for each fully explained teams. The bolded points should attract 2 full marks each. A total of 12 

marks in all). 

 

b).  i.  Risk & Premium Apportionment 

 

Retention = N1,000,000 

Treaty Capacity @ 20 lines = 20,000,000. 

Sum Insured @ N25,000,000 will be apportioned thus: 

Gross Retention share = 1,000,000/25,000,000 X100 = 4%    (2 Marks) 

Surplus Capacity share = 20,000,000/25,000,000 X 100 = 80%   (2 Marks) 

Balance which can be placed on facultative: 

= 4,000,000/25,000,000 X 100 = 16%      (2 Marks) 

Premium Apportionment 

Retained premium: 4% X N2,500,000 = N100,000.00    (2 Marks) 



Surplus treaty premium: 80% X N2,500,000 = N2,000,000    (2 Marks) 

Balance/facultative: 16% X N2,500,000 = N400,000.00    (2 Marks) 

  

ii. Claim Apportionment: 

  Total claim of N24,000,000.00 

Retention share @ 4% = N24,000,000 X 4% = N960,000.00    (2 marks) 

Surplus share  @ 80% = N24,000,000 X 80% = N19,200,000.00   (2 Marks) 

Balance/facultative share @ 16% = N24,000,000 X 16% = N3,840,000.00  (2 Marks). 

 

Liability of the excess of loss programme 

Oluwanlabe Ins Plc share of the claim on the surplus treaty programme of N960,000.00 will 

be apportioned as follows:      (1 Mark) 

Deductible = N300,000.00        (1 Mark) 

1st Layer XOL = N200,000.00        (1 Mark) 

2nd Layer XOL = N460,000.00        (1 Mark) 

 

13(a) Describe two (2) types of proportional treaties available as well as their features.  
          (14 marks) 

(b) A commutation is not a method of discharging liabilities in a direct insurance field nor 

does it lend itself to settlement of direct insurance claims. Discuss.   (6 marks) 

     (c) Discuss the benefits of commutation (if any) to the reinsured and reinsurers.   (14 marks) 

Solution: 

 

a). Two types of proportional treaty and their features 

Quota share: this is a type of proportional reinsurance arrangement, which involves sharing 

of risk, premium and liability according to predefined percentage (quota) subject to a 

particular limit.        (3 marks) 

Features: 

 It does not change the reinsured claims pattern. 

 It reduces the reinsured overall loss and reduces or limit the loss on anyone risk 

 It requires less administration since all risks falling within the framework are shared 

according to pre-agreed proportion. 

 For reinsurer, the quota share treaty would be better balanced than the surplus 

treaty, hence they will allow higher reinsurance commission compared to surplus 

treaty. 
(1 mark for each of the feature. 4 marks in all) 

 

Surplus treaty: 

Surplus reinsurance arrangement is a type of proportional reinsurance whereby risks above 

the cedants retention are ceded to the reinsurers subject to the maximum limit (i.e the 

surplus treaty capacity). The capacity is expressed as a multiple of lines. The ceding 

company’s retention equals to one line under the surplus treaty arrangement.  
(3 marks) 

Features: 

 It provides the reinsured with a larger retained premium income for the same 

monetary retention limit any one risk and therefore, improves balance 

 The reinsured pays 100% of claims on smaller risks ( those falling within its retention) 

with the reducing proportion of claims to be retained as the risk increase in size. 



 It requires more administration compared to quota share reinsurance 

 It could result to selection against the reinsurer. 
(1 mark for each of the feature. 4 marks in all) 

b) A commutation is a form of final settlement by compromise between a direct insurance 

company and its reinsurer or between a reinsurer and its retrocessionaire in order to settle 

an outstanding claim. A commutation is a means of releasing the reinsurer from the 

obligations to indemnify in exchange for that reinsurer paying to the reinsured (the 

insurance company), an agreed sum that is designed to cover all present and future 

claim amount.  Once this amount has been paid, the reinsurer is no longer liable for any 

further obligations arising from that contract.  
(4 Marks for the bolded sentence, 2 mark for others. A total of 6 marks in all) 

 

c)   Benefits to the Reinsured: 

 Avoidance of bad debts 

 Where the reinsurer experiences financial difficulties, it may be unwilling or unable to 

pay claims as and when they arise. 

 The reinsured is experiencing financial problems or is indeed liquidation or a scheme 

of arrangement. Cash flow may thus be an overriding consideration 

 Resolution of a dispute between the parties. Commutation could be a commercial 

alternative to arbitration and litigation. 
(2 marks for each benefits listed above. 8 marks in total) 

 Benefits to the Reinsurer: 

 Crystalisation and mitigation of underwriting losses under the reinsurance contract, 

where the results have exceeded industry standard 

 Resolution of dispute (for similar reason as the reinsured) 

 A reduction in the administration costs by removal of all paperwork and hence, 

human resources need. 
(2 marks for each benefits listed above. 6 marks in total). 

 

14(a) The reinsurer will consider the price to be charged for the cover under a non-

proportional reinsurance arrangement. In determining the price, the reinsurers 

consider some factors. List and explain any 6 (six) factors the reinsurers would take into 

account.          (18 marks) 

 

    (b) The annual reinsurance premium can be expressed in three ways under a non-

proportional treaty arrangement. List and explain the three (3) ways.  (16 marks) 

 

Solution: 

a).  The reinsurer will take the following factors into account: 

 Exposures in the portfolio to be covered; for example, sums insured per risk and 

aggregate exposures to natural perils. 

 Required limits of cover 

 Retention of the reinsured, in non-proportional reinsurance the retention can also be 

called the deductible or the priority. 

 Past claims experience 

 Assumptions made regarding IBNER claims (incurred but not enough reported claims 

i.e under-reserved reported claims. 



 Reinsurer’s expenses, including any reinsurance brokerage payable and cost for their 

own retrocession protection. 

 Inflation: and any clauses designed to mitigate its effect at the reinsurance level 

 Required profit margin. 

 Reinstatement provisions and hence maximum downside. 
(3 marks for each of the above listed points. A total of 18 marks in all). 

 

b). The annual reinsurance premium can be expressed in one of the following: 

 Flat Premium: This is a fixed amount of money that has been agreed by reinsurers as 

appropriate for the cover required. No percentage rate will be quoted for the cover 

and no premium adjustment will need to be made at the end of the reinsurance 

period. Such an arrangement is unusual, as it offers no protection for the reinsurer 

against an expansionist approach by the reinsured, which would seriously increase 

exposure         (6 marks) 

 Fixed Rate Premium: this is applied to the subject premium income that is the 

reinsured’s annual premiums in respect of the portfolio covered by the treaty.  
          (5 marks) 

 Variable Rate of Premium:  this is applied where the actual premium is related to 

the loss experience (burning cost) under the treaty.    (5 marks) 
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Question 2  

A practical question but the performances of candidates were below average. 
 

Question 3  

A textbook/recall question with performance above average by candidates. 
 

Question 4  

A direct question from the textbook but performance was very poor. 
 

Question 5  

A textbook/recall question but all the candidates failed the question.  It shows that they did 

not properly study the course book. 
 

Question 6  

A direct question with average performance. 
 

Question 7 

A question that tested a legal principle and all the candidates that sat for the examination 

failed this question. 
 

Question 8 

A direct question with just average performance. 
 

Question 9 

The compulsory question with local content material and almost all the candidates failed the 

question. 

 

Question 10 

An optional question with average performance by candidates that attempted it. 

 

Question 11 

Very few candidates attempted the question and they had average performance.  

 

Question 12 

Very few candidates attempted this question and had very poor performance.  Candidates 

were just writing from their minds and the solutions points to the assumption that they did 

not adequately prepare for the examination.  



Question 13 

Majority of the candidates attempted the questions but with a below average performance. 

 

Question 14 

Majority of candidates attempted the question but with a woeful performance.  

 

Chief Examiner’s Comments on Overall Performance:  

Below Average. 

 

Chief Examiner’s Suggestions on Improvement:  

Candidates should take the examinations with much more seriousness.  They should read the 

course materials, legislation, regulations, guidelines, market agreements, e.t.c. (refer to 

covering page 2 above). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

1. List six (6) main types of intermediaries.  

Solution  

The main types of intermediaries are:  

 full time insurance brokers, agents and consulted 

 part time agents and consultant 

 travel agents, airlines and tour operators 

 property companies, landlords and managing agents 

 professionals, such as solicitors and surveyor 

 retailers, and motor badgers 

 banks, building societies and other financial Institutions 

 newspapers and magazine 
(1 mark each. Maximum of 6 to be graded. Total: 6 marks) 

 

2. (a) What is insurance market cycle? 

(b) Explain the term “programme design”.  

Solution  

a) The insurance market cycle is the bend for rates and full over time often independently the 

general economic and business cycle.       (3 marks) 

b) Programme design means the expert service of matching client risk needs, risk appetite, 

budgets and insurer preferences with the practicalities of what is available in the market at any 

given time.          (3 marks) 

 

3. List six (6) key performance indicators (KPIs) which define the services provided by an 

insurance broker.  

Solution  

The key performance indicators (KPIS) are:  

 premium savings 

 achievement of enhanced cover 

 achievement of required capacity or limits 

 conclusion of renewal within a specified time, say 30 days before the renewal date 

 completion of the premium allocation under a global programme within a certain time 

 issue of post-renewal documentation such as registers and invoices within an agreed 

time 

 planning for meetings, setting meetings agendas and the production of minutes after 

meetings within agreed timeframes. 

 resolution of queries within agreed timeframes; and 

 successful negotiation of the claim for which the broker is responsible.  
(1 mark each. Maximum of 6 to be graded. Total: 6 marks) 

 

4. Give three (3) matters that should be included in a business continuity policy.  

Solution  

The following matters should be included in a business continuity plan:  

 resources requirement such as people, systems and other assets, and arrangement for 

obtaining these resource 

 recovery priorities for the firm’s operations 



 communication arrangements for internal and external concerned parties. 

 escalation and invocation plans that outline the process for implementing the business 

continuity pans, together with relevant contact information. 

 processes to validate the integrity of information affected by the disruption, and 

 regular testing of the business continuity policy in an appropriate and proportionate 

manner in accordance with SYSC 4.1.10.R.  
(2 marks for each correctly stated matter. Maximum of 3 to be graded. Total: 6 marks) 

 

5. What is the acceptable number of days for the phrase “in good time” for:  

 (a) consumer  

 (b) a commercial customer?  

Solution  

The acceptable number of days for the phrase “in good time” for:  

 (a) consumer is 21 days        (3 marks)  

 (b) a commercial customer is 14 days.      (3 marks) 

 

6 (a) What are the duties agents owe their principal?  

(b) Explain the term fiduciary duties.  

Solution  

a) The duties agents owe their principal under the general law of agency are that agents must; 

 Follow the lawful Institutions of their principal     (1½ marks)  

 Exercise reasonable skill and care.      (1½ marks)   

 

b) Fiduciary duties means that agents stating a fiduciary relationship with their principal and 

must therefore not use their position for their own benefit. It also requires that agents must 

account to their principal for all money they secure on behalf of their principal, and must keep 

a proper record of all transactions. 
(1½ marks for any correctly stated point. Maximum of 2 to be graded. Total: 3 marks) 

 

7. Explain the facts of the case of Pangood v. Barclay Brown &Bradstock (1999).  

Solution  

In the case of Pangood v. Barclay Brown & Bradstock (1999), the insured brought an action 

against the placing brokers (Barclay Brown) for falling to advice about a particular warranty in 

the policy. The producing brokers (Bradstock) joined the placing brokers in the action, claiming 

a contribution. The Court of Appeal held that, on the facts of the case, the placing brokers did 

not owe the insured a duty of care. 
(2 marks for any correctly stated point. Maximum of 3 to be graded. Total: 6 marks) 

 

8. What is the role of the Broker in disclosure of material facts as provided by the Marine 

Insurance Act 1906?  

Solution  

The role of the Broker in disclosure of material facts as provided by the Marine Insurance  

Act 1906 states in Section 19 that the Broker must disclose:  

 every material fact known to the Broker, including facts which in ordinary course of 

business ought to have been communicated to them;  

 every material fact which the insured is bound to disclose, unless it comes to the 

insured’s attention too late to communicate to the Brokers. 
(3 marks for any correctly stated point. Maximum of 2 to be graded. Total: 6 marks) 



Part II 

Compulsory Question. 

This question carries 50 marks. 

9. (a) As part of NAICOM’s role to establish standards for the conduct of 

insurance business in Nigeria, a circular was issued to Industry Practitioners on 

“fair trade practice and fair treatment to customers. Enumerate the stated 

minimum information that insurance institutions are required to update their 

websites as stated in the circular.     (10 marks) 

(b) List any two (2) options available to a Broker to obtain broader access to the 

insurer.         (4 marks)  

(c) Give five (5) things that a Broker should consider when assessing an 

insurer.         (10 marks) 

(d) Economic Cycle Insurance Brokers is a broking firm operating in Lokoja, Kogi 

State, Nigeria. The Company just had a strategic meeting where it considered 

factors that will help them to operate as a “big” broking form. In line with the 

above, what features as an adviser to the company would you tell them to 

aspire to have, which are features that should be in a large broking firm?   
(10 marks) 

(e) State any four (4) general information that a Broker must give to their 

customers?         (10 marks) 

(f) What is the monetary requirements for:  

i. paid up capital of an insurance Broker in Nigeria.  (3 marks) 

ii. professional indemnity insurance cover for an insurance broker in 

Nigeria.        (3 marks) 

 

Solution 

a) As part of NAICOM’s role to establish standards for the conduct of insurance business in 

Nigeria, a circular was issued to Industry Practitioners on “fair trade practice and fair 

treatment to customers. The stated minimum information that insurance institutions are 

required to update their websites as stated in the circular major focus in the circular are:  

 the average timeline to settle claims (for various classes of insurance)  

 business location and contact telephone number of all its branches  

 the complaint procedure.  
(5 marks for any correctly stated point. Maximum of 2 to be graded. Total: 10 marks) 

 

b) The options available to a Broker to obtain broader access to the insurer are to:  

 join one of the networks of Wilies Commercial Network or TEN –The Enterprise 

Network 

 form a purchasing group with other similar sized brokers 

 use one or more of the many specialist wholesalers. 
(2 marks for any correctly stated point. Maximum of 3 to be graded. Total: 6 marks) 

 

c) A Broker should consider the following things when assessing an Insurer:  

 quality of service 

 breadth of cover 

 flexibility 

 innovation 

 credit facilities 



 capacity 

 geographical spread 

 claims services 

 support and sales literature 

 technical advice and specialist expertise 

 access to decision making 

 price 

 survey and risk control 

 continuity 

 reputation and experience 

 brokerage, and 

 financial security or ‘claims paying ability” of the insurer. 
(2 marks each. Maximum of 5 to be graded. Total: 10 marks) 

 

d. The features of a large broking form are; 

 a management structure to control branch organisations 

 client servicing segmented by trade groups such as retailers, pharmaceutical 

companies and insurance classes such as professional indemnity, aviation, e.t.c.  

 head office function such as human resources, legal, public relations and marketing 

 back-office to deal with marketing and other processes  

 total staff headcounts  

 worldwide operational activities  

 ability to offer a wide range of risk assessment facilities 

 expertise to produce solutions from carriers in the fields of alternative risk transfer and 

capital market. 
(2 marks each. Maximum of 5 to be graded. Total: 10 marks) 

 

e. The general information which a broker must give to their clients are: 

 name and address of the broking firm 

 confirm that the firm is authorized and regulated by the regulator 

 details of the permitted business 

 ownership of the firm 

 details of how to lodge a complaint with the broking and the regulator 
(2½ marks each. Maximum of 4 to be graded. Total: 10 marks) 

 

f. i) Paid up capital for an Insurance Broker in Nigeria should be N5,000,000.00 (3 marks) 

ii) Professional Indemnity Insurance cover for an Insurance Broker in Nigeria should be 

N10,000,000.00 or 50% of brokerage income in the preceeding year - whichever is higher. 
           (3 marks 

 

Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

10. (a) Brokers of all sizes globally face constant challenges, however it seems that 

the “steady state” for insurance market is now constant turbulence and change. What 

do Brokers have to do to be market led?      (12 marks) 

(b) List the three (3) types of businesses identified by traditionally marketing 

theory.          (6 marks) 



(c) What is marketing research?       (6 marks)

 (d) Mention any five (5) methods of conducting a survey?   (10 marks) 

Solution  

a) The following are the things which Brokers need to do to be market led:  

 provide a consistent level of good client service  

 aim to provide excellent client service 

 build a depth and quality of relationship that enables them to understand the 

requirements of the client 

 be attentive to price and particularly understand the client’s attribute to price 

 do all of this efficiently in a way that enables them to make a reasonable profit. 
(4 marks each. Maximum of 3 to be graded. Total: 12 marks) 

b) The types of businesses identified by traditionally marketing theory are:  

 production led businesses  

 sales led businesses  

 marketing led businesses.  
(2 marks each. Maximum of 3 to be graded. Total: 6 marks) 

 

c) Marketing research is the gathering of information by a business about the preferences,  

purchasing power, e.t.c. of consumers, especially before putting a product or service on 

the market for them to patronize on.  
(1½ marks each for the bolded phrases. Total:6 marks) 

 

d) The various methods of conducting survey are:  

 face to face 

 instant response questionnaires 

 panels 

 postal 

 telephone 

 email/website response 

 continuous research 

 interactive. 
(2 marks each. Maximum of 5 to be graded. Total: 10 marks) 

 

11. (a) What is “errors and omission” (E & O) in Insurance Broking Practice? (4 marks) 

(b) List any four (4) factors that have had an impact on errors and ommissions 

issues in Insurance Broking Practice.      (8 marks) 

(c) Give any six (6) examples of errors and commissions issues in Insurance 

Broking Practice.       (12 marks) 

(d) What are the benefits of an effective diary system?    (10 marks) 

Solution  

a) Making mistakes is a fact of life. If this were not true, then Insurance could not exist. No 

business can prosper without taking risks and that means occasionally making mistakes. 

However, for the Broker, some mistakes may lead to a dissatisfied client or worst, a claim for 

negligence. This is what error & omission is in Insurance Broking Practice.  
(2 marks for each correctly stated point. Maximum of 2 to be graded. Total: 4 marks) 

 

b. Some factors that have had an impact of errors and omission issues in insurance Broking 

practice are:  



 consolidation of insurers and brokers 

 industry wide claims 

 policy wordings 

 level of technical standards and training 

 impact of the market cycle. 
(2 marks for each correctly stated point. Maximum of 4 to be graded. Total: 8 marks) 

 

c. Some examples of errors and omissions issues in insurance Broking practice are:  

 documentation failures 

 disclosure of all material facts 

 appreciation of the extent of cover 

 responsibility to explain terms fully to the insured 

 lack of appreciation of potential consequences for the insured 

 failure of supervision and management 
(2 marks for each correctly stated point. Maximum of 6 to be graded. Total: 12 marks) 

 

d. The benefits of an effective diary system are to:  

 alert the broker that a renewal is due 

 ensure the tasks passed to another party 

 ensure that premiums are collected from clients  

 ensure that received premiums are paid to the market written agrees timescales 

 ensure that any warranty applied to the contact are handled prior to their requirement 

date. 
(2½ marks for each correctly stated point. Maximum of 4 to be graded. Total: 10 marks) 

 

12. (a) Explain fully the following terms:  

i. the internet        (4 marks) 

      ii. Electronic Data Interchange (EDI)     (4 marks) 

iii. email.        (4 marks) 

   (b) List five (5) advantages of electronic trading.    (10 marks) 

(c) Mention six (6) consequences of insurer’s failure.    (12 marks) 

Solution  

a. i) The internet is a standardized, global system of interconnected computer network and has 

billions of users. The system uses the internet protocol suite (TCP/IP) standard rules for data 

representation, signally, authentication and error detection. It is a network of networks that 

consists of millions of private and public academic, business, and government networks of 

local to global scope which are linked by copper wires, fibre0optic cables and wireless 

connections. 
(2 marks for each correctly stated point. Maximum of 2 to be graded. Total: 4 marks) 

 

ii) Electronic Data Interchange (EDI) is that structured transmission of data between 

organisations by electronic means. This includes the transfer of electronic documents from 

one computer system to another and the direct input in peer to peer systems without re-entry 

using structured messaging languages, thereby facilitating much closer integration among 

other remote organisations.  
(2 marks for each correctly stated point. Maximum of 2 to be graded. Total: 4 marks) 

 



iii) Email is the ubiquitous electronic messaging system that enables business and consumers 

to connect to each other all over the world. Emails may be free format or structured to enable 

data to be extracted from the email to the recipient’s systems automatically. It can also carry 

a wide variety of file attachments such as text files and spreadsheets, digital images and PDF 

documents. 
(2 marks for each correctly stated point. Maximum of 2 to be graded. Total: 4 marks) 

 

b) The advantages of electronic trading are that, it:  

 improves efficiency through the elimination of paper, processes and “double keying’ 

whereby data is entered into one system, transmitted conventionally often by paper 

and then rekeyed, increasing costs and the change of errors 

 responds to client demand for online and electronic trading 

 meets environmental concerns, for e.g. reducing the use of paper 

 facilitates the outsourcing and off-shoring of tasks and processes 

 inspires management information 

 provides access to clients and markets worldwide 

 facilitates ‘self-serve’ by client to reduce costs and errors in the process. 
(2 marks for each correctly stated point. Maximum of 5 to be graded. Total: 10 marks) 

 

c) The consequences of failure of an Insurer are:  

 the consequence replacement of risk will generate considerable and in all likelihood, 

unpaid additional work 

 many insureds may be without cover 

 premium paid are lost 

 when risks are to be replaced, they are done at higher cost 

 dealing with claims against insolvent insurers is much more time consuming 

 it can damage brokers reputation 

 it may be difficult for the broker to get his fees or commission 

 insurer insolvency is excluded from brokers E& O cover 

 it may be a prelude to an insolvency problem 
(2 marks for each correctly stated point. Maximum of 6 to be graded. Total: 12 marks) 

 

13. (a) What are the factors a broker should consider when deciding on an insurer to 

deal with?          (24 marks) 

(b) Mention five (5) levels of service that should be considered in relating with an 

insurer.          (10 marks) 

Solution  

The factors that a broker should consider when deciding on an insurer to deal with are that 

will the insurer be able to: 

 meet the legitimate expectation of its clients 

 reduce exposure to mergers and takeovers  

 reduce exposure to a sudden change in underwriting philosophy 

 enable the Brokers to take advantage of new entrants 

 reduce exposure to the insolvency of an insurer 

 provide the widest knowledge of what is available 

 ensures the availability of capacity 

 ensures the ability to deal with unusual or distressed risks 

 competition from other brokers. 



(4 marks for each correctly stated point. Maximum of 6 to be graded. Total: 24 marks) 

 

b. The levels of service that should be considered in relating with an insurer are:  

 Fast and comprehensive quotations 

 An efficient system of documentation 

 Responsiveness to brokers and clients’ needs 

 Competent survey system 

 Efficient accounting 

 Suggestion for improvement of cover 

 Timely payment of claims 

 Prompt notification of proposed changes in market practice 

 Specialist service 

 Internet based quotation and documentation production 

 Electronic trading. 
(2 marks for each correctly stated point. Maximum of 5 to be graded. Total: 10 marks) 

 

14. (a) Mention any four (4) roles expected that a Broker should play in relation to 

claims.          (10 marks) 

(b) List any five (5) benefits of a Broker developing a good relationship 

with their clients.         (10 marks) 

(c) Mention seven (7) areas that insurers have invested heavily in the claim 

process.          (14 marks) 

Solution  

a) The roles expected that a Broker should play in relation to claims are:  

 No Role: the Broker only become involved if there is a problem in claims made directly 

to the insurer 

 Full Service Role – all claims are notified to and handled by the Brokers who negotiates 

with insurers 

 Claims Principal Role – the Broker takes full responsibility for negotiating and setting 

claims 

 Consultative Role- the majority, if not all, claims are notified directly but the Brokers 

managers claim service from the insurer, e.t.c. 

 Appointing Role: the Broker appoints adjusters, negotiating claims and arranging 

collection from insurers. 
(1½ marks for stating the role. 1 mark for briefly explaining the. Sub-Total: 2½ marks for each role. 

Maximum of 4 roles to be graded. Total: 10 marks) 

 

b) The benefits if a Broker developing a good relationship with their clients are:  

 transactions and maintenance costs are reduced  

 better returns for the Broker  

 greater likelihood of increased businesses  

 retention rates are better  

 information flow from the client to the Broker is improved  

 challenges are more easily identified and dealt with before it escalates  

 referrals to other businesses are far more likely  
(2 marks for each correctly stated point. Maximum of 5 to be graded. Total: 10 marks) 

 

 



c) The areas that insurers have invested heavily in the claim process are:  

 on call centers 

 approved vehicle repairers 

 bulk purchases 

 loss remediation contacts 

 networks of building contractors 

 networks of lawyers 

 national deals with adjusters 

 arrangements with garages for courtesy cars 

 making of early contacts with third parties to repair damaged vehicle and negotiate 

liability related claims  
(2 marks for each correctly stated point. Maximum of 7 to be graded. Total: 14 marks) 
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Summarized Report  
 

Pass Rate:   27% 

Highest Score:  66% 

Lowest Score:   23% 

Average Score:  44% 

Breakdown Updates  
 

Question 1 

Poorly attempted.  Candidates missed the underlying basis that the question was trying to 

address i.e. the personal reward as a leader is different from corporate reward. 
 

Question 2  

Fairly attempted by the candidates.  

 

Question 3  

Fairly attempted by the candidates.  
 

Question 4  

Good attempt. Performance was fairly above average. 
 

Question 5  

Very poor performance. A large percentage of the candidates performed poorly in the 

question.  
 

Question 6  

Very poor performance. A large percentage of the candidates performed poorly in the 

question. 
 

Question 7 

Very poor performance. A large percentage of the candidates performed poorly in the 

question. 
 

Question 8 

Very poor performance. A large percentage of the candidates performed poorly in the 

question. 
 

Question 9 

A compulsory question but with a 22% pass rate, which is poor.  I am of the opinion that an 

improved study culture among the candidates can improve the pass rate. 

 

Question 10 

Very poor performance. A large percentage of the candidates performed poorly on the 

question. 

 

 

 



Question 11 

Very poor performance. A large percentage of the candidates performed poorly on the 

question. 

 

Question 12 

Very poor performance. A large percentage of the candidates performed poorly on the 

question. 

 

Question 13 

Not popularly attempted.  Fair pass rate. 

 

Question 14 

Not popularly attempted.  Fair pass rate. 

 

Chief Examiner’s Comments on Overall Performance:  

Questions are simple and fair with the level of examination.  Candidates only need to study 

harder. 

 

Chief Examiner’s Suggestions on Improvement:  

Candidates who decide to be examined on this course are encouraged to adequately 

prepare and ensure that they cover the course book, legislation, regulations, 

guidelines, market agreements, e.t.c. (refer to covering page 2 above). 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

1. As a leader, mention three (3) things you can personally do to give regard and 

recognition to those who have done well. 

Solution 

As a leader, three things that can be personally done to give regard and recognition to those 

who have done well are to:  

 send a personal handwritten note offering congratulation and thanks 

 talk or write publicity about people who are outstanding, describing what they did 

 say ‘well done’ and ‘thank you’ face-to-face 
(2 marks for each correct answer. Total: 6 marks)  

 

2. Name three (3) sources of Finance to a business.  

Solution 

Some sources of finance to a business are: 

 Share capital 

 Bank loans 

 Internal funding 

 Government funding 
(2 marks for each correctly stated source. Maximum of 3 to be graded. Total: 6 marks)  

 

3. Robert N. Anthony identifies three (3) areas of management decision. State the three 

(3) areas.  

Solution 

According to Robert N. Anthony, the three areas of management decision are:  

 strategic management 

 management control 

 operational control 
(2 marks for each correctly stated area. Total: 6 marks)  

 

4. Mention three (3) types of benchmarking that are usually used in Management.  

Solution 

The three types of benchmarking usually used in Management are: 

 internal benchmarking 

 external benchmarking 

 functional benchmarking 
(2 marks for each correctly stated type. Total: 6 marks)  

 

5. Strategic Management model provides five (5) progressive stages. Mention three (3) 

advantages of having the model.  

Solution 

Some advantages of strategic management model are that it: 

 provides a structure for formulating goals and objectives 

 simplifies complex processes 

 acts as checklist 

 identifies areas of disagreement 
(2 marks for each correctly stated source. Maximum of 3 to be graded. Total: 6 marks)  



6. Define “value chain”.  

Solution 

“Value chain” can be defined as the added value that each part of the organization 

contributes to the whole organization (4 marks). It also contributes to the whole organization 

and links the value of activities of a business with its main functional parts (2 marks). It is also 

the contribution to the competitive advantage of the whole organization that each of these 

parts might make (2 marks).  

(The main definition attracts 4 marks, with any other correctly stated point (2 marks). Total: 6 marks) 

7. Briefly explain “manpower planning” and “succession planning” to show the difference 

in meaning.  

Solution 

“Manpower planning” helps to determine the number and skills of people the organisation 

will need in order to achieve its strategic goals (3 marks); while, “succession planning” helps to 

ensure continuity and growth by ensuring the succession for key positions in the future are 

indentified and developed (3 marks).      (Total: 6 marks) 

 

8. Counselling entails a problem-solving approach. Mention the four (4) key steps to 

counselling.  

Solution 

Four key steps to counselling are:  

 identifying what the real problem is 

 establishing trust and moving forward with empathy 

 considering possible actions that could kelp to improve situation 

 agreeing on action to be taken  
(1 ½ marks for each correctly stated point. Total: 6 marks)  

Part II 

Compulsory Question. 

This question carries 50 marks. 

9 (a) What is the full meaning of NIA? Enumerate any four (4) of roles of the body. 
          (10 marks)

  

(b) At corporate level, mention four (4) issues that should engage the attention of 

Management for a strategic direction.     (10 marks) 

 

 (c) The BCG Matrix is used to plot the position of Company products with reference 

to the growth of the market and the company’s share of the market as shown 

in the diagram below:  

          

          

       

            

 

 

 

 

Explain each of the four (4) matrix.       (26 marks) 

Stars  Question 

Marks  

Cash 

Cows 
Dogs 



(d) Define “Mission Statement” and “Vision Statement”,   (4 marks) 

 

Solution  

a) Nigeria Insurers Association.   (2 marks) 

Some of the roles are:  

 to protect, promote, and advance the common interest of insurers  

 to advise members on any action by government or any authority in connection with 

any legislation or policy  

 to advise or consult with the government regarding any act by it or its agencies with 

regard to any matter relating to insurance  

 to guide and assist members in complying with any statute, regulation and 

government directive relating generally to the insurance business  

 to create better understanding of insurance by all sections of the community  

 to maintain constant dialogue with other trade associations  

 to consult, co-operate with any individual, association within or outside Nigeria 

having objectives similar to those of the Association  

 to promote cordial relationship among members  
(2 marks for any correctly stated role. Maximum of 4 roles to be graded. Total: 8 marks) 

 

b. The issues that should engage the attention of Management for a strategic direction 

are:  

 Expansion/Investment 

 Retrenchment/Divestment (i.e. cutting down on expenditure) 

 A combination of expansion and retrenchment selectively done across different 

divisions 

 Diversification 

 Consolidation 
(2½ marks for any correctly stated issue. Maximum of 4 roles to be graded. Total: 10 marks) 

 

 

c. BCG Matrix Explanation  

Question Marks 

 represents products that have a low market share in a market of high growth 

 the market often clears potential but the firm needs significant resources to take 

on the competition 

 such resources may include product modification increasing capacity, increasing 

promotional activity, recruiting extra staff 

 the cost of improving market position may be high. 
(3 marks for each correctly stated point. Maximum of 3 to be graded. Total: 9 marks)  

 

Stars 

 represents products that have achieved a high share of an expanding market.  

 this requires continuing investment in product development and promotion since 

a growing market attract competitors 

 the cost of maintaining such a strong competitive position may be high.  
(3 marks for each correctly stated point. Maximum of 2 to be graded. Total: 6 marks)  

 

 



Cash Cows 

 represents products with high market share whose market growth has stabilized. 

 these products provide the organisation with its best return on investment 

 the market tends to be less competitive 

 the surplus fund generated by the cash cows can be used to fund the 

development of question marks and the maintenance of stars. 
(2 marks for each correctly stated point. Maximum of 3 to be graded. Total: 6 marks)  

 

Dogs 

 Represents products with the  poorest profile 

 These products tend to be a drain on resources 

 They can be dropped altogether or sold off 
(2½ marks for each correctly stated point. Maximum of 2 to be graded. Total: 5 marks)  

 

d. “Mission Statement”is a statement of organisations master strategy that informs all 

other types of goals within the organisation.  It gives the organisation a sense corporate 

identity while “Vision Statement” is a description of where the company wants to be at a stated 

time in future.         
(2 marks for each correct definition as above. Total: 4 marks) 

 

Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

 

10 (a) A Manager is surrounded by ever-increasing demands for greater efficiency, 

Identify six (6) basic individual roles of a manager towards efficiency.  (18 marks) 

(b) Organization structure can range between two (2) extreme types: mechanistic 

and organic structures. State four (4) elements of each structure.   (16 marks) 

Solution 

a. Some basic individual roles of managers towards efficiency are:  

 structure and organize their team to meet the needs of the job. 

 clarify accountabilities and authorities of subordination 

 establish a system of personal targets and performance and reward review. 

 ensure correct decisions are taken at the right time 

 communicate regularly with the staff through meetings and feedback 

mechanism 

 establish a system that encourages consultation with representatives 

 take positive attitude towards employee’s presentation and participation. 

 consider how jobs can be designed to maximum job satisfaction 

 establish a system to monitor results and performance 

 maintain discipline and seek to encourage cooperation 

 consider the business relationship with the community at large. 

(3 marks for each correctly stated role. Maximum of 6 to be graded. Total: 18 marks)  

 

 

 

 



b. Some elements of mechanistic organization are:  

 favour tight rules 

 clear job demarcation and division of labour 

 infrequent delegation of authority 

 departments have great uniformity of work activities i.e. many employees 

carrying similar tasks. 

 narrow span of individual control i.e. little opportunity for staff to make task-

related decision 
(2 marks for each correctly stated role. Maximum of 4 to be graded. Total: 8 marks) 

c. Some elements of organic organization are:  

 have few rules to follows 

 less job specialization and more multi-skilling 

 greater delegation of authority to employees 

 lows uniformity among employees in work units. 

 wide span of individual control. 
(2 marks for each correctly stated role. Maximum of 4 to be graded. Total: 8 marks) 

11. (a) Identify the 6Ps of marketing, otherwise known as marketing mix.     (12 marks) 

(b) Discuss briefly the following marketing activities:  

i.  Market Research       (5 marks) 

ii. Competitor Research       (5 marks) 

iii. Customer Profiling       (5 marks) 

iv. Advertising and Sales Promotion     (7 marks) 

Solution 

a. The 6Ps of marketing, otherwise known as marketing mix, are:  

 Product 

 Price 

 Promotion  

 Place  

 People 

 Process 
(2 marks each. Total: 12 marks) 

b. i. Market Research 

 Knowledge of the intended market 

 Can be conducted by in-house staff or external sources 

 They give information about the buying behaviour of existing and potential 

customers 

 Methods include conducting interview and surveys 
(2½ marks for each correctly stated point. Maximum of 2 to be graded. Total: 5 marks) 

ii. Competitor Research 

 Discovering as much as possible about the activities of a competitor 

 Routinely carried out by organisations that wish to expand their sales in a 

given market. 

 Research can be done through competitors own corporate literature, 

financial statements. 

 It can also be done through independent industry reviews and the 

experience of its customers. 



(2½ marks for each correctly stated point. Maximum of 2 to be graded. Total: 5 marks) 

iii. Customer Profiling 

 Internal data helps organisation compile a profile of its existing customers. 

 This includes information about their buying habits 

 The exercise helps group customers that fit the same profile.  
(2½ marks for each correctly stated point. Maximum of 2 to be graded. Total: 5 marks) 

iv. Advertising and Sales Promotion 

 Usually combined. 

 Advertising informs existing and potential customers about the products 

on offer 

 Sales promotion talks of inducements like discount to encourage buying 

 The success of advertising and sales promotion campaign can be measured 

by counting the volume and value of responses. 
(3½ marks for each correctly stated point. Maximum of 2 to be graded. Total: 7 marks) 

 

12 (a) Using formulas, explain the following ratios:  

i. Gross Profit  

ii. Trading Profit  

iii. Profit after Extraordinary Items  

iv. Profit after Interest but before Tax  

v. Profit after Tax  

vi. Gross Profit Margin  

vii. Net Profit Margin.       (28 marks) 

(a) Mention three (3) reasons why we measure financial ratios.  
(6 marks) 

Solution 

a. i. Gross Profit  = Turnover - Cost of Sales   

 ii. Trading Profit  = Gross Profit – Administrative costs + Overhead Costs 

 iii. Profit After Extraordinary items 

     = Trading Profit - Any extraordinary gains or losses  

 iv. Profit After Interest but Before Tax 

     = Profit After Extraordinary Items – Interest Payable 

 v. Profit After Tax  = Profit after Interest but before Tax – Tax 

 vi. Gross Profit Margin = Sales – Cost of Goods Sold 

       Sales 

 vii Net Profit Margin = Profit before Interest and Tax 

       Sales 
(4 marks for each correctly stated formula. Total: 28 marks) 

 

b. The reasons why we measure financial ratios are:  

 it enables investors, creditors and management form a quick judgment of a 

company’s situation. 

 results can be compared either with past situation or future projection 

 it can be compared with the industry average or a particular competitor 

 companies of different sizes can be compared  
(2 marks for each correctly stated reason. Maximum of 3 to be graded. Total: 6 marks)  



13. The theory of Leadership Traits holds that those individuals who become prominent 

leaders possess a set of special traits which distinguish them as leaders.  

(a) Mention the six (6) classified traits and give three (3) examples under each 

classification.         (24 marks) 

(b) Explain the two (2) main components of Transactional Leadership. (10 marks) 

Solution 

The theory of Leadership Traits holds that those individuals who become prominent leaders 

possess a set of special traits which distinguish them as leaders. The clarified trails and their 

examples are as stated below:  

i.  Physical Characteristics 

 Energy, Weight 

 Age 

 Height, Physical Fitness 

ii. Personality 

 Dominance, Aggression, Self Confidence 

 Creativity, Stress Tolerance, Self Control 

iii. Social Background 

 Economic and Social Status 

 Education, Job Mobility 

iv. Work Orientation 

 Need to achieve, Initiative 

 Empowerment of others, Persistence 

v. Intellectual Abilities 

 Logical thinking, Intelligence, Judgment 

 Linguistic ability, Abstract reasoning 

vi. Social Skills 

 Cooperation, Amiability, People Skills 

 Diplomacy, Supportiveness 
(1 mark for correct mentioning of the trait. 1 mark for each stated example; Sub-Total per 

trait = 4 marks; Grand Total: 24 marks) 

b. The two main components of transactional leadership are:  

i. the leader provides rewards, if and only if, subordinates perform adequately 

and or tries hard enough 

ii. the leader does not seek to change the existing working methods of 

subordinates so long as performance goals are met and only intervenes if 

something is wrong. 
(5 marks for each correctly stated component. Total: 10 marks) 

 

14 (a) State any five (5) key steps towards a sound and logical recruitment/selection 

process.          (20 marks) 

(b) Briefly discuss seven (7) common mistakes often made in the interview 

decision-making process.       (14 marks) 

 

 



Solution 

a. The key steps towards a sound and logical recruitment/selection process are:  

 determine the business needs 

 develop job description, competencies, person- specification 

 decide recruitment sources 

 pre-screening 

 assessment of application form and or cvs 

 decide interview approach and structure 

 interview and selection process proper 

 selection decision 

 offer and confirmation 

 evaluation 
(4 marks for any correctly stated process (total here: 20 marks) PROVIDED there is a logical 

arrangement of the stated process. If there is no logical arrangement, award only 3 marks 

each (total here: 15 marks)). 

b. Common mistakes often made in the interview decision-making process:  

 Primary Effect: Putting too much emphasis on information gained on the first few 

minutes of an interview. 

 Expectancy Effect: forming an expectation of a candidate from prior information  

 Confirmation Seeking Bias: asking questions to confirm initial biases or 

impressions 

 Halo/Horns Effect: rate candidates either in a consistently negative or positive 

light  

 Contrast Effect: decisions are affected by previous candidates seen and decisions 

already reached  

 Personal Liking Bias: selecting candidates because you like them  

 Clone Effect: preferring candidates who are similar to yourself.  
(1 mark for mentioning the mistake. 1 mark for explaining the mentioned mistake. Sub-Total: 

2 marks. Grand Total: 14 marks) 
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Summarized Report  
 

Pass Rate:   100% 

Highest Score:  63% 

Lowest Score:   63% 

Average Score:  63% 

Breakdown Updates  
 

Question 1 

The candidate’s performance on this question was very poor the overall performance was zero 

percent. The question was misinterpreted by the candidate. This may be as a result of in 

adequate preparation. Candidates are advised to study very hard by paying more attention to 

basic concept of accounting.   
 

Question 2  

Candidate’s performance in the question is very good as the candidate displayed the adequate 

knowledge of the concept tested by the examiner.  Candidates overall performance is about 

84%. 
 

Question 3  

Candidate’s performance in the question was excellent as the candidate scored the maximum 

marks available. The examiner tested candidate’s knowledge on Profit and Loss Account and 

Balance sheet.  The overall performance is 100%. 
 

Question 4  

The examiner tested candidate’s knowledge of U.K legislation on authorization of insurers.  The 

overall performance was 50%.  Candidates are advised not to limit their knowledge to Nigerian 

Legislation.  Both UK and Nigerian statute are relevant to this course. 
 

Question 5  

The examiner tested the candidate’s knowledge on share premium and share capital.  The 

performance is impressive as the overall performance was 100%.  Adequate preparation is the 

only way for excellent performance in the examination of this nature. 
 

Question 6  

The examiner tested the candidate’s knowledge about underwriting result and insurance.  The 

overall performance is average (50%).  This is common concept in insurance accounting and 

need to be studied very well by candidates who intend to have excellent performance in this 

course. 
 

Question 7 

Examiner tested candidate’s knowledge on types of budgeting.  The overall performance was 

excellent as the candidate obtained the maximum marks available.  This may be due to the 

fact that the candidate prepared very well for this question. 
 

 

 



Question 8 

Examiner tested candidate’s knowledge of parties that are interested in financial statement of 

an insurance company.  The question was well attempted and the performance highly 

impressive (100%). 
 

Question 9 

This is a compulsory question with 50 marks.  It tested candidate on final accounts (Profit and 

Loss Account and Balance Sheet).  It is disappointing that the candidate cannot prepare the 

account as expected. The performance was very poor.  The overall performance was less than 

10%.  Candidate should note that question on final accounts cannot be avoided by candidate 

that want to perform well in this course. 

 

Question 10 

The question tested knowledge of compensation that are available to policyholders under the 

tem of PPA 1975.  Also powers of intervention by insurance industry regulators was also tested, 

however the candidate avoided the question and prefer other question. 

 

Question 11 

The question tested candidates on long term objectives of an entity. The question was well 

attempted and the performance very good (88%).  Candidate displayed adequate preparation 

for this topic.  

 

Question 12 

Examiner tested candidates on standard costing as well as other elements of cost.  The overall 

performance was very good (79%).  The only way for excellent performance in this course is 

adequate preparation by candidates. 

 

Question 13 

This question tested knowledge about differences between Insurance Brokers and Agents, the 

main role of intermediaries as well as cash and credit agents.  This question was avoided by 

the candidate.  This is an opportunity for candidate to earn good marks. 

 

Question 14 

Question 14 was on financial ratios.  The performance was very good.  Candidates displayed a 

good knowledge of this aspect of the course.  The overall performance is 82%. 

 

Chief Examiner’s Comments on Overall Performance:  

The candidate passed the course notwithstanding the dismal performance at the question 9.  

 

Chief Examiner’s Suggestions on Improvement:  

Candidates who decides to be examined on this course are encouraged to 

adequately prepare and ensure that they cover the course book, legislation, 

regulations, guidelines, market agreements, e.t.c. (refer to covering page 2 above). 

 

 

 

 



Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

 

1. Mention the main classification of accounts and their sub-division.  

Solution  

Accounts are classified as: 

i. Real Accounts – lasting or real things such as cash, land, e.t.c.   (2 marks) 

ii. Nominal Accounts – this could be       (2 marks) 

 Personal – account for people such as debtor and creditors  (1 mark) 

 Impersonal- account for all others e.g wages, sales   (1 mark) 
(Grand Total: 6 marks) 

2. List six (6) items that are commonly found in profit and loss accounts (also known as 

income statement).  

Solution  

The items commonly found in profit & loss accounts (income statement) are:  

 Earned premium 

 Grass premium 

 Claim incurred 

 Outward Reinsurance premium 

 Other technical income 

 Administrative expenses 

 Acquisition costs 

 Reinsurance commission 
(1 mark each. Maximum of 6 to be graded. Total: 6 marks) 

 

3. Outline three (3) differences between profit and loss account (income statement) and 

balance sheet (statement of financial position).  

Solution  

Profit & Loss       Balance sheet 

 Deals with operational performance of 

an entity for a year      

 Shouts the profitability owe a period 

of one year 

 Profit & loss account shows the 

income & expenditures over a period 

of one year 

 

 Shows the financial position of an 

entity as at the end of a period usually 

(a year) 

 Shows the assets and liabilities of an 

entity 

 Shows the position of Assets and 

liabilities as at a particular date usually 

at year ended. 

(1 mark each. Maximum of 6 to be graded. Total: 6 marks) 

 

4. Mention four (4) organisations that are exempted from authorization under Section 2 

of the Insurance Companies Act 1982 (UK).  

Solution  

Four organisations that are exempted from authorization under Section 2 of the Insurance 

Companies Act 1982 (UK) are:  ‘ 

 a member of Lloyd’s (except for industrial assurance business) 



 a body registered as a friendly society 

 a trade union or employers’ association where the insurance is limited to provision for 

its members of provident or strake business 

 organisations providing exclusively benefits in kind 
(1½ marks for each correctly stated organization. Total: 6 marks) 

 

5. Differentiate between share capital and share premium.  

Solution  

Share capital:  

 These are monies contributed by shareholders to subscribe for the share of the 

company.  

 It is known as owners’ equity 

 It is normally stated at par value (nominal value) 

Share premium –  

 This is the difference between the at per value of the company shares and its market 

value 

 The share premium is a capital reserve 

 It may only be utilized for very limited purposes it is not available for distribution to 

shareholders in normal circumstances. 
(1½ marks for each correctly stated difference. Maximum of 2 differences per term. Sub-Total per 

term – 3 marks. Grand Total: 6 marks) 

 

6. Differentiate between underwriting result and insurance result.  

Solution  

Underwriting Result: for the majority of companies at present is the profit or loss which is 

transferred to the profit and loss account while Insurance Result represents the profit or loss 

on insurance business before investment income is attributed. 
(3 marks for each correctly stated definition. Total: 6 marks) 

 

7. Identify the three (3) types of budgeting.   

Solution  

The three types of budgeting are:  

 fixed or flexible budgeting 

 incremental budgeting 

 zero-based budgeting 
(2 marks for each correctly stated type. Total: 6 marks) 

8. Mention six (6) interested parties in Financial Statements (Annual Reports and Audited 

Accounts) of an insurance company.  

Solution  

Interested parties in Financial Statements (Annual Reports and Audited Accounts) of 

an insurance company are:  

 shareholders 

 policyholders 

 investment Analyst and commentators 

 reinsurance security advisor 

 other insurers 

 internal management 



 staff or employees 

(1 mark for each correctly stated party. Maximum of 6 to be graded. Total: 6 marks) 

Part II 

Compulsory Question. 

This question carries 50 marks. 

9(a) What is the provision of Section 50 (1) of the Insurance Act 2003 and its effect on the 

Nigerian Insurance Industry?        (10 marks)

  

(b) Prepare final accounts from the following information obtained from the record of New 

Era Insurance Company Limited.     

Trial Balance 31 Dec 2018 

       N’000 (Dr)  N’000 (Cr) 

Share Capital          20,000.00 

Reserves          12,000.00 

Investments       75,000.00 

Premiums          120,000.00 

Commission      16,000.00 

Expenses Paid       10,000.00 

Agents       18,000.00 

Creditors             7,000.00 

Claims        35,000.00 

Land & Building        7,000.00 

Investment Income            5,000.00 

Cash & Bank        3,000.00               

       164,000.00  164,000.00 

Additional Information:  

i. Premium = Unearned Premium b/d – N30,000.00 plus written         N90,000.00. 

Provision for unearned premium at 31 December = 40% of premium written.   

ii. Commission = Unearned Commission b/d N4,000.00 plus paid N12,000.00. 

Unearned Commission as at 31 December = N5,000.00  

iii. Claims – Paid N60,000.00 less outstanding b/d N25,000.00 Outstanding Claims 

as at 31 December = N30,000.00 

iv. Expenses Outstanding as at 31 December = N100.00  

v. Provide 1% of Agents balances against bad debts.  

 

As at 31 December, N550.00 investment income is accrued due. The trial balance figure 

is made up of N5,500.00 received less N500.00 due the previous year.   (40 marks) 

 

Solution  

9a) Section 50 (1) of the Insurance Act 2003 provides that the receipt of an insurance 

premium shall be a condition precedent to a valid contract of insurance and there shall be 

no cover in respect of an insurance risk, unless the premium is paid in advance.  (6 marks) 

 

The effect of this provision of the Act has been positive on the Industry by way of improved 

liquidity.           (4 marks) 

 

 



b)  

NEW ERA INSURANCE COMPANY LTD PROFIT & LOSS ACCOUNT FOR THE YEAR ENDED 2018(1 mark) 

      N    N       (1 mark) 

Unearned Premium    30,000          (1 mark) 

Premium Written    90,000     120,000   (2 marks) 

Less Commission Paid   12,000          (1 mark) 

Expenses Paid    10,000          (1 mark) 

Claim Paid    60,000          (1 mark) 

Agent Paid    18,000          (1 mark) 

Provision     2,100     102,100   (2 marks) 

Profit          17,900     (4 marks) 

 

NEW ERA INSURANCE COMPANY LIMITED BALANCE SHEET AS AT 31ST DECEMBER, 2018(1 mark) 

       N   N (1 mark) 

NON-CURRENT ASSETS 

Land and Building        7,000 (1 mark) 

Investment         75,000 (1 mark) 

          82,000`(2 marks) 

CURRENT ASSESTS 

Unearned Premium    30,000     (1 mark) 

Less Provision     12,000    18,000 (2 marks) 

Unearned Commission       9,000  (1 mark) 

Cash& Bank         3,000 (1 mark) 

          112,000 (2 marks) 

 

EQUITIES & LIABILITIES 

Share Capital         20,000  (1 mark) 

Reserves         12,000 (1 mark) 

Debtors     15,000     (1 mark) 

Creditors       4,000     (1mark)  

      11,000     (2 marks) 

Overdraft     7,000     4,000 (2 marks) 

          6,000  (4 marks) 
(Grand Total: 40 marks) 

 

Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

10 (a) Certain compensations are available to policyholders under the terms of PPA  

1975. Enumerate these compensations.      (10 marks) 

(b) While exercising powers of intervention by insurance industry regulators, 

certain requirements may be imposed concerning certain matters. List any seven (7) 

of those requirements.        (14 marks) 

(c) Anyone intending to transact insurance business must be authorized 

to do so. List five operators that are exempted from authorization.   (8 marks) 

Solution  

Certain compensations are available to policyholders under the terms of PPA  975 viz-a-viz 

the assessment of the insurance Company by the Regulator. These are: 



 if it is considered desirable for protecting policyholder or potential policyholders 

against the risk that the company may not be able to meet its liabilities or, in case of 

long term business, fulfill the reasonable expectation of policyholders or potential 

policyholders 

 if it appears that the company (or a parent or subordinate company) has failed to meet 

a statutory obligation. (including one under the Financial Services Act) 

 if it appears that the company has furnished misleading or inaccurate information 

 if not satisfied with the adequacy of reinsurance arrangement. 

 there must be a ground on which it would be prohibited from issuing an authorization 

if it were applied for 

 If it appears that there has been a substantial departure from any plan or forecast 

submitted to him 

 if the company has ceased to be authorized (on certain classes of contracts)  
(2½ marks for each correctly stated point. Maximum of 4 points to be graded. Total: 10 marks)  

b. While exercising powers of intervention by insurance industry regulators, certain 

requirements may be imposed concerning certain matters. Some of these requirements are:  

 if the company so resolves by special resolution 

 if the company does not commence business within a year of incorporation 

 if the number of members is reduced below two 

 if the company is unable to pay its debts (where a creditor applies) 

 if the court is of the opinion that it is just and equitable that the company should 

be wound up. 
(3½ marks for any correctly stated point. Maximum of 4 to be graded. Total: 14 marks) 

c. Anyone intending to transact insurance business must be authorized to do so. 

However, the following group of operators are exempted from authorization if such a 

company:  

 is unable to pay its debt; such a company shall be deemed to be unable to pay its debts 

if its most recently filed accounts, balance sheet or statements show it to be insolvent 

unless the contrary is proved 

 has failed to satisfy an obligation imposed by any of the Insurance Company Act 

 has failed to keep or to produce proper accounting records 

 is unable to ascertain its financial position 

 is found to be expedient, in public interest, to wind the company up.  
(2½ marks for any correctly stated group. Maximum of 4 to be graded. Total: 10 marks) 

 

11 (a)  What must long term objectives of an entity be? List them.  (4 marks) 

(b) Briefly state any four (4) questions that will assist in determining the long term  

objectives mentioned in (a) above.      (8 marks) 

(c) i. State the five (5) steps that must be followed when constructing a budget.
          (10 marks) 

ii. Identify and briefly explain the three (3) types of budgeting.   (6 marks) 

iii. State one advantage and one disadvantage for each type of budgeting in (ii) 

above.          (6 marks) 

Solution  

a) The long term objectives of an entity must be:  

 measurable  



 time related 

 attainable  

 practical  
(1 mark each. Total: 4 marks) 

 

b) The following questions. When ascertained, will assist in determining the long term  

objectives mentioned in (a) above:  

 what kind of company is the company?  

 what is the economic mission of the company? Is it to maximize share price or is it to 

dominate a particular market?  

 what should our products be? Do we want to specialize in wholesale or retail?  

 should we serve each market differently?  

 what share of the market is desired?  

 what are the profit objectives?  

 what are the projected rates of growth? in premiums, profits, e.t.c.  

 what solvency margin/liquidity level does the company need? e.t.c.  
(2 marks each. Maximum of 4 questions to be graded. Total: 8 marks) 

 

c) i) The five steps that must be followed when constructing a budget are:  

 Initial Preparation 

 Negotiation  

 Co-ordination and Review 

 Final Acceptance  

 Budget Review.  
(2 marks each. Total: 10 marks) 

    ii) The three types of budgeting are:  

 Fixed or Flexible Budgeting: in budgeting system, it is possible to leave the budget 

unchanged irrespective of movements in activity level (fixed budgeting system) or to 

flex the budget as activity increases or decreases (flexible budgeting system).  

 

 Incremental Budgeting:  budgets are set by allowing for increments in operations or 

expenditure, which will occur during the budget period.  

 

 Zero Based Budgeting: the projected expenditure for existing programmes should 

start from base zero with each year’s budget being compiled as if the programme were 

being launched for the first time.  
(1 mark for correct type. 1 mark for correct explanation. Sub-Total: 2 marks. Grand Total: 6 marks)  

 

  

   iii)  

Budget Type  Advantages  Disadvantages  

Fixed or Flexible  Realistic   Work duplication is possible  

 Good for short term Costly  

   

Incremental  Simple  Perpetuates past inefficiencies  

 Quick  Costly  

 Easy to understand   



   

Zero Based  Maximise the use of resources Time consuming  

 Give optimum value for money Increase bureaucracy  

 Reduces work duplication   

 Reduces cost   

 Justifies all expenses  

(1 mark for each correctly stated advantage and disadvantage. Maximum of 1 each to be graded per type. 

Sub-Total: 2 marks. Grand Total: 6 marks) 

 

12. (a) Define standard costing. List and explain its three (3) classifications. (6 marks) 

(b) Write short notes on any five (5) of the following cost classifications, and explain 

also with the aid of a diagram:  

i. variable cost 

ii. fixed cost 

iii. incremental/marginal cost 

iv. step costs  

v. relevant cost 

vi. sunk cost  

vii. opportunity cost.       (30 marks) 

Solution  

a) Standard Costings are pre-determined costs/target costs that should be incurred under 

efficient operating conditions. Unlike budgets which relate to total activity, they provide a  

target level of the unit cost.         (1½ marks) 

 

Its three classifications are:  

 Basic Cost Standards: are constant and left unchanged over long periods of time. 

They are seldom used as they do not reflect changes in methods of operation. It has 

the advantage of consistency of comparison over long periods.  

 Idea Standards: represent perfect performance and are the minimum costs which 

are possible under the most efficient operating conditions. They are rarely used 

unless they are perceived to have a motivational impact. They represent an 

unachievable target.   

 Currently Attainable Standards: represent those costs which should be incurred 

under efficient operating conditions. They are difficult but not impossible to achieve.  
(1 mark for correctly stated classification and ½ mark for correct explanation. Sub-total: 1½ 

marks. Grand Total: 6 marks)  

 

b)  

i. Variable Cost: vary in direct and linear relationship to activity e.g. if the commission 

rate is 15% of premium, then every NGN1.00 premium hurdle will pay 15k to the intermediary.  

 

 

Cost      Variable Cost 

 

 

 

   Activity Volume       (6 marks) 

 



ii. Fixed Cost: remains constant for a specified period of time regardless of the level of 

activity. They are sometimes called period fixed costs because in the long-term, all costs vary.  

 

 

 

Cost      Fixed Cost 

 

 

 

   Activity Volume       (6 marks) 

 

iii. Incremental/Marginal Cost: basically, this establishes the additional costs or revenues 

resulting from a decision.         (6 marks) 

 

iv. Step Costs:  are fixed for a given level of activity but eventually increase at some critical 

points e.g. when greater activity involves extra staff or machines or premises.   

 

 

 

Cost      Step Cost 

 

 

 

   Activity Volume       (6 marks) 

v. Relevant Costs: costs and revenues can be classified as to whether they are relevant 

to a particular decision e.g. if you are deciding whether to go by a car or a motorcycle, then 

the car insurance cost is irrelevant as it stays the same whether the car is used or not, the 

relevant cost is the petrol cost.        (6 marks) 

 

vi. Sunk Costs: are those already incurred and which will be totally unaffected by the 

proposed alternatives. They are irrelevant for decision making.    (6 marks) 

 

vii. Opportunity Costs: are those which measure the sacrifice of choosing one 

alternative course of action which requires another alternative to be discarded.  (6 marks) 

 

13. (a) What are the differences between an insurance Broker and an insurance 

agent?  Enumerate at least five (5) differences on each term.   (20 marks) 

(b) What are the main roles of “Intermediaries’ Trade Associations?  (10 marks) 

(c) Distinguish between cash and credit agent.     (4 marks) 

Solution  

a)  

   

 Differences 

S/No Insurance Brokers  Insurance Agents  

1 They are all licensed professionals 

members   

They may not be professional members 



2 They are licensed by the regulator They may not be necessarily licensed by the 

regulator  

3 They can transact businesses with all 

insurers  

They can only transact business with named 

insurers  

4 Their activities are well/heavily 

regulated  

Their activities are not heavily regulated  

5 They are remunerated with higher 

rate of commission 

Their remuneration are lower than that of 

Brokers  

6 They require a minimum paid up 

capital before they can transact 

business  

They do not require any paid up capital 

before they can transact business  

7 They are required by practice to 

have an effective Professional 

Indemnity cover for key employees  

They are not required to have any  

Professional Indemnity cover  

(2 marks for each correctly stated point. Maximum of 5 under each term. Total: 20 marks) 

 

b) The main roles of “Intermediaries Trade Associations” are:   

 Representation: regular contacts at office level with members to enable joint 

representation on matters of common concerns 

 Support for Members: designed to enhance service to clients e.g. newsletters, 

compliance manuals and aids,  

 Members’ Promotion: advertising, public relations, public enquiry and similar 

services on behalf of members  

 Training and Recruitment: there is growing education and training programme for 

members  

 Dealing with Complaints: from public on an advisory basis, in addition to general 

advice on technical matters.  
(1½ mark for the main point. 1 mark for the explanation. Sub-Total per point – 2½ marks. 

Maximum of 4 to be graded. Grand Total: 10 marks) 

c) Cash Agents merely introduce business to their principals but do not collect premiums. 

They are also paid a lower rate of commission than credit agents. Credit Agents, who in this 

context include all Brokers, collect premiums on behalf of their principals and usually settle 

with them monthly or quarterly on account. In insurance, credit agents are often authorized 

by their principals to grant covers, issue policies/certificates of insurance and perhaps even 

settle claims.  
(2 marks for any correctly stated point on each term. Maximum of 1 point to be graded on each term. 

Total: 4 marks) 

 

14. Explain the following financial ratios in details, stating also the formula:  

i. liquidity ratio         (6 marks) 

ii. solvency margin        (6 marks) 

iii. return on capital        (5 marks) 

iv. gearing ratio         (5 marks) 

v. cover for claims outstanding       (6 marks) 

vi asset reliability.        (6 marks)  

Solution  

i. Liquidity Ratio: is the ratio used to compare liquid assets and likely urgent 

needs, both of which are difficult to quantify i.e.  



       Current Assets  

      Current Liability      (6 marks) 

 

ii. Solvency Margin:  is the ratio used to scientifically determine the ratio 

between the company’s net asset and it annual premium income i.e.  

  Net Assets (Solvency Margin)  

      Annual Premium Income   OR  

     Actual Solvency Margin  

  Required Solvency Margin   OR  

  Premium Written in a Year  

   Net Assets at end of Year    (6 marks) 

 

iii. Return on Capital: this ratio enables the investor to make comparisons 

between companies in different economic sectors and then be able to make 

an informed decision i.e.  

Trading Profit before Tax  

Net Asset       (5 marks) 

 

iv. Gearing Ratio: is the ratio that refers to the way in which a business is 

financed between equity capital and long term borrowings carrying a fixed 

interest (unsecured loans, debentures, preference shares) i.e.  

Profit before Interest & Tax  

Interest on Long Term Debt      (5 marks) 

v. Cover for Claims Outstanding: the lower this ratio, the more secured the 

position but paradoxically, a company which is under reserved will show a 

better result.  

   Outstanding Claims  

   Net Assets       (6 marks) 

 

vi. Asset Reliability: this is the ratio that shows the relationship between the 

company’s ordinary shares market value to the nets assets owned by the 

company i.e.  

    Ordinary Shares (Market Value)  

                Net Assets     (6 marks) 
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Summarized Report  
 

Pass Rate:   24% 

Highest Score:  76% 

Lowest Score:   9% 

Average Score:  44% 

Breakdown Updates  
 

Question 1 

This is a direct question which was well attempted by the candidates.  The overall performance 

is about 70%. Over 70% of the candidates that attempted the question scored above average.  

However, candidates should study harder to enhance better performances in future 

examination. 
 

Question 2  

Candidates’ performance was below average (about 42%).  The question was on the soft 

service provider by insurers.  The overall performance was bad. Candidates are advised to study 

harder and ensure every part of the syllabus is covered. 
 

Question 3  

This question tested candidates’ knowledge about the important characteristics in the 

insurance industry as a high contact service provider; the candidates did not have good 

understanding of this question.  The overall performance is not encouraging (well below 

average).  
 

Question 4  

Examiner tested sources of collecting information about competitors.  The question was 

substantially mixed up by candidates.  Therefore, many marks were lost.  The overall 

performance was about average (50%). 
 

Question 5  

Examiner tested candidates on the stages/steps of making research.  Many candidates 

misinterpreted the question and therefore scored zero.  Candidates need to read and 

understand a question well before attempting it.  The overall performance was very poor 

(below 30%). 
 

Question 6  

The candidates’ performance in this question is averagely okay.  However, some students did 

not understand the question.  Many answers were out of point.  As a result, many candidates 

lost marks.  The overall performance was about 56%.  
 

Question 7 

Majority of the candidates did not display any understanding of the question.  The overall 

performance was below average (48%).  Candidates should study harder and ensure they cover 

every aspect of the syllabus. 
 

 

 



Question 8 

This question was misunderstood by a large number of candidates.  Many candidates however 

obtained maximum marks in the question.  The overall performance was about 52%.  

Candidates are advised to read and understand a question before providing the answer. 
 

Question 9 

This is a compulsory question of 50 marks with 4 parts. (a) Many candidates beat about the 

bush concerning the question on regulation.  They used residual knowledge and could not 

obtain good marks. (b) Some candidates misunderstood this part of the question. (c) Many 

candidates listed the circumstances without explanation. (d) Surprisingly, many candidates 

mixed up public relations with promotions.  The overall performance was about 50%. 

Candidates are advised to take compulsory question more serious.  

 

Question 10 

This question was a popular question, most of the candidates scored good marks from each 

part of the question.  Only few candidates mixed up the question.  The overall performance 

was 60%. 

 

Question 11 

This is a question testing the candidates’ knowledge of market strategy, and vision statement 

as well as marketing audit.  The majority of candidates displayed good understanding of this 

question.  The overall performance is above average 55%. 

 

Question 12 

The examiner tested candidate’s knowledge on the aspect of pricing methods of insurance 

services but most of the candidates lost more marks in this aspect.  The overall performance 

is about 56%. 

 

Question 13 

Examiners tested candidates on various types of markets such as perfect competition, 

monopoly, oligopoly, matching process and free market economy.  The overall performance 

is above average i.e. 58%. 

 

Question 14 

This question is about definition of marketing, modern criticism of marketing, characteristic of 

services as against goods.  The question was well attempted but the performance is not 

impressive.  The overall performance is about 48%. 

 

Chief Examiner’s Comments on Overall Performance:  

Very woeful performance. Less than 30% passed overall.  

 

Chief Examiner’s Suggestions on Improvement:  

Candidates who decides to be examined on this course are encouraged to adequately 

prepare and ensure that they cover the course book, legislation, regulations, guidelines, 

market agreements, e.t.c. (refer to covering page 2 above). 

 

 



Part I 

Answer ALL questions in Part I. 

Each question carries six (6) marks. 

 

1. Marketing activities anticipates and measures the importance of needs and wants in a 

given group of consumers and responds with a flow of needs-satisfying goods and 

services. To accomplish this, mention four (4) things the organization must do. 

Solution  

To accomplish the stated objectives, the organization must:  

 identify and target those markets that best fit its resources. 

 develop products that meet the needs of the target market better than competitors’ 

products. 

 make products readily available for consumption. 

 develop customer awareness of the problem-solving capabilities of its line of 

products 

 obtain feedback from the market about the success of its products and programs 

(1½ marks for each correctly stated point. Maximum of 4 to be graded. Total: 6 marks) 

2. Some providers of goods expand their offerings to buyers by including special “soft 

services”. List four (4) of such services.  

Solution  

 

3. As a high-contact service, the insurance industry has two (2) important characteristics.  

Mention the two (2) characteristics of such with one (1) example each.  

Solution  

The two important characteristics in the insurance industry as a high-contact service provider 

are: 

 customer demand for insurance services particularly claims handling, is 

unpredictable. For example, a sudden burst of household claims arising from a single 

occurrence such as a storm may overload claims handling staff 

 as a result of the fact that high-contract staff such as account executives, salespeople, 

insurance brokers, loss adjusters and claims handlers, interact with customers, their 

individual behavior can directly affect customer satisfaction with the service. 

(3 marks for each correctly stated point. Total: 6 marks) 

4. All insurance organizations compete to provide risk transfer services to the market. 

They also compete as a group against the options of “self-insurance” and “no-

insurance” and information about competitors can sometimes be difficult to collect. 

List six (6) sources where such information are available. 

Solution  

The sources of information about competitors are: 

 publicly available annual reports 

 media reports 

 newsletters 

 the organization’s internal communications departments 



 market research  

 interaction with customers  

(1 mark for each correctly stated source. Maximum of 6 to be graded. Total: 6 marks) 

5. Market research is methodical and typically follow an ordered series of six (6) 

steps/stages. List the six (6) stages/steps in the correct sequence.  

Solution  

The six (6) stages/steps typically followed in market research are:  

 Step 1:  Identifying the missing information 

 Step 2:  Determining data needs and sources 

 Step 3:  Research design 

 Step 4:  Design of sample size and characteristics 

 Step 5:  Data collection 

 Step 6:  Tabulation and analysis 
(1 mark for each correctly stated step in the right order. Total: 6 marks) 

6. As far as marketing communication is concerned, messages can be transmitted in a 

wide range of ways, most of which fall into one of five categories. Outline clearly four 

(4) of the five categories.  

Solution  

The categories for transmitting messages as far as marketing communication is involved are: 

 face-to-face e.g. via personal selling, seminars, conferences and meetings 

 using telecommunications media e.g. the telephone, fax, video conferencing 

 using printed media e.g. print advertising, direct mails, letters 

 using broadcast media, e.g. TV and radio advertising, interviews, features 

 using electronic or new media such as the worldwide web and email. 

(1½ marks for each correctly stated point. Maximum of 4 to be graded. Total: 6 marks) 

7. As a result of advances in technology, many products and services are delivered 

without the customer and supplier ever meeting. Outline three (3) examples of such 

channels of distribution.  

Solution  

Three examples of such channel of distribution, whereby customer and supplier never 

physically meet, are:  

 telecommunication  

 call centres 

 fax 

 electronic data interchange  

 the internet 

(2 marks for each correctly stated channel. Maximum of 3 to be graded. Total: 6 marks) 

8. It is extremely difficult to standardize the communication of marketing messages 

across a range of countries because prospective consumers for a given product or 

service live in very different society, economy and political environments. List four (4) 

local variations that make standardization especially difficult for advertising.  

 

 



Solution  

Some variations that make standardization during communication of marketing messages 

across a range of countries difficult are:  

 the level of product knowledge 

 expectations of the product or service benefits 

 buying motives 

 languages  

 legal requirements 

(1½ marks for each correctly stated point. Maximum of 4 to be graded. Total: 6 marks) 

Part II 

Compulsory Question. 

This question carries 50 marks. 

9. (a) As part of NAICOM’s role to establish standards for the conduct of 

insurance business in Nigeria, a circular was issued to Industry Practitioners on 

“fair trade practice and fair treatment to customers. Enumerate the stated 

minimum information that insurance institutions are required to update their 

websites as stated in the circular.      (10 marks) 

(b) As a marketing manager of an insurance company, outline and discuss in 

details, the five (5) main objectives behind the design of distribution channels 

of your organization.        (10 marks)  

(c) As the head of marketing in your insurance organization, list and briefly explain 

four (4) circumstances when it would be most appropriate for your company to 

use direct distribution methods.       (16 marks) 

d) List and explain seven (7) main tasks addressed by the public relations (PR) 

department in an insurance company.     (14 marks) 

 

Solution 

a) As part of NAICOM’s role to establish standards for the conduct of insurance business in 

Nigeria, a circular was issued to Industry Practitioners on “fair trade practice and fair 

treatment to customers. The stated minimum information that insurance institutions are 

required to update their websites as stated in the circular major focus in the circular are:  

 the average timeline to settle claims (for various classes of insurance)  

 business location and contact telephone number of all its branches  

 the complaint procedure.  
(5 marks for any correctly stated point. Maximum of 2 to be graded. Total: 10 marks) 

 

b) The main objectives behind the design of distribution channels of any organization are set 

to achieve the following main objectives, which are explained below:  

 Product or Service Availability: for customer goods, two aspect of availability are 

important. The goods must cover be visible as much as possible at retail outlets and 

the shelf or floor space that they occupy must be appropriate for the goods in 

question. Perishable goods should be made available when they are needed. 

 



 Promotional Effort: retailers sometimes participate in promotional events to support 

the producers. They use the distribution partnership to draw the consumers’ 

attention to the product. Banks may sometimes sell affiliated services e.g. insurance 

on their premises, many supermarkets now act as distribution conducts for separate 

service providers. 

 

 Customer Service: members of the distribution channel often take active part in 

providing customer service because of their closeness to the customer at the point of 

sale 

 

 Market Feedback: distributors and agents are closer to the market place than the 

producer of goods and providers of services, therefore they can provide accurate and 

up to date information about the state of the market. Examples of such information 

are trend occurrences and competitors’ activities.  

 

 Economies of Scale: this becomes possible because distributors, agents and retailers 

can act for more than one producer, therefore, they can make the cost of providing 

distribution services very competitive. In the case of insurance services, some 

intermediaries are independent and act on behalf of their client rather than insurers.  

(1½ marks for mentioning each objective. 1 mark for explaining the objective. Maximum of 4 to 

be graded. Total: 10 marks) 

 

c. The following are circumstances when it would be most appropriate for an insurance 

company to use direct distribution methods:  

 using sales team and staff members to distribute its services to commercial 

customers 

 when buyers are large and well-defined 

 the product or service is technically complex 

 the product or service is of high unit value 

 the selling function requires technical expertise and extended negotiation. 

(Candidates are required to explain and not just mention the circumstances.) 
(2 marks for mentioning the circumstance. 2 marks for correct explanation of the objective. Sub-

Total per objective: 4 marks. Maximum of 4 to be graded. Grand Total: 16 marks) 

 

d. The main functions of Public Relations (PR) department are:  

 building or maintaining a cooperate image:  public relations department build and 

maintain corporate image. They polish the image of the organization and present it in 

acceptable manner  

 supporting other communication activities: the PR department supports other 

communication activities such as advertising, and corporate social responsibility  



 handling specific challenges:  the department handle specific challenges arising 

from the consumers and general public. For example, complaint(s) about the 

product/service  

 reinforcing positioning: the department strengthens the stability of the company 

and ensure maintenance of market share 

 assisting in the launch of new products and services: this is one of the core 

responsibility of public relations in order to ensure that the company meets is set 

goals and objectives  

 influencing specific external groups: the department interfaces and influence all 

stakeholders; protecting their respective interests 

 maintaining an active presence on the social media world: in this present age, this 

function cannot be over-emphasized as it makes the company to be very relevant to 

the younger generations whose life are mainly lived on the social media.  

(1 mark for stating the task. 1 mark for explaining the task. Sub-Total for each mark - 2 marks. 

Grand Total: 14 marks) 

Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

 

10. (a) There are five (5) principal applications of market research. List the five (5) 

principal applications and briefly explain any four (4) of them.   (14 marks) 

(b) New Product Development is best done as a series of steps. List and explain 

these steps.          (20 marks) 

Solution  

a) Five principal applications of market research are as explained in the various aspects below:  

 quantitative sales and sales performance research information: this will 

give insights to about how well or badly a product or service is performing in 

the market space. This detail is critical to the decision making and it provides 

quantitative, scientific and statistical information about the way customers are 

reacting to the products or services 

 competitor intelligence: there is need for managers to know the 

developments among competitors which may have a direct or indirect 

bearing on their business e.g. information about new products and service 

introduced by competing organizations, the relative prices of goods and 

services how competitors promote their products/services, e.t.c.  

 new product trials: market research includes feasibility testing to evaluate 

the market potentials of a new products or service. Test group can be asked 

questions about their reactions to the company’s godds/services to enable 

the company improve on its performances  

 qualitative research: this investigates the subjective views of an 

organization’s customers and is also known as customer satisfaction survey. 



An example is asking customers/prospective customers about what they 

liked/dislike about the product or service, e.t.c.  

 buying behavior: this has to do with how potential customers make their 

choices to buy the organization’s product and service offerings. It alos looks 

into the actual reasons why customer make such decisions and not simply on 

the how e.g. it examines the buying criteria.  

(1 mark each for mentioning the applications. Sub-Total: 5 marks. 2 marks for explaining. 

Maximum of 4 are to be graded on explanation. Sub-Total: 8 marks. 1 mark for good 

presentation. Grand Total: 14 marks) 

b) The steps in new product development are:  

 Step I - Objective and Strategies for New Products: new products development is 

aimed at securing future volume and profits growth as well as maintaining its market 

position and deepen its current market share. Strategies for new product 

development may be active or passive.  

 Step II: Idea Generation and Processing:  Organization need to generate ideas on 

how to explore the opportunities in the market. New ideas can come from anywhere 

e.g. customers, staff, competitors, governments, academics and media.  

 Step III: New Products Design: The process is as follows:  

o initial ‘rough’ idea for the new insurance product  

o identify the key benefits of to the customer 

o identify the key feature 

o position the product within existing market 

o evaluate potential 

o redesign the idea to incorporate the above developmental work.  

 Step IV: Testing: this is to verifying the features of the new product or service. e.g. 

using panels of expert drawn from across the industry, carrying out consumer test, 

testing the effectiveness of the proposed marketing mix. e.t.c.  

 Step V : Commercialization: Organization makes significant financial investment at 

this stage for adequate marketing, production and physical distribution.  
(2 marks for mentioning the correct steps. 2 marks each for correct explanation. Sub-Total per 

step: 4 marks. Grand Total: 20 marks) 

 

11 (a) List and explain four (4) phases of marketing strategy.   (12 marks) 

(b) Explain the following terms in relation to marketing of insurance services:  

  i. Mission Statement  

  ii. Vision Statement  

iii. Marketing Audit.       (12 marks) 

(b) With examples, explain what the term “features”, and “benefits” mean; with 

reference to insurance products.       (10 marks) 

Solution  

The four phases of marketing strategy are:  

Phase I:  Establishing the corporate context 

Stating the corporate mission or vision statement 

Identify corporate objective 



Phase II:  Analysis of internal and external environment 

Carrying out a marketing audit 

Carrying out a SWOT analysis 

Using research to make some key assumption 

Phase III:  Formulation of marketing objectives 

Establishing marketing objectives 

Establishing marketing strategies 

Predicting expected results 

Identifying contingent and alternative strategies  

Phase IV: Implementation, control and evaluation   

Resource allocation  

Budgeting 

Action plan 

Monitoring  

(1 mark for each correctly stated point. Maximum of 3 points to be graded on each phase. Sub-Total: 3 

marks. Grand Total: 12 marks) 

b. i. Mission Statement: is a statement of the organization’s master strategy that informs all 

other types of goals within the organization. It should be customer based and supported 

throughout the organization. It gives a sense of corporate identity. It should be made 

available to everyone – member of staff and general public inclusive.   (4 marks) 

 

ii Vision Statement: is a description of where the company want to be at a stated time in 

the future. It is also now made public to everyone and may deal with such issues as how to 

achieve the stated mission statement in more depth.     (4 marks) 

 

iii Marketing Audit: is a systematic, critical and unbiased review and appraisal of an 

organization’s marketing activities.        (4 marks) 

 

c. As it relates to insurance products, Features are the tangible and the intangible elements 

of what the insurance organization is offering, while benefits are the internalized reasons 

why the customer wants to buy or experience those features being offered.  

 

Insurance organizations can identify the features of their offering in terms of the benefits 

they bring to the customer by putting the features in the left hand column, and their 

corresponding benefits in the right and column.  

 

A comparison of features and benefits with those of competitors will highlight product 

differentiation. 
(2½ marks for each correctly stated point. Maximum of 4 points to be graded. Total: 10 marks) 

 

12. (a) State and carefully explain four (4) different methods of pricing insurance 

services.         (20 marks) 

(b) List and briefly explain any seven (7) ways in which an insurance product  

offering can change.        (14 marks) 

 



Solution  

a) The following are the different methods of pricing insurance services:  

 Survival Pricing: when there is a high degree of competition in the market, an 

insurer may opt to price products at a low level by forcing ordinary profit margins to 

ensure its survival in the market  

 Profit Maximization Pricing: this pricing strategy of the product will be aimed at 

producing the biggest possible profit 

 Sales Maximization Pricing: this strategy is aimed at increasing volumes of sales for 

new insurance products at competitive price to attract customers away from 

competitors 

 Prestige Pricing: is used where an insurer wishes to generate an exclusive or elitist 

image in the insurance market by charging high prices for insurance that is perceived 

as having a high value 
(3 marks for correctly stating the method. 2 marks for correct explanation. Sub-total: 5 marks. 

Grand Total: 20 marks) 

b) An insurance product offering can change in/as a result of any of the following ways:   

 limited and unlimited financial protection in the event of an insured occurrence 

 participation in the risk by the insured via excess and deductible  

 after proffering loss prevention advise 

 accessing premium discount  

 accessing discounts on loss prevention equipment 

 accessing discounts on repair by using the insurer’s partners 

 accessing provided industry information and news  

 taking advantage of special offer on other insurances 

 accessing affiliated financial service providers  

 taking advantage of loyalty bonus 

 being entitled and granted a no claim discount 

 having access to a comfortable retail outlet where business can be conducted over the 

counter 
(1 marks for stating the correct point. 1 marks for explaining the stated point. Sub-Total: 2 marks 

per point. Grand Total: 14 marks) 

 

13. (a) Explain the following marketing terms:  

  i. Perfect Competition       (4 marks) 

  ii. Monopoly        (4 marks) 

  iii. Oligopoly        (4 marks) 

  iv. Matching Process       (4 marks) 

v. Free Market Economy      (4 marks) 

 

(b) What are the factors that influence the amount of competition affecting a given 

product or service.        (14 marks) 

Solution  

a. i) Perfect Competition: is a term used in marketing whereby the following conditions 

exist in any given “market”:  

 There is a large number of buyer and sellers in the market 

 no single buyer or seller is large enough to influence market prices 

 all products and service offering are identical  

 there are no barriers to entering or leaving the market  



 all buyers and sellers have full knowledge of market conditions 

 ii. Monopoly: is a term used in marketing whereby in any given “market” there is the 

absence of competition. For monopoly to exist, there is only one seller in the market.  

 

iii. Oligopoly: Oligopoly exists where a small number of sellers have control over most of 

the output of a particular product or service. 

 

iv. Matching Process: means the marketing of each organization’s capabilities with the 

needs of consumers in order to achieve the objectives of both parties. The matching 

process identifies those groups of customers whose needs are most compatible with the 

organizations strengths and future ambitions.  

 

v. Free Market Economy:  are those economies which are on a system in which most of 

the means of production are privately owned and production itself is guided by the 

forces of demand and supply.  
(2 marks for each correctly stated point. Maximum of 2 points to be graded per term. Sub-Total: 4 

marks each. Grand Total: 16 marks) 

b. The factors that influence the amount of competition affecting a given product or service 

are:  

 the number of organizations operating in the market 

 the number of organizations providing competing goods 

 the size of those organizations relative to organization  

 the difficulty for new organizations to enter same market 

 the amount of collusion between competitors in the market 

 the amount of knowledge about the competitors 

(3½ marks for each correctly stated point. Maximum of 4 points to be graded per term. Total: 14 marks) 

 

14. (a) Explain the term “marketing”.      (4 marks) 

(b) List and explain four (4) modern criticism of marketing.   (20 marks) 

(c) Services have certain characteristics that distinguish them from goods. List and 

briefly explain any five (5) of such characteristics.    (10 marks) 

 

Solution  

a. Marketing is a series of management process based on a person’s or organization’s 

interaction with an understanding of existing and potential customers, that enable it provide 

them with what they need and want.        (4 marks) 

 

b. Four modern criticism of marketing are:  

 Planned Product Obsolescence – consumer sometime criticize producers forcing 

the obsolescence of products by making superfluous or trivial changes in their design 

to generate further sales. 

 Creation of a Materialistic Society- consumer bodies have expressed concern that 

marketing has led consumers to buy goods which they have no desire to buy by 

creating wants, needs and desires in their minds. 



 High Pressure Selling of Poor-Quality Products- it is argued that aggressive sales 

methods can be applied to persuade consumers to buy poor-quality products.  

 Wasted Resources: critics of marketing complain that it is highly wasteful on the 

basis that substantial amount of money and time are spent each year on marketing 

of similar products.  

(3 marks for correctly stating the criticism. 2 marks for each correct explanation on each stated 

criticism. Sub-Total: 5 marks. Grand Total: 20 marks) 

c. Services have certain characteristics and attributes that distinguish them from goods. 

Some of these characteristics are:  

 services are tangible 

 services are almost always temporary or have a life span mutually agreed by the 

provider and the recipients  

 some services such as state education, are subject to official government regulation 

 service often rely on personal interaction 

 service rely on their inherent qualities to be attractive to buyers 

 services require no physical distribution channel to allow them to pass from the seller 

to buyer 

 the value of a seller is most commonly assessed after the completion of the service 
(2 marks for each correctly explained characteristic. Total: 10 marks) 

 

 

 


