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Developments in the insurance industry in Nigeria in 1992 slwwed that the industry 
expanded from 107 companies in 1991 to 121 in 1992. The paid-up capital in the sector 
recorded an increase. Similarly, both the income and expenditure profiles in the industry 
increased during the year under rei·iew. In all the sub-sectors of the industry, m11nagement 
expenses esc11lated. The inves:ment pattern shov,•ed that the overall compliance with 
government regulations was mixed in 1992. However, as in the previous year, equity and 
101111 investments were the ma1or ml'cstment outlets. 

Introduction 
The developments in the insurance industry in Nigeria in 1992 are presented in this 
report. The 1992 assessment was conducted through a census of the insurance 
companies operating in Nigeria. The exercise was different from the approach in 
previous years. In the past years, information were sourced from the returns of the 
insurance companies to the Insurance Department of the Federal Ministry of 
Finance (now National Insurance Supervisory Board, NISB). Our inability to 
obtain the required data from this body for 1992 necessitated the conduct of the 
1992 insurance survey. During the survey, 121 insurance companies were 
contacted. Out of this, 62 responded, indicating a response rate of 51.2 per cent. 
Adjustments were made for non- responding companies. The report is divided into 
five parts. In Part I, the structure and performance of the Nigerian insurance 
industry is reviewed. Developments in Life insurance business are discussed in Part 
II. Activities in the non-life insurance business are examined in Part III. Part IV 
analyses the composition of the industry's assets as well as the pattern of the 
portfolio investments of the industry. The report is summarised in Part V. 

PART I 
STRUCTURE AND PERFORMANCE OF THE INSURANCE 

INDUSTRY 

The Number and Type of Insurance Companies 
The number of registered insurance companies that operated a full calendar year ,_, 
trading increased from 107 in 1991 to 121 in 1992, representing an increase of 13.1 ... 
per cent. The increase observed in the number of companies in the industry was 
accounted for mainly by the wholly non-life companies which rose from 67 to 87, 
indicating an increase of 29.9 per cent. The number of wholly life in.,,irance 
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companies reduced by 1 to 2 from 3 in the previous year. Similarly, the numher of 
life and non- life (composite) policy companies dropped from 37 in 1991 to 32. 
Based on the present aggregate number, those companies in wholly life, wholly 
non-life and composite businesses represent 1.65, 71.9 and 26.45 per cent 
respectively of the total number of insurance companies. In 1991, the comparative 
figures were 2.8, 62.6 and 34.f per cent respectively (SL.e Table 1 ). 

Ownership Structure 
Of the 121 companies that operated in the country in 1992, 103 were wholly 
Nigerian owned while 18 were joint venture companies between Nigerian(s) and 
foreigner(s). In 1991, the figures were 87 for wholly Nigerian and 20 for joint 
ventures. Under the life policy category, the reduction by 1 company from last 
year"s level of 3 was accounted fur by a joint interest company which changed its 
line of business to wholly non-life. For the non-life category, the number of 
Nigerian owned companies rose from 58 in 1991 to 76, while the Joint ones also 
increased from 9 in 1991 to 11. In the case of the companies engaged in the 
business of both life and non-life policies, the number of both the Nigerian owned 
and joint companies dropped by 7.1 and 33.3 per cent respectively from 28 and 9 
establishments in the previous year (Sec Tables 1 and 2). 

Paid-Up Capital 

The insurance decree no. 58 of 1991 promulgated in December 1991 contained 
provisions for the increase in paid up capital for existing companies, while new 
companies arc to meet the minimum paid up capital requirement before registration. The 
deCTee mandates all life and non-life insurance companies to increase their paid up capital 
from the former prescribed level of between N.300,000 - NS00,000 to a minimum of NS 
million. Companies engaged in Re-insurance businesses were to obsCJVe a minimum 
paid-up capital of NS0 million. 

In compliance with this statutory requirement and the number of new entranl'> into the 
imllL'>try, the paid-up capital of the companies increased dramatically from N:277.1 
million in 1991 to N863.1 million in 1992. W11ile the share of Nigerian owned companies 
in the total paid-up capital improved from <i6.6 per cent in the past year to 86.7 per cent, 
that of the joint enterprises declined from 33.4 per cent to 13.3 per cent. The equity value 
of the latter, however, rose by 22.2 per cent from N92.6 million in 1991 to N:1135 
million. The development displayed by the Nigerian owned companies reversed the trend 
observed in the last couple of years (See Table 3). 

Income And Expenditure 

The government's approval on rating commission's recommendations which came 
into effect in 1991, allowed insurance companies to increase their premium and 
other commissions between 15 and 20 per cent. This resulted in the expansion of 
incomes in the industry in 1991 and 1992. Income in the sector rose by 83.9 per 
cent lrom N:1,822.1 million in 1991 to N:3,349.0 million in 1992. Out of the total 
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income generated, Nl,984.6 million or 59.2 per cent was, however, spent in the 
operations of the companies. The amount expended showed an increase of 48.5 per 
cent over the expenses incurred in 1991. While the income of wholly Nigerian 
owned companies in the review year doubled the preceding year's revenue, the 
jointly owned establishments income increased by only 61.1 per cent in the same 
period. The expenditure by the two classes of ownership, however, indicated a 
mixed pattern in 1992. While the expenses incurred by the joint venture companies 
dropped by 20.0 per cent from N556.7 million in 1991 lo N445.2 million, those 
reported by the wholly Nigerian owned companies almost doubled from N780.0 
million to Nl,539.4 million in the same period (Sec Table 4). These developments 
could he attributable to the drop in the number of joint venture firms operating in 
the industry and the increase in the number of wholly Nigerian owned firms. Also, 
the spate of automation, particularly among the new entrants, could have 
contributed to the surging expenses observed in the industry. A re-arrangement of 
the income and expenditure data for all the insurance companies according to two 
major classes of insurance, life and non-life, is presented in Table 5. The lile 
insurance class refers to companies engaged in the underwritrng of only life 
policies, while the latter is composed of insurance companies involved in the 
underwriting of non-life policies and those that issue the two classes of insurance 
policies. The survey revealed that the non-life class accounted for 78.l per cent of 
the N.3,349.9 million generated as revenue, by the industry in 1992, while the life 
insurance sub-sector accounted for the remaining 21.9 per cent. Similarly, out of 
the Nl ,984.6 million incurred as expenditure in the entire sector, the non- life 
group recorded Nl,771.5 million, representing 90.0 per cent of the total amount 
spent. Compared with their levels of income in the previous year, the two major 
classes of insurance registered significant increases. While the life group enjoyed a 
rise of 50 per cent, the non-life soared by 96.2 per cent. The income growth rates 
experienced by the two groups of insurance policies were, however, more 
impressive than those recorded in 1991 over 1990. The expenditure trends 
displayed by the classes of insurance in the review year were similar to those 
exhibited by their revenue trends. However in the life group there was a drop in 
expenditure by 43.8 per cent, from N379.0 million in 1991 to N:213.1 million. 

Performance 

The performance in the industry as measured by the ratio of income to expenditure 
indicated that the industry recorded an improvement from 1.36 in 1991 to 1. 7 in 
1992. However, in 1991, a drop was experienced from the level of 1.58 registered 
in 1990. The performances according to type of ownership showed that the wholly 
Nigerian owned insurance companies reported a marginal rise in the rncome -
expenditure ratio from 1.3 in 1991 to 1.4. As regards the jointly owned companies, 
the performance ratio exhibited a substantial increase from 1.4 in 1991 lll 2.8 in 
1992. By class of insurance business, the life policy sub-sector rernn.led a 
substantial improvement at 3.4 in 1992 from 1.3 in the previous year. The n,in-lik 
group recorded a marginal improvement from 1.4 in 1991 lll 1 . ."i in 1992 
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PART II 
LIFE INSURANCE BUSINESS 

In spite of the reduction in the number of companies engaged in wholly life 
insurance businensses from three in 1991 to two in 1992, the sub-sector reported 
some substantial growth in the review period. 

Income And Expenditure 
Revenue of all wholly life insurance companies in 1992 was N:732.0 million, 
representing an increase of 50.1 per cent 3 over the preceding year's level. Of this 
amount, the only wholly Nigerian company operating in the sub-sector contributed 
N:494.6 million, while the joint venture company accounted for N:237.4 million or 
32.4 per ce11t. This trend reversed the pattern indicated by this ownership structure 
in their contributions to the total income in 1991. Due to reduction in general 
overhead costs in 1992 by the companies in the industry sub-class, their total 
expenditure dropped by 43.8 per cent from t.379.0 million (1991) to N:213.1 
million (1992). While spending by the wholly Nigerian owned companies fell by 
54.4 per cent below the level in 1991, the joint venture company's dipped by 34.8 
per cent in the same period (See Table 6). 

Sources And Application of Funds 

The income and expenditure pattern of the group of companies explained in Table 
6 is broken down into the different components of income and expenditure in Table 
7. Under revenue, four items viz: premium income; interest, dividend and rents; 
profits on sale of assets and other receipts are involved. For the expenditure, this 
comprises of six components. These are net claims paid, bonuses, net commission, 
and surrenders and annuities. Others are management expenses and other 
expenditure. The substantial increase recorded by the revenue of life insurance 
companies in the country in 1992 was observed to be singularly contributed by 
premium income, as other sources of income dropped from their levels in 1991. 
While premium revenue rose by 106.0 per cent from N:333.3 million in 1991 to 
N:686.7 million, the other revenue components exhibited drops of between 66.4 per 
cent for interest, dividend and rents and 96.1 per cent for profit on sales of assets. 
The wholly Nigerian owned enterprise in the insurance sub-sector accounted for 
67.6 per cent of the total income, while the only joint establishment was 
responsible for the balance of N:237.4 million. Both categories, however, reported 
significant appreciations in their premium income levels during the review period 
against their preceding year's positions. On the other hand, the trends in the other 
sources of income displayed similar patterns reported for all the companies 
combined. 

The reduction in the life insurance sub-sector's total expenditure in 1992 from 
N.379.0 million in 1991 to N:213.1 million resulted from the cuts experienced by all 
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the expenditure items. However, net claims paid to policy holders in the review 
period increased only marginally by 1.8 per cent from r.t-77.2 million in 1991. 
While net claims paid by the only wholly Nigerian life insurance company reported 
a decline from N58.9 million in 1991 to r.t-37.'4 million in 1992, the joint company's 
expenses on net claims increased by 125.1 per cent. As in the previous years, 
management expenses continued to account for the largest share of the sub-sector's 
total expenses. At about N88.0 million, the component represented 41.3 per cent of 
other total expenses incurred. In 1991 and 1990, it accounted for 41.3 and 45.8 per 
cent respectively (See Table 7). 

Loss Ratio 
This ratio measures net claims pa1J plus surrender and annuities as a proportiun of 
the premium income gcner:1tcd within a year. The ratiL' in essence rcllccts the 
efficiency in the industry ur the sub-sectL)rs. According to the survey, the industry 
loss ratio improved in the review penod from 46.3 per cent in 1 '-Nl to 1-.Ul per 
cent. Among the jointly owned enterprises, the ratio, however, increased from 36.6 
per cent in the preceding year to 41.0 per cent; implying an erosion of efficiency in 
the sub-sector. A substantial efficiency le'✓ Cl was registered by the indigenous 
company as the ratio reduced to 9 per cent from 57 .8 per cent in 1991. 

Expenses Ratio 
Another indicator of efficiency in the industry is the expense ratio. This is the ratio 
or proportion of management expenses to the gross pre mi um in a year. In 1992, the 
industry recorded a substantial improvement by indicating an efficiency level of 
12.8 per cent against 46.9 per cent in 1991. A decomposition shows that both, the 
joint venture and indigenous firms registered improvements in their efficiency 
levels from 56.3 per cent and 35.8 per cent respectively in 1991 to 28.6 and 6.0 per 
cent in 1992. 

PARTIII 
NON-LIFE INSURANCE BUSINESS 

Income And Expenditure 

The income and expenditure data for 1992 for insurance companies in the wholly 
non-life and joint policies businesses are shown in Table 8. With the increase in the 
number of these establishments in 1992 to 119 f,om 104 in 1991, the revenue of 
the sub-sector rose sharply from r.t-1,334.2 million in 1991 to r.t-2,606.2 million in 
the review period. This represents an increase of 95.3 per cent. Analysed by 
ownership structure of the companies, all the groups reported substantial increases. 
While wholly owned Nigerian companies income shot up by 90.1 per ccr.t in the 
review period above the preceding year's level, the jointly owned ;.-;npanics 
rcpon~·d a rise of 106.7 per cent 1r, the sam: period. 
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The expenditure profile of this group of companies increased from N:957.8 
million in 1991 to Nl,771.5 million in the review period. The joint companies 
expenses actually dropped from N:352.1 million in 1991 to N:311.7 million. 
Conversely, at Nl,459.8 million, the expenses incurred by the indigenous 
companies in the sub-sectors during 1992 was higher than N605,646 million 
recorded in 1991. While the overall income-expenditure ratio for these classes of 
insurance companies improved in 1992 to 1.47 from 1.39 in 1991, the wholly 
owned Nigerian establishments' ratio deteriorated from 1.39 to 1.10 in the same 
period. However, the jointly owned companies income-expenditure ratio rose to 
3.26 from 1.39 in 1991 (See Tables 8). 

Sources of Income 

The income data reported above in Table 8 is broken down into two major sources 
premium and other income in Table 9. The table shows that revenue from premium 
income sources continued to account for over 90 per cent of the insurance 
companies earn1ngs. In 1992, this accounted for 97.6 per cent of the total revenue 
of N-2,606.2 million. Revenue under motor vehicle insurance was N:906.3 million, 

,,representing 35.6 per cent of the total income accruing from premium sources. 
,-~ther major sources of income were fire insurance (N:839.2 million); Marine, 

Aviation and Transit insurance (N:363.5 million) and Accidpn~ policy (ti249.8 
~Wion). Miscellaneous and employees compensation policies generated revenues 
of only N:162.7 and N24.2 million respectively during the review period. Analysed 
according to ownership structure, the jointly owned companies recorded higher 
revenues than the wholly owned Nigerian companies in the fire, accident and 
employer's liability· sub-items. When other sources of income such as motor 
vehicle, marine, aviation ar.d transit and miscellaneous are considered, the 
inidigenous firms out-performed the foreign affiliated establishments. Income 
occurring from other avenues apart from the premium sources recorded an increase 
of 59.2 per cent from N:37.99 million in 1991 to N60.5 million in the reported 
period. A greater proportion of it, however, was accounted for by interest, 
dividends and rents earnings, while receipts from other sources represented only a 
meagre sum of N-2.2 million for all the non-life insurance companies in Nigeria. 
The development maintained the trend displayed in the last three years, but the 
difference in the two sources of income was more pronounced in the review period 
(See Table 9). 

Expenditure On Non-Life Business 
The expenses incurred by non-life insurance companies in 1992 was Nl,771.5 
million, up from N:957.8 million in 1991 with other underwriting expenses 
a~ounting for til,157.6 million. Expenditure due to claims paid 'to customers, on 
the other band, was only N613.9 million. Of the other underwriting expenses, 
management fees took the largest chunk of about N:863.6 million, while claims 
settled on motor vehicle losses accounted for N-267.4 million or 15.1 per cent of 
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total expenditure. Other expenses incurred by non- life insurance business in 1992 
were: Net commissions (l!¢267.9 million), claims on fire losses (N:114.8 million), 
Marine, Aviation and Transit settlements (N81.2 million) and accident policies 
(N66.8 million) (See Table 10). On ownership structure basis, expenses incurred by 
wholly owned Nigeriaa-,oompanies exceeded those recorded by the jointly ?wned 
companies for the two classes of expenditure with management fees accountmg for 
over 50 per cent of othenmderwriting expenses. 

Loss Ratio 

As a means of capturing the efficiency of the non- life insurance cub-sector, the total 
claims paid out by this class of insurance business is considered against the premium 
income generated by the companies. The calculations showed that the loss ratio fell 
from 29.8 per cent in 1991 to 24.1 per cent in the review period, implying better 
controls at claims settlements. Furthermore, the improved performance could largely 
due traced to the substantial growth rate recorded by the overall premium compared 
with the total claims registered during the review year. Similarly, loss ratio of the 
jointly owned companies which fell from 38.7 per cent in 1991 to 145 per cent in 
1992 contributed to the improved pcrf ormance observed. 

Expenses Ratio 

Though efficiency in the non-life insurance sub- sector improved in the expense 
ratio during the review year, as depicted by management expenses as proportions 
of gross premium, management expenditure amount in real terms was more than 
the entire amount spent on claims settlements and more than 50 per cent of total 
expenses incurred. The expense ratio dropped from 40.3 per cent in 1991 to 33.9 
per cent in 1992. 

PART IV 
ASSETS AND INVESTMENTS OF INSURANCE COMPANIES 

For better returns on the liab, ;~ties of insurance policy holders, risk funds arc best 
invested in a mix of portfolio for thet benefits of the policy holders with fixed 
interest returns and the insurance underwriters. Usually these are done with the. 
official financial guidelines on the industry in Nigeria in focus. 

Assets 

The assets structure of the Nigerian insurance industry in 1992 is shown in Table 
11. In 1992~ the total value of the assets held by the industry was N.9,820.2 million 
as against N6,628.4 million in 1991. All the five assets components, contn"buted to 
the increase recorded, with the exception of mortgages and loans which declined 
from Nl,203.9 million 1991 to N695.5 million in 1992. While the proportional 
shares of government securities and mortgages and loans components in the total 
assets dropped from 8.5 and 18.2 per cent to 6.4 and 7.1 per cent respectively in the 
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review period, those of stocks, shares and bonds, cash and bills r..:L-civable and 
miscellaneous improved from 8.6, 15.6 and 49.1 per cent to 10.0, 17.6 and 58.9 per 
cent respectively. The analyses of the assets mix, according to the line of r,olicy 
business showed that, while the non-life insurance companies recorded a drop only 
in its government securities asset, the life insurance sub-sector recorded declines on 
two fronts, the mortgages and loans and government securities. According to the 
survey, the total amount of assets held by non-life insurance companies continued 
to exceed those held by the life insurance counterparts (Sec Tables 11 and 12). 

Distribution of Assets and Investment 
According to the 1991 Insurance Decree, life insurers are expected to commit as much 
as 25 per c.cnt of their investments into mortgages and loans, all insurance companies 
are to invest 25 per cent of their assets in government and semi- government securities 
and 10 per cent of all non-life insurance assets to be placed in real estate property. 
With these offici;il stipulations, the 25 per cent requirement for investment in 
government securities was not met in the review period, as only 20.5 per cent of 
investible funds was placed on gilt-edged securities. The real estate for non-life 
accounted for 23.3 per cent of the total assets, thus satisfying the government 
requirement of 10 per cent share. However, the stipulation of 25 per cent commitment 
of the investible funds on real estate property by life insurers was not met in the 
reported year, as only 21.9 per cent of such funds was invested in the reported year, as 
only 21.9 per cent of such funds was invested in the property sector. Stock, shares and 
bonds and other loans together accounted for about 56.8 per cent of the total investible 
funds in the insurance industry in 1992 (See Tables 13 and 14). 

PARTY 
SUMMARY AND CONCLUSION 

The survey conducted on the activities of insurance companies in Nigeria in 1992 
showed that the number of companies that operated a full calendar year trading 
increased from 107 in 1991 to 121. The exercise revealed that while the number of 
companies that operated in the wholly non-life sector increased from 67 to 87, the 
number of wholly life insurance companies reduced from 3 to 2. Similarly, the number 
of companies that engaged in the composite policies dropped from 37 to 32. 

The industry's income rose by 83.9 per cent from N:1,822.1 million in 1991 to 
N:3,349.9 million in the assessed period. Total expenses, in similar vein, reported 
an increase of 48.5 per cent over the preceding year's level. In the life insurance 
business, the loss ratio in the review year w_as 14 per cent, while expense ratio in 
the sub-sector was 12.8 per cent. The~e two ratios indicated substantial drops from 
the preceding year's levels, as they reflected improved efficiency and prudency in 
the sub-sector. In the non-life category, efficiency and prudency also prevailed in 
the review year, as both ratios (loss and expense) improved over last year's 
positions. However, management expenses in the non-life sector continued to 
exhibit a high growth rate. 
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Compliance with government regulations by the insuranct: companies with 
regard to investmrnt pattern was mixed in the review period. The least preferred 
areas, that is equities and other loans of investment, according to regulations 
tJgether utilised over 56.8 per cent of the industry·s total investible funds. 
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COMMUNICATION/REVIEW 

COST-BENEFIT ANALYSIS OF CAPTIVE POWER GENERATION BY 
MANUFACTURING INDUSTRIES IN NIGERIA BY DR. G.K. AJAYI: 

A REVIEW 

I. INTRODUCTION 

The problem of electricity outages and supply inadequacies in Nigeria, and the 
.accompanying economic losses have been well commented on in popular press and 
documented in professional journals.1 The study that is being reviewed is a doctoral 
dissertation providing yet another concrete evidence of the loss arising from the 
inefficient electricity supply by NEPA. The focus this time is on the analysis of 
captive generation by manufacturing firms in Nigeria using the technique of cost 
and benefit analysis. Captive generation is the electricity produced by individual 
consumers mainly for their personal consumption. This review follows the five part 
presentation format of the study, namely General Introduction, General Supply -
Demand Situation of Electricity in Nigeria, Cost-Benefit Analysis, Cost-Benefit 
Analysis of Captive Generation and Summary and Policy Implications. A comment 
concludes the review. 

II. SUMMARY OF STUDY 

Chapter 1 introduces the concept a!!d importance of infrastructure in economic 
development. Electric power, which is publicly provided in Nigeria, is shown to be 
inadequately supplied. In response, many consumers provide their own electricity 
through captive generation. The Chapter also states the central theme of the study 
which is basically that the benefits of auto generation outweights the high 
investment costs. The literature review on industrial demand for electricity, 
methodology for the study and sources of data concluded the chapter. 

Chapter 2 examines the demand for and supply of electricity in Nigeria and 
identifies low connection rate, suppressed demand, high level of illegal 
connections, high number of residential consumers and low per-capita consumption_ 
of electricity as the main features. Other peculiarities of the system are frequent 
and long power outages and build-up of captive capacity to forestall the resultant 
economic losses. The author suggests that empirical estimates of demand for 
electricity in Nigeria could be between 30 - 35 per cent of the actual needs of the 
total population. When compared to the demand for electricity in other countries 
and the widening gap between electricity demand and supply in Nigeria, the 
potential for captive generation of -eJ.ectricity, especially by manufacturing firms, 

1 See, for instance, O.A. Uchendu: "Economic Cost of Electricity Outages: Evidence from a Sample Study of 
Industrial and Commercial Firms in the Lagos Area of Nigeria". CBN E<;onomic and Financial Review. Vol. 
31, No. 3, September 1993, pp.183 -195 




