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CHARTERED INSURANCE INSTITUTE OF NIGERIA 

ASSOCIATESHIP  

 APRIL 2024 DIET 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 booklet with care.   
 

• 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.   

 

• Insert your candidate’s 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 instruction do 
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 AS STATED IN THE APRIL 2024 

DIET CANDIDATES’ INSTRUCTIONS. 

SUBJECT A01 

RISK, REGULATION AND CAPITAL ADEQUACY 
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 
 

A01 – RISK, REGULATION AND CAPITAL ADEQUACY 
 

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 formula 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. 
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A01  

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

1. Outline and briefly explain in a sentence each any three (3) of the four methods of data 

collection in Statistics.  

Solution  

The four methods of data collection in Statistics are:  

(i) direct observation: This is to observe a phenomenon with your own eyes. 

(ii) interviews: The interviewer(s) and correspondent meet, with questions being asked by 

the interviewer(s) for the correspondent to answer.  

(iii) experiments: This is involves the data collected to be tested scientifically. 

(iv) questionnaires: This involves a form being designed and sent to people for their 

completion.  
 (1 mark for each correctly stated method. 1 mark for each correct and completely stated explanation. Sub-

Total per method: 2 marks. Maximum of 3 methods to be graded. Grand Total: 6 marks)  

 

2.  State the empirical relationship between the mean, median and mode.  

Solution  

The empirical relationship between the mean, median and mode is:  

Mean – Mode = 3(Mean – Median) 
(3 marks for each side of the equation correctly stated. Total: 6 marks) 

 

3.  (a)  In the context of risk data, what is a database?    (2 marks) 

(b)  Outline and explain the two major sources for database in the Insurance Industry. 
(4 marks) 

Solution  

(a)  A database may be defined as a collection and store of related data for future use. OR A 

database may be described or defined as a way of describing raw material (i.e. raw data) of 

statistics.  
(2 marks for any correct definition) 

 

(b) The two major sources of database in the insurance industry are:  

(i) Creation of a new database – It is the establishment of database from a new source. 

This new source may be from raw data or already processed data (such as a published data).  

(ii) Making use of an existing data base – This is using the database that has been in 

existence (though, it may or may not have been processed) for another purpose(s), but which is 

still considered to have certain form of relevance to the new intended purpose.  
(1 mark for each correctly stated source. I mark for each correct and complete explanation of each source. 

Sub-Total per source: 2 marks. Grand Sub-total: 4 marks) Grand Total: 6 marks) 

 

4.  Enumerate any three (3) components of the premium under life assurance business. 

Solution  

The components of the premium under life assurance business are:    

(i) mortality;   (ii) expenses;   (iii) interest rate/investment;        (iv) contingencies.  
(2 marks for each correctly stated component. Maximum of 3 to be graded. Total: 6 marks)  

 



Page 6 of 123 
 

5. Enumerate any three (3) of the options available to an organisation on how the risks 

retained by the organisation can be financed.  

Solution  

The options available to a company on how the risks retained by the insurance direct office can 

be financed are:  

(i) to be handled as expenses;    (ii) to be handled as loans;  (iii) to be handled 

through a contingency fund  (iv) to be handled through a captive insurance company.  
(2 marks for each correctly stated component. Maximum of 3 to be graded. Total: 6 marks)  

 

6. What is the unique feature of a  (a) unimodal distribution;  and   

(b) bimodal distribution?  

Solution  

(a)  A unimodal distribution is a distribution in which a single mode exists.  (3 marks)   

(b)  A bimodal distribution is a distribution in which two modes exist.   (3 marks)   
(Total: 6 marks) 

 

7. What are (a) (i) financial risks; and (ii) non-financial risks?   (4 marks)   

 (b) Are (a)(i) and (a) (ii) insurable.      (2 marks)   

Solution  

(a)  (i) Financial risks are risks whose effects (when it eventually happens) can be 

expressed in monetary values.       (2 marks)   

 (ii)  Non-financial risks are risk which monetary values cannot be placed on them.  
          (2 marks)   
 

(b)  (i) Financial risks are insurable.      (1 mark)   

 (ii)  Non-financial risks are not insurable.    (1 mark)   
(Grand Total: 6 marks) 

 

8. State any four (4) factors which have contributed significantly to the use of risk 

management in the insurance industry in recent years.  

Solution  

The factors which have contributed significantly to the use of risk management in the insurance 

industry in recent years are:  

(i) corporate governance issues;   (ii) financial services reforms;   

(iii) discoveries of new risks;    

(iv) nonchalant attitude of the society as a whole to accept risk;  

(v) an increase in both the frequency & severity in man-made and natural disasters such 

as terrorisms and hurricane;  

(vi) more awareness for financial compensation by the aggrieved parties;  

(vii) government intervention on business regulations and legislations.  
(1½ marks for each correct and completely stated factor. Maximum of 4 to be graded. Total: 6 marks) 
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Part II 
Compulsory Question. 
This question carries 50 marks. 

9. (a)  The Nigerian Insurance Industry is an amalgam of different trade associations and  

professional bodies. You are required to list any five (5) of them and the arm of 

the industry they belong to.        (10 marks) 

 (b) Given the claims distributions of the XYZ Insurance Company Limited as below: 

 

 

 

 

 

 

 

You are required to determine: 

(i)  the relative frequency for each of the claims limit;    (5 marks) 

(ii)  the probability of occurrence of the claims limit;    (5 marks) 

 

(c)  (i) What is regression?       (2 marks) 

(ii)  Write out the mathematical equation of regression which will allow predictions to 

be made.         (2 marks) 

(iii)  Itemise what each of the entities in the mathematical equation in (ii) above 

represents.        (6 marks) 

(d)        ABC Brokers of Nigeria has presented the brokerage income per million of two of its  

branches (Abuja and Lagos) in Nigeria as shown below:  

 

Abuja Branch Lagos Branch 

2 10 

4 30 

4 50 

6 70 

7 100 

Find the Coefficient of Correlation between the two branches using Karl Pearson’s Co-efficient 

Correlation Method.         (20 marks) 

Solution  

(a) The different trade associations and the arm of the Nigerian insurance industry that the 

trade associations belong to are:  
S/N Trade Association of Professional Body Arm of the Industry 

1 Professional Reinsurance Association of Nigeria (PRAN) Reinsurance 

2 Nigerian Council of Registered Insurance Brokers (NCRIB) Broking/ Insurance Brokers 

3 Nigerian Insurers Association (NIA)   Registered Insurers 

4 Chartered Insurance Institute of Nigeria (CIIN) Insurance Education 

5 Association of Registered Insurance Agents of Nigeria (ARIAN) Insurance Agency / Agents 

6 Institute of Loss Adjusters of Nigeria Loss Adjusting/Loss Adjusters 

7 Nigerian Actuarial Society Actuaries 

8 National Association of Insurance Consumers in Nigeria Buying Public/ insurance buyers  

Claims Cost Number 

0 – 200 90 

200 – 400  70 

400 – 600 20 

600 – 800 15 

800 – 1,000 5 



Page 8 of 123 
 

(1 mark each (or correctly named trade association/professional body and 1 mark each for stating the arm of 

the industry correctly, total mark for each point 2 marks. Maximum of 5 Associations to be graded. Total: 10 

marks) 

(b) 

Claim Cost Number Relative Frequency P(x) 

0 – 200  90  45.0 (1 mark) 0.45 (1 mark) 

200 – 400  70  35.0 (1 mark) 0.35 (1 mark) 

400 – 600  20  10.0 (1 mark) 0.10 (1 mark) 

600 – 800  15  7.5 (1 mark) 0.075 (1 mark) 

800 – 1,000  5  2.5 (1 mark) 0.025 (1 mark) 

Total 200 100  1.00 
(Sub-Total: 10 marks) 

 

(c) (i) Regression may be defined as the mathematical expression of the relationship between a 

dependent and an independent variable in a set of data.   (2 marks)  

(ii) Regression formula is:  

y = a + bx OR y = c + mx       (2 marks) 

 

ii) The entities in the mathematical equation in (ii) above represents:  

* y is the dependent variable;    

* a (or c) is where the straight line will cross the y-axis.  

* b (or m) is the gradient of the line.   * x is the independent variable.  
(1½ marks for each correctly stated entity meaning. Sub-Total: 6 marks) 

d) 

x y xy x2 y2 

2 10 20 (½ mark) 4 (½ mark) 100 (½ mark) 

4 30 120 (½ mark) 16 (½ mark) 900 (½ mark) 

4 50 200 (½ mark) 16 (½ mark) 2,500 (½ mark) 

6 70 420 (½ mark) 36 (½ mark) 4,900 (½ mark) 

7 100 700 (½ mark) 49 (½ mark) 10,000 (½ mark) 

23 (1 mark) 260 (1 mark) 1,460 (1 mark) 121 (1 mark) 18,400 (1 mark) 

 

    r     =    √n∑xy – ∑x∑y     

  (n∑x2 -  (∑x)2)*(n∑y2 – (∑y)2)    (2 marks) 

    

 

    r     =    √5(1,460) – ∑23(260)     

  (5(121) -  ((23)2) * (5(18,400 – (∑260)2)  (1½ marks) 

 

    r     =    √7,300 – 5.980     

  (76) * (24,400)     (1 mark) 

 

    r     =    √1,320  

   1,854,400     (1 mark) 

    r    =     0.9693      (2 marks) 
(Sub-Total: 20 marks) 

(Grand Total: 50 marks) 
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Part III 
Answer THREE of the following FIVE questions. 
Each question carries 34 marks. 

10. (a) (i)  What is relative frequency?     (3 marks) 

(ii)  Complete the relative frequency in the table below: 

Premium Income (N’m) Frequency Relative 

Frequency 

20 – 30  10  

31 – 40  20  

41 – 50 30  

51 – 60 40  

61 – 70 50  

Total 150  
           (10 marks) 

(b)  Write short notes on the following methods of deriving probability: 

(i) a priori method;   (ii) subjective probability method;  (12 marks) 

 

(c)  Write short notes on the following probability events: 

(i) mutually exclusive events;      (ii) dependent events;  (iii) independent events.  
(9 marks) 

Solution  

(a)  (i) Relative frequency is the ratio of the frequency of a class to the total frequency. In 

other words, it is obtained by dividing the frequency of a class limit by the sum of the 

frequencies and it is usually expressed in percentage.      (3 marks) 

ii) 

 

Premium Income (N’m) Frequency Relative Frequency 

20 – 30  10 10/150 X 100% = 6.67% 

31 – 40  20 20/150 X 100% = 13.33% 

41 – 50 30 30/150 X 100% = 20% 

51 – 60 40 40/150 X 100% = 26.67% 

61 – 70 50 50/150 X 100% = 33.33% 

Total 150  
(2 marks for each correctly computed relative frequency. Sub-Total: 10 marks) 

 

(b) (i) A Priori Method: is a method used in deriving probability where all the possible 

outcomes of an event are known prior to the event occurring (3 marks), with all the possible 

outcomes in most cases having equal chance of occurrence (3 marks).   (6 marks) 

(ii) Subjective Probability Method: in the subjective probability method used in 

deriving probability, the personal judgement of the person involved is used (3 marks). Therefore, 

subjective probability method has to do with the belief the person involved attaches to the event 

under consideration(3 marks).        (6 marks) 

(Sub-Total: 12 marks) 
 

(c)  (i) Mutually Exclusive Events: Two or more events are said to be mutually exclusive if 

the occurrence of one excludes the occurrence of the other.     (3 marks) 
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(ii) Dependent Events: Two or more events are said to be dependent events if the occurrence of 

one depends on the occurrence of the other.     (3 marks) 

 

iii) Independent Events: Two or more events are said to be independent events if the 

occurrence or non-occurrence of one does not affect the occurrence of the other. (3 marks) 

(Sub-Total: 9 marks) 

(Grand Total: 34 marks) 
 

11. (a) Describe in correct details, the meaning of “reinsurance”?  (6 marks) 

(b) Outline five (5) uses or functions of reinsurance to the direct offices. (10 marks) 

(c) Explicitly and fully differentiate between a treaty reinsurance and a facultative   

reinsurance.          (18 marks) 

Solution  
(a)  Reinsurance may be described as a process of insuring all or part of what has already been 

insured by the direct office/insurance company i.e. the insurance of insurance. This is done in other 

to ensure a further spread of insurable risks. It is also regarded as an international business as 

reinsurance could be done as the business of insurance across the boundaries of two or more 

countries.  
(3 marks for each correct and completely stated description. Maximum of 2 descriptions to be graded. Sub-

Total: 6 marks) 

(b) Some uses or functions of reinsurance to the direct offices are:  

• further spread of risks for the insurance companies;   * product development;  

• bigger capacity for the insurance companies;   * catastrophe protection;  

• it brings about confidence to the insurance companies;  * solvency margin protection. 

• underwriting and other financial advisory services;   * profit sharing arrangement;  

• training and development programmes;    * stabilisation of claims ratio. 
(2 marks for each correct and completely stated use/function. Maximum of 5 to be graded. Sub-Total: 10 marks) 

(c) Treaty Reinsurance: this is a prior arrangement between the insurance company and a 

reinsurance company to place and accept certain businesses that fall within the agreed terms and 

conditions. The main advantages are that:  

• acceptance is automatic once the risk falls within the agreed terms;  

• ease of administration;  

• no leakages of vital information to competitors;  

• no loss of goodwill as there is no delay in communicating acceptance terms;  

• it attracts a higher ceding commission than a facultative business.  

While the main disadvantages are as follows: 

• it may be more expensive for few risks’ classification;  

• facultative method may be sought once the treaty capacity is exhausted;  

• it is not designed for certain risks referred to as hazardous risks.  

While, Facultative Reinsurance: this is the placement and acceptance of business on an individual 

basis depending on its merit. That is, in a facultative reinsurance, there is no obligation on both the 

direct office and reinsurance company to place or accept the risk being placed. The main advantages 

are: 

• 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.  

While the main disadvantages are that:  
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• it is very cumbersome in administration;  

• acceptance is not automatic;  

• possibility of leakages in vital information to competitors;  

• possibility of loss goodwill.  
(3 marks for each correct and completely stated explanation. Maximum of 3 to be graded. 

Candidates can also decide to differentiate by exact comparison of each stated point. Either way, 3 

marks for each correct and completed differentiation. Maximum of 3 to be graded under each term. 

Sub-Total per term: 9 marks. Grand Sub-Total: 18 marks)  (Grand Total: 34 marks) 
 

12. (a)  Differentiate between a moral and physical hazard, stating two (2) concise  

examples under each term.       (10 marks)  

(b)  Give any three (3) correct definitions of “underwriting”.   (12 marks) 

(c)  Differentiate between “binding authority” and “underwriting authority”. (12 marks) 

Solution  

(a)  Physical hazards are the physical features of the risk (i.e. subject matter of insurance) 

while moral hazards are the attitudes of the insured (or the insured person as the case may be). 

Examples of physical hazards are xxxx, while those of moral hazards are xxx.  
(Sub-Total: 3 marks for each correctly stated explanation. 1 mark for each correctly stated example. 

Maximum of 2 examples to be graded under each term. Sub-total per term: 5 marks. Grand Sub-Total: 10 

marks) 
 

(b) 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. it is a risk 

appraisal technique;  

• a risk selection process;  

• an equitable system of assessing all those who transfer their risks to a common pool;  

• a risk management technique or process.  
(4 marks for each correct and completely stated definition. Maximum of 3 to be graded. Sub-Total: 12 marks)  

 

(c) Binding Authority: a 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. Please note that the risks accepted within this authority limits gives a valid cover, and 

therefore binds the insurer/reinsurer towards meeting their claims obligations to the client    

Underwriting Authority: this is the level of authority granted by an insurance company within 

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

Underwriting authority may equally be granted by the reinsurer to the insurance company and 

reinsurance broking firms. 
(3 marks for each correct and completely stated explanation. Maximum of 2 explanations to be graded under 

each term. Sub-Total per term: 6 marks. Grand Sub-Total: 12 marks) 

(Grand Total: 34 marks) 

 

13.  (a)  (i)  What is “normal distribution”? Also state it in its mathematical probability  

density function form.       (5 marks) 

(ii)  Outline any five (5) features of the “normal distribution”.   (10 marks) 

(iii)  State the two (2) basic parameters of the “normal distribution”.  (4 marks) 
 

(b)  Two fair dice are tossed at once. 

(i)  Write out the total possible outcomes.     (6 marks) 
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(ii)   What is the probability of obtaining a total score of exactly 9? (3 marks) 

(iii)  What is the probability of obtaining a total score of more than 9?  (3 marks) 

(iv)  What is the probability of obtaining a total score of less than 10? (3 marks) 

Solution  

(a) (i)  A normal distribution is a continuous probability distribution which can assume 

any value.           (3 marks) 

It has a probability density function of the form: 

P(X) = 1    e-1/2 (X – µ)2 

             e2 𝜋           e           (2 marks) 
(Sub-Total: 5 marks) 

 (ii) The features of the “normal distribution” are:  

• it is a continuous distribution;  

• the mean lies at a point under the peak of the curve;  

• it is symmetrical;  

• the two tails of the curve do not touch the horizontal axis theoretically;  

• it is bell shape;  

• the mean is zero and the standard deviation is one for a standard normal distribution;  

• the total area under the normal distribution curve is one. 
(2 marks for each correct and completely stated feature. Maximum of 5 to be graded. Sub-Total: 10 marks) 

 

(iii)  The two basic parameters of the normal distribution are the mean and variance.   
(2 marks for each correctly stated parameter. Sub-Total: 4 marks) 

(b) (i) The total possible outcomes from the toss of two fair dice at once are:  

(1,1), (1,2), (1,3), (1,4), (1,5), (1,6)  

(2,1), (2,2), (2,3), (2,4), (2,5), (2,6) 

(3,1), (3,2), (3,3), (3,4), (3,5), (3,6) 

(4,1), (4,2), (4,3), (4,4), (4,5), (4,6) 

(5,1), (5,2), (5,3), (5,4), (5,5), (5,6) 

(6,1), (6,2), (6,3), (6,4), (6,5), (6,6) 
(Tabular representation is also acceptable. 1 mark for each correctly stated row or column. Sub-total: 6 

marks) 

(ii)  The probability of obtaining a total score of exactly 9 or 10, 

 P(X=9 or 10) = P(9) + P(10)     (1 mark) 

= 4/36 + 3/36    (1 mark) 

= 7/36 = 0.194 OR 0.19   (1 mark) 

(Sub-Total: 3 marks) 
(iii) The probability of obtaining a total score of less than 9,  

P(X<9) = 26/36      (2 marks) 

= 1/6 = 0.722 OR 0.72    (1 mark) 

(Sub-Total: 3 marks) 
(iv) The probability of obtaining a total score of more than 10?  

 P(X>10) = 3/36      (2 marks) 

   = 1/12 = 0.0833 OR 0.083    (1 mark) 
(Sub-Total: 3 marks) 

(Grand Sub-Total: 9 marks) 

(Grand Total: 34 marks) 
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14. The information below has been obtained from the records of the National Bureau of 

Statistics in respect of a General Insurance company in Nigeria regarding distribution of 

its Fire premium incomes in 2022 (per Million in Naira):     

Premium Income (N’ Million) Frequency 

0-49 8 

50-99 10 

100-149 24 

150-199 20 

200-249 22 

250-299 12 

300-349 4 

 100 

 You are required to find the:  

(a) mean;  (24 marks) (b) median;  (5 marks)  and  (c) mode (5 marks).  

Solution  

Claims Frequency Mid Class (X) fX Cummulative Frequency 

           0-49 8 24.5 (1 mark) 196 (1 mark) 8 (1 mark) 

         50-99 10 74.5 (1 mark) 745 (1 mark) 18 (1 mark) 

100-149 24 124.5 (1 mark) 2,988 (1 mark) 42 (1 mark) 

150-199 20 174.5 (1 mark) 3,490 (1 mark) 62 (1 mark) 

200-249 22 224.5 (1 mark) 4,939 (1 mark) 84 (1 mark) 

250-299 12 274.5 (1 mark) 3,294 (1 mark) 96 (1 mark) 

       300-349 4 324.5 (1 mark) 1,298 (1 mark) 100 (1 mark) 

 100 (½ mark)  16,950   (½ mark)  
(22 marks) 

(a) Mean  =  ∑fx/∑f = 16,950/100 = 169.5      (2 marks) 
 

(b) Median  = L1 + (N/2 – ∑fib4) C 

                                       fm          (2 marks) 

= 149.5 + (50 – 42) 50  

                           20       (1 mark) 

= 149.5 + (8) 50 

                             20        (1 mark) 

= 149.5 + 20 = 169.5        (1 mark) 
 

(c) Mode  = L1 +    (D1)  C 

                          (D1 + D2)           (1 mark) 

                   =  99.5 + 14 * 50 

                                       14 + 4            (1 mark)            

= 99.5 + 700  

                              18           (2 marks) 

            = 138.39 approximately.       (1 mark) 
(Grand Total: 34 marks) 
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Chief Examiner’s Comments 

Question 1 

The question dealt with method or data collection. 95% of the candidates attempted the question 

and the performance was excellent as 76% of the candidates performed above average. 

 

Question 2 

The question intended to test candidates’ knowledge on the relationship between mean, median 

and mode. 97% of the candidates attempted this question. Only 55% perform excellently. 

 

Question 3  

The question tested the knowledge of candidates on data base. 85% of the candidate attempted the 

question and 63% passed above average. 

 

Question 4   

The question intended to test the knowledge of candidates on components of premium under life 

assurance. 92% of the candidates attempted the question and 73% of the candidates scored above 

average. 

 

Question 5 

The question tested the knowledge of candidates on how the risks retained by an insurance 

company can be financed. 90% of the candidate attempted this question and 82% perform 

excellently. 

 

Question 6    

The question tested the knowledge of candidates on the unique features of unimodal and bi-modal 

distribution. 95% of the candidates scored above average. 

 

Question 7 

The question dealt with financial risks and non-financial risks. 98% of the candidates attempted 

this question and 93% of the candidate passed and score above average. 

 

Question 8 

95% of the candidates attempted this question but majority of the candidates could not provide the 

right answer. It seems like the candidates do not understand the question as only 45% of the 

candidates who attempted this question performed well. 

 

Question 9 

This question is a compulsory question and divided into part A, B, C and D part. (A) tested the 

knowledge of candidates on industry matters. (B) tested on relative frequency; (C) on regression 

analysis; and (D) on correlation coefficient. 98% of the candidates attempted this question and 

only 38% performed above average. 
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Question 10 

54% of the candidates attempted this question and 90% of those who attempted it performed 

excellently.  

 

Question 11 

This question tested candidates’ knowledge on reinsurance. 64% of the candidates attempted this 

question and 68% of those who attempted it passed above average.  

 

Question 12 

72% of the candidates attempted this question and 64% of them performed relatively above 

average. 

 

Question 13 

38% of the candidates attempted this question and 68% of the candidate that attempted this 

question perform very well. 

 

Question 14  

This question intended to test the knowledge of candidates on the measure of central tendency 

using group data, 72% of the candidates attempted the question and 83% of the candidates who 

attempted the question performed above average. 

 

Comments on Overall Performance 

General overall performance was excellent. 

 

Suggestion(s) on Improvement(s) (if any) 

Future candidates that will sit for this course are encouraged to adequately prepare.  

 

 

 

 

 

 

 

 

 

 

 

 
 



Page 16 of 123 
 

 

 

 

CHARTERED INSURANCE INSTITUTE OF NIGERIA 

ASSOCIATESHIP  

 APRIL 2024 DIET 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 booklet with care.   
 

• 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.   

 

• Insert your candidate’s 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 instruction do 
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 AS STATED IN THE APRIL 2024 

DIET CANDIDATES’ INSTRUCTIONS. 

SUBJECT A02 

REINSURANCE: PRINCIPLES AND APPLICATION  
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 
 

A02 – REINSURANCE: PRINCIPLES AND APPLICATION  
 

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 formula 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. 
 

 
 
 
 
 



Page 18 of 123 
 

A02  
Part I 
Answer ALL questions in Part I. 
Each question carries six (6) marks. 

1. Retention may be fixed by using different approaches. State any three (3) of these 

approaches. 

Solution  

The following are the approaches that may be used in fixing retention:  

* retention applied to a single risk;  * retention applied to a series of risks;   

* retention applied to a single loss;  * * retention applied to a series of losses.  
(2 marks for each correct and completely stated approach. Maximum of 3 to be graded. Total: 6 marks) 

 

2. Insurance companies A and B have similar portfolios but different retentions. State three 

(3) different reasons why it is possible to have different retention despite a similar 

portfolio. 

Solution  

It is possible for insurance companies A and B to have similar portfolios but different retention 

for the following reasons:  

• different insurers may have different risk appetites (i.e. this is the level of risk an insurer 

is willing to assume);  

• the perception of the risk may be different, and this may lead to differences in the value 

attached to the risks;  

• the two insurers may have different corporate objectives;  

• the two insurers may reinsure with different reinsurers with different perceptions of the 

risk. The agreed retention is usually a compromise between the insurer and reinsurer;  
(2 marks for each correct and completely stated reason. Maximum of 3 to be graded. Total: 6 marks) 

 

3. Enumerate any four (4) factors that an insurance company will consider when designing 

and formulating its reinsurance programme. 
 

Solution  

The factors that an insurance company will consider when designing and formulating its 

reinsurance programme are:  

* the reinsurance programme objectives;   * appropriate forms of reinsurance;  

* information required and their availability;   

* availability of reciprocity (if appropriate);  

* availability of markets and the use of brokers;  

* alternatives to traditional reinsurance products.  
(2 marks for each correct and completely stated reason. Maximum of 3 to be graded. Total: 6 marks) 

 

4. There are varying reasons for specifying the territorial scope of a reinsurance programme. 

Enumerate any three (3) of these reasons.  

Solution  

The following are the reasons for specifying territorial scope of a reinsurance programme: 

• its relevant to the laws of the different countries, which must be observed;  
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• litigiousness of some countries and the attitude of the courts may impose some burdens 

on reinsurers;  

• valuation of premium and losses in local currencies with volatile exchange rates may be 

cumbersome for the reinsurer;  

• some territories may be exposed to some natural perils or catastrophe like flood, 

earthquake, e.tc.  
(2 marks for each correct and completely stated reason. Maximum of 3 to be graded. Total: 6 marks) 

 

5. (a) What does ‘a line’ mean under a surplus treaty?    (2 marks) 

(b) A surplus treaty with a retention of N5,000,000.00 has 6 lines.    

(i) What is the maximum amount that can be ceded to the reinsurer? (2 marks) 

(ii) What is the total underwriting capacity?   (2 marks) 

Solution  

(a) A line under a surplus treaty means the retention. It is the maximum amount the insurer is 

expected to retain on a risk. The overall capacity of the treaty is then determined as a multiple of 

the amount fixed as a line.        (2 marks) 

 

(b) Retention = Line  =  5,000,000 

Number of lines  =  6 

(i) Maximum That can be ceded to the reinsurer = 6 x 5,000,000 = 30,000,000.    (2 marks) 

Underwriting Capacity  =  retention + reinsurer share       (1 mark) 

     =  5,000,000 + 30,000,000 = 35,000,000    (1 mark)  
(Total: 6 marks) 

 

6. (a) What is retrocession?        (2 marks) 

(b) Enumerate two (2) reasons why a reinsurer needs to buy retrocession protection.  
          (4 marks) 

Solution  

(a) Retrocession is a form of reinsurance bought by reinsurance companies. It works just like 

reinsurance protection.        (2 marks) 

(b) The reasons why a reinsurer needs to buy retrocession protection are to:  

* increase acceptance capacity;   * limit exposure to loss;  and  

* give greater stability to the results of the reinsurer. 
(2 marks for each complete and correctly stated reason. Maximum of 2 to be graded. Sub-Total: 4 marks) 

(Grand Total: 6 marks) 

 

7.  List any three (3) international rating agencies that are commonly subscribed to by 

reinsurance companies. 

Solution  

The international rating agencies that are commonly subscribed to by reinsurance companies are:  

* AM Best Rating Agency;   * Fitch IBCA, Duff & Phelps Rating Agency;   

* Moody’s Investors Service;  * Standard and Poor’s Rating Services 
(2 marks for each correctly stated agency. Maximum of 3 to be graded. Total: 6 marks) 

 

8. The premium on a non-proportional treaty can be expressed in three ways. List and 

briefly explain these three (3) ways.  
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Solution  

The premium on a non-proportional treaty can be expressed in three ways, which are:  

• flat premium which is a fixed monetary amount. There is therefore no subsequent 

adjustment of the premium. The reinsurer should be confident that the premium is 

sufficient to cover expected losses and the reinsured’s premium is not going to be 

substantially more than projected;  

• fixed premium rate (percentage) on the reinsured’s premium income. As the actual 

reinsured’s premium will not be known until the end of the reinsurance period, a 

provisional premium would be paid at the beginning. There will then be an adjustment at 

the end of the period by multiplying the fixed rate by the actual reinsured’s premium. 

• a rate determined by the loss ratio of the contract. This is a burning cost premium. 

The actual loss ratio will be multiplied by a loading factor and the resulting rate is then 

subjected to minimum and maximum rates. 
(1 mark for each correctly stated way. 1 mark each for correct and completely stated explanation. Maximum 

of 1 explanation per way to be graded. Sub-Total per way: 2 marks. Grand Sub-Total: 6 marks) 

 
Part II 
Compulsory Question. 
This question carries 50 marks. 

9. (a) Outline any five (5) sources of insurance information/data in any insurance  

market.        (10 marks) 

(b) Describe profit commission from at least three (3) crucial aspects.  (15 marks) 

 (c) List two (2) items that can be categorised as income on the profit commission  

statement.        (4 marks) 

(d) List three (3) items that can be categorised as outgo on the profit commission 

statement.        (6 marks) 

(e) ABC insurance company has a non-proportional treaty (January to December) 

with XYZ reinsurance company with the following structure: 

Cover (N) Rate on line  Reinstatement 

250,000 xs 150,000 30% 1 at 100% additional premium 
 

The cedant sustained a loss of N350,000.00 from ground up on 30th September 2022. 

(i) Calculate the share of the reinsurer in the loss.    (5 marks) 

(ii) Calculate the reinstatement premium payable assuming it is on pro rata to amount 

only.         (5 marks) 

(iii) Calculate the reinstatement premium payable assuming it is on pro rata to amount and 

time.         (5 marks) 

Solution  

(a) The sources of insurance information/data in any insurance market are:  

(i)  The Regulators Office;    

(ii) Insurers Association (Nigerian Insurers Association, Institute of Loss Adjusters; 

Nigerian Council of Registered Insurance Brokers, e.t.c.) 

(iii) Chartered Insurance Institutes;  (iv)  Professional Insurance Associations;  

(v) Central Banks;    (vi) Ministry of Finance (Insurance Department);  

(vii) Bureau of Statistics /Federal Office of Statistics;  

(viii) Insurance magazines, e.t.c.  
(2 marks for each correctly stated source. Maximum of 5 to be graded. Total: 10 marks) 
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(b) Profit commission is a percentage of the profit made by the reinsurer out of the treaty 

which is returned to the reinsured at the close of each treaty year. It encourages sound 

underwriting on the part of the reinsured. The profit commission is paid in addition to the normal 

commission received by the reinsured. The treaty wording will set out exactly the basis of 

calculating the profit commission. 
(5 marks for each correct and completely stated explanation. Maximum of 3 of such explanations to be 

graded. Sub-total: 15 marks) 

 

(c) The items that can be categorised as income on the profit commission statement are:  

* premium;   * losses outstanding from previous year;  

* unearned premium reserve brought forward from the previous year. 
(2 marks for each correctly stated item. Maximum of 2 to be graded. Sub-Total: 4 marks) 

 

(d) The items that can be categorised as outgo on the profit commission statement are:  

* claims paid during the current year;  * commissions paid during the current year;  

* losses outstanding at the end of the current year;  * reinsurer’s expenses;  

* unearned premium reserve for the current year;  

* deficit brought forward from the previous year. 
(2 marks for each correctly stated item. Maximum of 3 to be graded. Sub-Total: 6 marks) 

 

(e) (i) Reinsurer share of loss  =  FGU loss – deductible  (2 marks) 

      =  N(350,000 – 150,000)  (2 marks) 

=  N200,000.00   (1 mark) 

 

(ii)  The reinstatement premium payable assuming it is on pro rata to amount only is:  

      =  30% * reinsurer share of the loss (2 marks) 

= 30/100*N200,000        (2 marks) 

=  N60,000.00                                  (1 mark) 

 

(iii)  The reinstatement premium payable assuming it is on pro rata to amount and time is:  

=   30% * reinsurer share of the loss * (number of days/365 days) (2 marks) 

=   30% * 200,000 * (92/365)     (2 marks) 

=   N15,123.29      (1 mark) 
(Grand Sub-Total: 15 marks) 

(Grand Total: 50 marks) 
 
Part III 
Answer THREE of the following FIVE questions. 
Each question carries 34 marks. 

10. (a) What is aggregate exposure? State the two (2) parts that it entails.  (6 marks) 

(b) List and explain seven (7) factors that are involved in determining a reinsurer’s 

aggregate exposure.       (28 marks) 

Solution  

(a) Aggregate exposure is the sum of the financial commitment of a reinsurer  (2 marks). The 

commitment is in two parts – limit of liability (2 marks) and the reinstatement of the limit of 

liability (2 marks).        (Sub-Total: 2 marks) 
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(b) The factors that are involved in determining a reinsurer’s aggregate exposure are:  

• policy limit of the insurance and reinsurance contracts;  

• number of reinstatements;  

• possible maximum loss;  

• level of deductibles and aggregate deductibles;  

• basis of operation of the (re)insurance contract, e.g. per risk/event/reinsured, e.t.c.;  

• type of business written;  

• type of contract written;  

• level of information provided on underlying contracts;  

• other contract terms e.g. indexation clause;  

• length of exposure e.g. hours clause;  

• size of lines accepted.  
(Candidates are required to correctly state and explain the factors. 2 marks for each correctly stated factor. 2 

marks for each correct and completely stated explanation under each factor. 1 explanation to be graded 

under each factor. Sub-Total per factor: 4 marks. Maximum of 7 to be graded. Sub-Total: 28 marks) 

(Grand Total: 34 marks)  

 

11. (a) Enumerate eight (8) essential information required to administer the premium  

from a proportional facultative placement.    (24 marks) 

(b) Enumerate five (5) essential information required to administer the claims from 

proportional facultative placement.     (10 marks) 

Solution  

(a) The essential information required to administer the premium from a proportional  

facultative placement are:  

* unique reference number;  * location;  * period of original insurance;  

* intermediary identifier (if applicable) and name of original insured 

* perils covered;    * sums insured;  * original currency; 

* reinsured’s retention;   * original gross rate;  * original commission;  

* reinsurance placement – share being offered for reinsurance;  

* order involved if different from reinsurance placement; * reinsurance brokerage;  

       * reinsurer’s written and signed line;   

      * any other original deductions including brokerage.  
(3 marks for each correctly stated information.Maximum of 8 information to be graded. Sub-Total:24 marks) 
 

(b) The essential information required to administer the claims from proportional facultative 

placement are:  

* unique claims reference;   * intermediary or reinsured identifier;   

* name of original insured;   * location;   * date of loss 

* period of original insurance and reinsurance;  * cause of loss;  

* details and circumstances of loss, usually in the form of a report;  

* estimate of original incurred loss for 100% amount;  * perils covered;  

 * summary of settled amounts and corresponding changes to the outstanding losses;  

* reinsured’s retention;   * reinsurer’s signed lines.  
(2 marks for each correctly stated information.Maximum of 5 information to be graded. Sub-Total:10 marks) 

(Grand Total: 34 marks) 
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12. (a) A company uses the chain ladder method to estimate the incurred but not reported 

(IBNR) reserves. The table below shows the cumulative paid claims, grouped by years of 

occurrence.  

 Development Years 

0 1 2 3 4 

 

Years of 

Occurrence 

2018 125,000 229,000 294,000 326,000 335,000 

2019 120,000 218,000 275,000 302,000  

2020 148,000 272,000 347,000   

2021 143,000 253,000    

2022 138,000     

Using the claims development table above, calculate the development ratios between: 

(i) 0 and 1 years;  (5 marks)  (ii) 1 and 2 years;  (5 marks) 

(iii) 2 and 3 years;  (5 marks)  (iii)  3 and 4 years.  (4 marks)      (19 marks) 

 

(b) Explain the following terms as they are used in a reinsurance treaty. 

(i) interlocking clause;  (ii) hours’ clause;   (iii) event limit;  

 (iv) two-risk warranty;  (v) co-insurance clause.   (15 marks) 

Solution  

(a) (i) Between 0 and 1;    

 

Development factor = (229000+218000+272000+253000)    (3 marks) 

(125000+120000+148000+143000) 

   = 972,000/536,000       (1 mark) 

= 1.8134       (1 mark) 

 

(ii) Between 1 and 2;  

Development factor = (294,000+275,000+347,000)     (3 marks) 

(229,000+218,000+272,000) 

   = 916,000/ 719,000       (1 mark) 

= 1.2740       (1 mark) 

 

(ii) Between 2 and 3 

Development factor = (326,000+302,000)      (3 marks) 

(294,000+275,000)  

= 628,000/ 569,000       (1 mark) 

= 1.1037       (1 mark) 

(iii) Between 3 and 4 

Development factor = 335,000       (3 marks) 

326,000  

         = 1.0276        (1 mark) 
(Sub-Total: 19 marks) 

 

(b) Explain the following terms as they are used in a reinsurance treaty. 

(i) interlocking clause;  (ii) hours’ clause;   (iii) event limit;  

 (iv) two-risk warranty;  (v) co-insurance clause.   (15 marks) 
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(b) (i) Interlocking Clause: An interlocking clause is a provision in a reinsurance treaty 

that is used to determine how to allocate a loss between two or more reinsurance treaties. The 

clause allows the reinsured to spread the risk across at least two agreement periods. 
 

(ii) Hours Clause: catastrophe treaties are intended to protect the reinsured against the risk 

of an accumulation of claims arising out of a specific, unexpected, sudden and external 

happening which can be located in time and place. The hour clause enables the reinsured to 

define what constitutes a catastrophe by summing up all losses within the defined time period. 

The common definitions include 72, 96 and 120 hours. 
 

(iii) Event Limit: This is the maximum liability of a reinsurer under the treaty arising out of a 

particular event such as earthquake. 
 

(iv) Two Risk Warranty: Catastrophe treaties are not intended to cover the loss arising out 

of a large single risk or underestimation of EML for one risk. The two risk warranty ensures that 

more than one risk has to be damaged by the insured peril before the catastrophe cover will 

operate. 
 

(v) Co-insurance Clause: to encourage prudent underwriting and acceptance policy on the 

part of the reinsured, catastrophe reinsurance contracts often contain a clause mandating the 

reinsured to bear a fixed percentage of all losses. 
(3 marks for each correct and completely stated explanation. Maximum of 1 explanation to be garded per 

term. Sub-Total per Term: 3 marks. Grand Sub-Total: 15 marks)  

(Grand Total: 34 Marks) 
 

13.  (a) Describe the impact of claims on underwriting.    (3 marks) 

(b) State three (3) critical considerations when treating property claims in reinsurance 

and explain the basis/reasons for the considerations.   (15 marks) 

(c) Explain, in four (4) complete sentences, what it means to settle reinsurance 

accounts on a “balance of account” basis.    (16 marks) 

Solution  

(a) The impact of claims on underwriting is such that underwriting consideration involve 

estimating the future cost of claims. The underwriter usually does this by analysing the past 

claims and projecting the future claims.       
(5 marks for any correct and completely stated impact. Maximum of 1 to be graded. Sub-Total: 5 marks)  

 

(b) The critical considerations when treating property claims in reinsurance are as stated 

below:  

• establish that the original insurance policy covered the property at the time of the alleged 

loss;  

• establish that an insured peril was responsible for the loss. The principle of proximate 

cause is used here;  

• determine if there is a business interruption cover and treat appropriately (if there is);  

• compare the loss estimate with the estimated/possible maximum loss that was provided;  

• determine the basis of settlement of claim – pay cash, replace the property or reinstate it.  
(Candidates are required to explain basis/reason for the consideration. 3 marks for any correctly 

stated consideration. 2 marks for each correct and completely stated explanation. Maximum of 1 

under each term is to be graded. Sub-Total per consideration: 5 marks.  Maximum of 3 to be graded. 

Grand Sub-Total: 15 marks) 



Page 25 of 123 
 

(c) This is usually applicable to proportional reinsurance accounts. This means that only the 

resulting balance between premiums, commissions and paid claims are settled by the debtor 

party. It ensures that both parties have a clear picture regarding the profitability or otherwise of a 

treaty at a point in time. The other way is for the cedant to settle premium while the reinsurer 

pays commission and losses. However, calculating the balance is way easier and ensures that the 

whole transaction is in one place.  
(4 marks for each correct and completely stated explanation. Maximum of 4 explanations to be 

graded. Sub-Total: 16 marks) 

 

14. (a) State, on each department, two (2) types of data generated by the following  

departments in a reinsurance organisation:  

(i) underwriting;   (ii) claims;   (iii) retrocession;  

(iv) technical accounts;  (v) finance.    (20 marks) 

(b) State and explain what the technical ratio specifically measure, any three (3) 

ratios that can be used to measure technical profitability in a reinsurance treaty.  
         (14 marks) 

Solution  

(a) The types of data generated by the following departments in a reinsurance organisation 

are:  

(i) Underwriting:  

• information relating to the reinsured;  

• historical performance of the portfolio to be reinsured; 

• due diligence information used to screen the reinsured. 

(ii) Claims: 

• claims from proportional treaty statements; 

• detailed claims information for individual risks, contracts and non-proportional treaties; 

• collation of claims from different sources related to a single event. 

(iii) Retrocession:  

• details of each retrocession contracts;  

• allocation of gross losses to retrocession programmes;  

• loss recoveries from retrocessionaires. 

(iv) Technical Accounts:  

• premium under proportional treaties;  

o reinstatement premium under proportional treaties;  

• premium under non- proportional treaties; 

• reinstatement premium under non-proportional treaties.  

(v) Finance:  

• account ledgers with reinsurers, intermediaries, retrocessionaires, banks etc. 

• salaries of the reinsurer;  

• other expenses of the reinsurer. 
(2 marks for each correctly stated data. Maximum of 2 data to be graded under each term. Sub-Total 

per term: 4 marks. Grand Sub-total: 20 marks) 
 

 

 

 



Page 26 of 123 
 

(b) The ratios that can be used to measure technical profitability in a reinsurance treaty are:  

• claims incurred ratio: This measures the loss ratio of a contract. It is calculated by 

dividing the claims incurred by the earned premium. The higher the loss ratio, the lower 

the potential profit on the contract;  

• commission ratio: This measures the cost of acquiring the business. It is calculated by 

dividing commissions by the premium;  

• expenses ratio: This is a measure of business efficiency in terms of administration. It is 

calculated by dividing the expenses by the premium. 

• ceded ratio: This is a measure of retrocession utilisation. A higher ratio implies greater 

dependence on retrocession. 
(2 marks for each correctly stated ratio. 1½ marks for each correct and completely stated use of what it 

specifically measures. Sub-total per ratio: 3½ marks. Grand Sub-Total: 14 marks) 
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Chief Examiner’s Comments 
Question 1 

This question tested candidates on the different approaches to fixing retention.  Almost all 

candidates (93%) answered the question but performance was poor (2%).  Many candidates did 

not understand the question and provided responses relation to factors considered in fixing 

retentions.  

  

Question 2 

This question tested candidates on the understanding of different retention options.  Over 90% 

attempted the question but with less than 35% achieving pass mark.  The poor responses of 

candidates can be attributed to poor preparation.  

 

Question 3 

This question tested candidates on tested understanding of factors to consider when designing a 

reinsurance programme.  This is a direct question but performance was average.  

 

Question 4 

This question tested candidates on territorial scope in a treaty reinsurance.  80% of the candidates 

attempted the question but only 40% achieved a pass mark.  The concept tested is very important 

in reinsurance wording and should be understood by all candidates. 

 

Question 5 

The question tested candidates’ understanding of some basic surplus treaty terms.  It was well 

attempted (95%) and performance was excellent with 84% achieving the pass mark. 

 

Question 6 

This question tested candidates on retrocession and its importance. Attempt was excellent and 

about 95% achieved pass marks. This was a very popular question and was well understood by the 

candidates. 

 

Question 7. 

The question was to test the awareness of candidates of the major international rating agencies.  

Attempt was over 75% but surprisingly only about 37% achieved the pass rate. 

     

Question 8 

The question tested candidates on the different ways of expressing premium on non-proportional 

treaty.  Attempt was (91%) and performance was good (68%). 

 

Question 9 

This is a compulsory question and covered multiple areas including source of market information, 

profit commission and allocation of losses under non-proportional treaty. All the candidates 

attempted the question but performance was very poor.  Candidates showed poor understanding of 
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the workings of non-proportional treaty.  Response to sources of market information focused rather 

on internal sources of information.    

 

Question 10 

This question tested candidates on the understanding of aggregate exposure.  About 50% attempted 

but less than half of them achieved a pass mark.  Many were able to explain the phrase aggregate 

exposing but could not state factors that determine the exposure.  This shows lack of understanding 

of the concept. 

 

Question 11 

This question was on claims documentation for proportional and non-proportional treaty.  Attempt 

was good at 67% but performance was poor at 13%. Many of the responses were written from 

direct offices’ point of view. 

Question 12 

This question tested candidates on the understanding of common treaty clauses and calculation of 

development factors of a claim’s development triangle.  Most candidates avoided this question 

(30% attempt) and less than 20% of those who attempted achieve a pass mark.  It is clear that 

candidates were ill prepared for this type of question.   

 

Question 13 

This question tested candidates on treaty claims administration and technical account.  Only about 

20% attempted the question with only 3% of them achieving a pass mark.  Many of the candidates 

displayed poor understanding of claims administration under a reinsurance treaty.  

 

Question 14 

This question tested candidates on data generated by different department of a reinsurance 

company and different performance measures.  About 77% attempted the question but with very 

poor performance as none achieved a pass mark.  The part on performance measurement was very 

poorly answered.  

 

Comments on Overall Performance 

The performance on this course was very poor with response to most questions being below par.  

Most candidates showed lack of adequate preparation for the examination and displayed poor 

understanding of basic reinsurance concepts.  Some of the responses were very vague and lack 

substance.   

 

Suggestion(s) on Improvement(s) (if any) 

Candidates should study the recommended coursebook and be familiar with current developments 

happening in the reinsurance industry. 
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 

ASSOCIATESHIP  

 APRIL 2024 DIET 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 booklet with care.   
 

• 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.   

 

• Insert your candidate’s 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 instruction do 
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 AS STATED IN THE APRIL 2024 

DIET CANDIDATES’ INSTRUCTIONS. 

SUBJECT A03 

FINANCE AND ACCOUNTING  
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 
 

A03 – FINANCE AND ACCOUNTING  
 

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 formula 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. 
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A03 
Part I 
Answer ALL questions in Part I. 
Each question carries six (6) marks. 

1. (a)  State the statement of Financial Position (Balance sheet) equation.  (2 marks) 

(b)  Briefly explain any four (4) of the following terms as elements of Financial 

Statements:  (i)  Assets;  (ii)  Liabilities;  (iii)  Equity;   

(iv)  Income; (v) Expenses.   (4 marks) 

Solution 

a. Statement of financial position (balance sheet) equation:  

Assets = Equity + Liabilities   OR  

Total Assets = Shareholders Fund + Liabilities  

b. (i)  Assets are resources controlled by an entity as result of past events from which 

future economic benefits are expected to flow into the entity. e.g land and building, plant and 

machineries, e.t.c.  

(ii)  Liabilities are present obligation of an entity arising from past events, the settlement of 

which are expected to result in an outflow of resources that embody economic benefits e.g. claim 

payable, loans and overdrafts, e.t.c.  

(iii)  Equity is the residual interest in the entity after the value of all its liabilities has been 

deducted from its assets. It can also be referred to as net asset.  

(iv).  Income is the increase in economic benefit of an entity in the form of inflow of cash, 

enhancement of assets or reduction of liabilities other than those contributed by the providers of 

equity it includes Revenue and Gains  

(v) Expenses are decrease in economic benefit of an entity in the form of outflow of cash, 

depletion of assets or increase in liabilities for. a particular period other than those with drawn by 

the providers of capital.  
(1 mark for each correct and completely stated explanation. Maximum of 4 to be graded. Sub-Total: 4 marks) 

(Grand Total: 6 marks) 

 

2. (a)  The directors of every company shall prepare from the Company's financial  

transactions, for each financial year, a (i) ……….. and (ii) a  …………account. 
          (4 marks) 
(b)  The profit and loss accounts is part of the double entry system, what is the balance 

sheet?          (2 marks) 

Solution 

(a)  A balance sheet (statement of financial position) and a profit and loss account (income 

statement).   
(2 marks for each correctly stated account name. Either on each will suffice. Sub-Total: 4 marks) 

(b) The balance sheet is a listing of balances remaining on individual accounts at a given 

date - i.e. its assets, liabilities and capital. It is not itself a ledger account.  (2 marks) 
(Grand Total: 6 marks) 
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3. List any two (2) items that are commonly found under the prepayment and & accrued 

income on the balance sheet (statement of financial position).  

Solution 

The items that are commonly found under the prepayment and accrued income on the balance 

sheet are:  

* accrued interest and rent;    * deferred acquisition cost;   

* other prepayments and accrued income  
(3 marks for each correctly stated concept. Maximum of 2 to be graded. Total: 6 marks) 

 

4. List three (3) commonly found items under the "net operating expenses" of income 

statement of an insurance company. 

Solution 

The commonly found items under the "net operating expenses" of income statement of an 

insurance company are:  

* acquisition costs;   * change on deferred acquisition cost;  

* administrative expenses;  * reinsurance commissions and profit participation.  
(2 marks for each correctly stated item. Maximum of 3 to be graded. Total: 6 marks) 

 

5. List any two (2) of the rules that guide the distribution of unrealised profits by a public 

liability company.  

Solution   

The rules that guide the distribution of unrealised profits by a public liability company are that:  

• a company shall not make a distribution except out of profit available for the purpose;  

• a company's profits available for distribution are its accumulated realised profits;  

• a company shall not apply an unrealised profit in paying up debentures.  
(3 marks for each correct and completely y stated rule. Total: 6 marks) 

 

6. Enumerate any four (4) of the six (6) types of cost accounting methods. 

Solution  

The six (6) types of cost accounting methods are:  

* cost recording;   * product costing;    * absorption costing;  

* activity based costing;  * variable or marginal costing;  * standard costing.  
(1½ marks for each correctly stated type. Maximum of 4 to be graded. Total: 6 marks) 

 

7. Long-term insurance unit-linked business both for life and pension business, have proved 

to be one of the fastest growing areas in the life assurance and most insurers now offer a 

range of such contracts. List four (4) popular types of long-term insurance funds.  

Solution 

The popular types of long -term insurance funds are:  

* managed funds   * equity fund   * fixed interest fund  * property fund  

* money fund.  
(1½ marks for each correctly stated account. Maximum of 4 to be graded. Total: 6 marks) 
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8. List any four (4) of the six items that are found in capital and reserves under liabilities 

section of a balance sheet.  

Solution 

The items that are found in capital and reserves under the liability section of a balance sheet are:  

 * subscribed capital or equivalent funds;   * share premium account;  

* revaluation reserve;      * profit or loss brought forward;  

* reserve;       * profit or loss for the financial year.  
(1½ marks for each correctly stated item. Maximum of 4 to be graded. Total:6 marks) 

 

Part II 
Compulsory Question. 
This question carries 50 marks. 

9. (a) (i) Give the name of Government organisation/department/ministry in  

charge of insurance in your country.     (2 marks)  

(ii) State the name of the current Chief Executive Officer/Governor/ 

President of the organisation/department/ministry in (i) above.(2 marks) 

(iii) Enumerate any four (4) working committees in the Nigerian Insurers’  

Association (or in your country) specifying specific function/focus of the 

working committees in general.    (6 marks) 

 

(b)  Prepare final accounts from the following information obtained from the record of 

Renewed Hope Insurance Company Limited.  

Balance Sheet/Trial Balance - 31 Dec 2018 

       N’000   N’000 

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 Bid - N30,000.00 plus written - N90,000.00.  

Provision for unearned premium at 31 December = 40% of premium written.  

ii. Commission = Unearned Commission bid N4,000.00 plus paid N12,000.00.  

Unearned Commission as at 31 December = N5,000.00  

iii.  Claims - Paid W60,000.00 less outstanding bid 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.  
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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 

(a) (i) The name of the Government department/ministry in charge of insurance in:  

Nigeria:  Federal Ministry of Finance 

Cameroun:  Ministry of Finance along with the International Association of Insurance 

Supervisors (IAIS) and the Regional Insurance Control Commission.  

Rwanda:  National Bank of Rwanda  

The Gambia:  Central Bank of The Gambia  

Sierra Leone: Sierra Leone Insurance Commission  

Liberia:  Central Bank of Liberia  
(2 marks) 

  

(ii) The current Chief Executive Officer of the organisation/department/ministry in (i) above is:  

Nigeria:  Sunday Olorunda Thomas  

Cameroun:  Louis-Paul Motaze 

Rwanda:  John Rwangombwa 

The Gambia:  Bua Saidi  

Sierra Leone: Aloysius Tarlue 

Liberia:  Samuel D. Tweah Jnr.  
(2 marks) 

 

(iii) The working committees in the Nigerian Insurers’ Association, specifying the specific 

function of each Committee are:  

• Fire Offices Committee: fire and Special Perils/Consequential Losses Policies and 

Related Issues;  

• Accident Offices Committee: General Accident Policies and Related Issues; 

• Life Offices Committee: Life Assurance Policies and Related Issues; 

• Marine Offices Committee: Marine Assurance Policies and Related Issues; 

• Motor Technical Committee: Motor Insurance Policies and Related Issues; 

• Risks, Audit And Compliance Committee: Risk, Audit and compliance Issues  

• Accounting Technical Committee: Finance and Accounting Issues   

• Human Capital Management Committee: Human Capital Issues   

• Micro Insurance Committee: Micro-insurance Policies and Related Issues; 

• Legal Committee: Legal Issues  

• Corporate Affairs Committee: Corporate Affairs Issues  

• Information Technology Committee: Information Technology Issues.  
 

Functions  

• advising the Governing Council on technical and professional matters on those relating 

to the committee as the name indicate;  

• dealing with matters that may be referred to the Committee by the Governing Council;  

• carrying out other functions as may be contained in the rules and regulations of the 

Committee;  
(1 mark for each correctly stated committee. Maximum of 4 to be graded. 2 marks for any correct and 

completely stated function. Sub-Total per Committee: 6 marks) 

(Grand Total: 10 marks)  
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(b) (i) RENEWED-HOPE INSURANCE COMPANY LTD INCOME STATEMENT FOR 

THE YEAR ENDED 31st December, 2018   (2 marks)  

      N   N  (1 mark) 

Unearned Premium     30,000      (2 marks) 

Premium Written     90,000   120,000  (2 marks) 

Less Commission Paid     12,000      (2 marks) 

Expenses Paid      10,000     (1 mark) 

Claim Paid      60,000     (2 marks) 

Agent Paid      18,000      (2 marks) 

Provision      2,100   102,100  (2 marks) 

Profit          17,900  (4 marks) 
(Sub-Total: 20 marks) 

 

(ii) RENEWED-HOPE INSURANCE COMPANY LIMITED STATEMENT OF FINANCIAL 

POSITION 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     (1 mark)   

      11,000     (2 marks) 

Overdraft      7,000    4,000 (2 marks) 

Sub-Total (20 marks)                                        

(Grand Total: 50 marks)  
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Part III 
Answer THREE of the following FIVE questions. 
Each question carries 34 marks. 

10. (a)  Define standard costing. List and explain its three (3) classifications. (18 marks)  

(b) Write short notes on any four (4) of the following cost classifications, or 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;       (16 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.           (3 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 1 mark for each correct and completely stated explanation. 

Sub-total per classification: 2 marks. Grand Sub-Total: 6 marks) 

(Grand Sub-Total: 9 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.  

(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.  

(iii)  Incremental/Marginal Cost: basically, this establishes the additional costs or revenues  

 resulting from a decision.    

(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.  

(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.        

(vi)  Sunk Costs: are those already incurred and which will be totally unaffected by the  

 proposed alternatives. They are irrelevant for decision making.     

(vii)  Opportunity Costs: are those which measure the sacrifice of choosing one  

alternative course of action which requires another alternative to be discarded. 
(4 marks for each correct and completely stated explanation. Maximum of 4 to be graded. Sub-Total: 16 

marks) 

(Grand Total: 34 marks) 
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11. (a) Outline and discuss in detail any five (5) general principles of insurance funds  

management.        (20 marks) 

(b) Write short notes on the following types of funds 

  (i) Long-Term Insurance Fund – Life    (3 marks) 

  (ii) Long-Term Insurance Fund – Unit Linked Business  (4 marks) 

  (iii) General Insurance Fund     (3 marks) 

(iv) Shareholders Fund      (4 marks) 

Solution 

(a) The general principles of insurance funds management are: 

• Legal: all types of funds will be managed with the same type of requirements an 

appropriate balance of security and income, either of which may incorporate the concept 

of maintenance of real values but bearing in mind the relevant need for liquidity.  

• Yield: it should be aim of the insurance fund investment policy to invest its fund to earn 

the maximum expected yield there on.               

• Spread: investment should be spread over the widest possible range in order to secure the 

disadvantages of unfavourable political trends.                 

• Future Trends: the fund managers should vary investment portfolio and select new 

investment in accordance with their view of probable future trends. 

• Social and Economic Factors: – the fund managers should endeavor to orientate their 

investment policy to socially and economically desirable ends. 

• Sundries: the principles above can provide the most general of guidelines, so each insurer 

will need to take a number of other factors into consideration, as such factors are peculiar 

to its circumstance some of those factors are the risks profile, overseas business liabilities, 

liquidity, taxation, e.t.c. 
(3 marks for each correctly stated principle. 2 marks for correct and completely stated explanation. Sub-

Total for each principle: 5 marks. Maximum of 4 to be graded. Grand Sub-Total: 20 marks) 

 

(b)  (i) Long-Term Insurance Fund-Life: the contracts are long terms ones. Outgo can be 

estimated reasonably accurately both to timing and amount. The catastrophe risk is unlikely to be 

significant. Premium takes into consideration that income to be earned over the period of the 

policy.           (3 marks) 

(ii) Long-Term Insurance - Unit Link: this is one of the fastest growths under this are life 

assurance where the benefits are rarely guaranteed. The preponderance of investments will often 

be dictated by the nature of the fund.       (4 marks) 

(iii) General Insurance Funds: these are the non-life funds available for investment – 

significantly they are provisions for unearned premiums and outstanding claims. The contract are 

usually short-termed. Investment income has, in recent years, become significant. (3 marks) 

(iv) Shareholders Fund: this will form the basis for the solvency margin which insures are obliged 

to maintain. It is expected to grow in line with the growth in business and investment. It is expected 

that it will provide basis for the dividends payable to shareholders.   (4 marks) 
(Sub-Total: 14 marks) 

(Grand Total: 34 marks) 
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12. (a) Define the terms “brokers” and “agent” as they relate to the insurance profession.  

State any three (3) differences between brokers and agents (not necessarily 

insurance brokers and insurance agents).           (18 marks)  

(b) Outline any four (4) functions of trade associations of insurance intermediaries.  
      (8 marks)  

(c) List and explain four (4) classes of insurance intermediaries in the UK Market.  
(8 marks) 

Solution 

(a)  Brokers are persons who act, with complete freedom, as to their choices of undertaking 

bring together with a view to the (re)insurance risks, persons seeking (re)insurance undertakings, 

carry out work preparatory to the conclusion of contracts of (re)insurance and, where appropriate, 

assist in the administration and performance of such contracts, in particular, in the event of a claim.  
(3 marks) 

Agents are persons instructed under one or more contracts, or empowered, to act in the name and 

on behalf of, or solely on behalf of, one or more insurance undertaking in introducing, proposing 

and carrying out work preparatory to the conclusion of, or in concluding, contracts of insurance, 

or in assisting in the administration and performance of such contracts, in particular - in the event 

of a claim.                    (3 marks) 

  

S/No Brokers  Agents 

1. They are independent   They are not independent 

2. They are professionally certified and must be 

competent professionally competent 

They may not be 

professionally 

3. They receive a higher rate of commission They receive lower 

commission rate 

4. They are the client’s agents   They principally represent the 

insurers 
 (2 marks for each correctly stated point. Maximum of 3 under each term. Total: 12 marks) 

 

(b) The functions of trade associations of insurance intermediaries are:  

* representation;   * advising;   * support for members;  

* members' promotion;  * training support;  

* dealing with complaints from the public on advisory basis and general  advice on 

technical matters;   * publicity; advertisement and public relation.  
(2 marks for each correctly stated function. Maximum of 4 to be graded. Sub-Total: 8 marks) 

 

(c) The different classes of insurance intermediaries in the UK Market are:  

• Lloyds' Brokers: any insurance placed with an underwriter at Lloyds must be arranged 

through a Lloyds broker who will almost certainly be regulated with IBRC. They must be 

registered and are subject to stringent financial and professional requirements.  

• Cash and Credit Agents: cash agents merely introduce business to their principal but do 

not collect premiums. They are afterwards paid a lower rate of commission than credit agents, 

Credit agents include brokers, collect premiums on behalf of their principals and usually settle 

them monthly or quarterly on account.  

• Industrial Assurance Agents: the term" agent" is this content is a misnomer. Industrial 

Assurance agents are in fact employees remunerable partly by salary and partly by commission. 



Page 39 of 123 
 

They are employed by industrial life assurance companies and collect premiums on industrial life 

policies by calling frequently at the home of policyholders usually once a month.  

• Bank and Building Societies: in recent years, there has "been an extension of the 

financial services offered by banks and building societies who now act as insurance 

intermediaries. The banks have gone so far as to establish insurance broking companies as 

separate entities.  

• Insurance Companies Employees: insurance companies employ staff to obtain business 

directly from the prospective policyholders. This may be direct sales staff. They are called 

representatives, inspectors, consultants. They may be on salary basis, commission basis or both. 

They are subject to control, regulation and training on their employers. 

• Other Agents: these are diverse in nature and size. They vary from large professional 

firms - estate agents, solicitors, accountants, e.t.c. They often bring substantial amount of 

business to the small garage proprietors selling an occasional motor policy as agent of the 

company. Their. opportunity to sell insurance is secondary to their main activities.  
(1 mark for each correctly stated class. 1 mark for any correct and completely stated explanation. Sub-total 

per class: 2 marks. Maximum of 4 classes to be graded. Sub-Total: 8 marks) 

(Grand Total: 34 marks)  

 

13.  (a)  Is supervision necessary for the insurance industry. Justify your response with at  

least seven (7) supporting arguments.     (24 marks)  

(b) Authorisation to write new business may be withdrawn on the discretion and or  

directive of the Regulator. Enumerate any five (5) circumstances in which such 

power can be invoked.       (10 marks)  

Solution 

(a) Yes, supervision is necessary for the insurance industry.    (3 marks) 

The reasons supervision is considered necessary for the insurance industry are:  

• requirements for compulsory insurance (not strictly control of insurers, but clearly related 

in that it creates a demand and gives the State an even stronger duty to ensure that insurers 

are secured;  

• authorisation of insurers for some or all classes of business;  

• control of managers, e.t.c.;  

• regulation of premium rates;   

• regulation of policy conditions;  

• limitation of expense charges;  

• financial requirements - deposits, minimum capital, solvency;  

• requirements for annual (or more frequent) returns;  

• powers of direction and other interventions (particularly relating to assets);  

• controls on advertising and marketing;  

• controls on intermediaries, commission payment, e.t.c.;  

• nationalisation and the probabilities of overseas competition;  

• compulsory compensation schemes for affected policyholders and claimants.  
(3 marks for each correct and completely stated reason. Maximum of 7 to be graded. Sub-Total: 21 

Marks. Grand Sub-Total: 24 marks) 
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(b)  Some circumstances where the authorisation to write new business may be withdrawn on 

the discretion and/ or directive of the Regulator are:  

• at the request of the company  

• if the company has failed to satisfy an obligation imposed by the Act  

• if there exist a ground which would stop the Regulator ~rom issuing an authorization  

• if the company has ceased to be authorized in the State where its head office is situated  

• where it ceases to carryon insurance business of a particular class or classes  

• where it has not commenced business in a class within twelve months of authorization.  
(2 marks for each correct and completely stated circumstance. Maximum of 5 to be graded. Sub- 

Total: 10 marks) 

(Grand Total: 34 marks) 
 

14. (a)  There are many interested parties in the financial statement of an insurance  

company. List four (4) of the interested parties and state two respective areas of 

interest.           (16 marks)  

(b)  (i) Define the term "solvency margin.     (2 marks)  

(ii)  By way of a simple equitable equation, state any two (2) of the three (3) 

different ways that solvency margin can be calculated.  (6 marks)  

(c) In any audited accounts of a publicly quoted company in Nigeria, there are 

required to be some financial statements/notes on the presented financial 

statements. Concisely enumerate any four (4) of those statements. 
(10 marks)  

Solution 

a) The interested parties in the financial statement of an insurance company and their respective 

areas of interest are as tabulated below:     

 

Interested Party Areas of Interest 

Shareholders * return on their investments i.e. profits, dividends, capital growth;  

* stability of the company, its solvency and whether there may need for it 

to raise extra capital;  

* future profitability of the company, including the type and spread of its 

business.  

Policyholders * stability of the company including its solvency margin as a guarantee of 

its ability to meet the obligations to them;  

*whether they are getting value for money or if the premiums include 

undue profit margins.  

Investment 

Analysts and 

Commentators 

* performance of the company's shares which depends on market 

perception of the future;             * types and spread of business;        

* profitability;                             * distributable reserves;  

* dividend policy;                       * management policy;  

* ability as well as general economic trends. 

Reinsurance 

Security  

Advisors 

* soundness of the company's underwriting;  

* security of the company as shown in the solvency;  

* durability of the company;  

* strength of any group to which the company belongs. 

Other Insurers * underwriting and profit comparisons;  
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* marketing policy and developments.  

Internal 

Management 

* efficiency and profitability of the company as a whole;  

* efficiency and profitability of their own departments or areas of influence  

future planning. 

Staff * profitability of the company (particularly where profit sharing exist);  

* security of the company, including possibilities of takeover;  

* ability of management;  

* future plans.  
(2 marks for each correctly stated party. 1 mark for any correctly stated area of interest. Maximum of 2 areas 

of interest to be graded under each party. Sub-Total per party: 4 marks. Maximum of 4 parties to be graded. 

Grand Sub-Total: 16 marks) 
 

(b) (i) Solvency margin is the amount of an organisation’s liabilities over the organisation’s assets.  
(2 marks) 

 

(ii)  The three (3) different formula/ways that solvency margin can be calculated are:  

(i) Net Asset (Solvency Margin)  

Annual Premium Income     OR 

(ii) Actual Solvency Margin  

Required Solvency Margin    OR  

(iii) Premium Written in the Year  

Net Assets at end of the Year.  
(3 marks for each correctly stated formula/way. Maximum of 2 to be graded. Sub-Total: 6 marks) 

 

(c) The statements that a publicly quoted company in Nigeria is required to prepare in line with 

IAS 1 which is on presentation of financial statements are:  

• a statement of financial position as at the end of the reporting period;  

• a statement of comprehensive income for the reporting period;  

• a statement of changes in the equity for the period;  

• notes comprising a summary of significant accounting policies and other explanatory 

information;  

• a statement of financial position as at the beginning of the earliest comparative period 

when an entity applies an accounting policy retrospectively or makes retrospective 

restatement of items in its financial statements or when it reclassifies items in its 

financial statements. 
(2½ marks for each correct and completely stated statement.  Maximum of 4 to be graded. Sub-Total: 10 

marks) 

(Grand Total: 34 marks) 
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Chief Examiner’s Comments 

Question 1 

The question tested candidates’ knowledge of the accounting equation and also explanation of 

some key accounting terms. The question was well attempted by many candidates (98.73%) while 

96.20% obtained a pass mark. This is an impressive performance and indicates that candidates 

must or this aspect of the syllabus very well. Candidates are advised to keep it up in their future 

examinations. 

 

Question 2 

The examiner tested candidates’ knowledge of statutory requirement of director for preparation of 

financial statements and the knowledge of balance sheet. All the candidates attempted the question 

(100%) but the performance was about 67%.09% The performance is good but some of the 

candidates find it difficult to interpret the question. Candidates are advised to take the statutory 

aspect of the course book also very serious. 

 

Question 3  

This question tested candidates’ knowledge about prepayment and accruals. The question was well 

attempted (95.57%) but only 51.27% obtained a pass mark. Majority of the candidates could site 

examples of actuals and prepayment in the financial statement. Candidates are advised to get 

themselves acquired with this basic knowledge. 

 

Question 4   

All the candidates attempted the question (100%) but only 53 candidates representing 34% of those 

who attempted the question passed. The question tested the candidate’s knowledge of identifying 

certain final accounts items of an insurance company. The performance was impressive. 

Candidates are advised to take their study more serious to enhance their performance in the future 

examination. 

 

Question 5 

The question tested the knowledge of the candidate about the rules that guide the distribution of 

unrealised profits by a public liability company. 72.15% of the candidates attempted the question 

but only 46.49% obtained a pass mark. This performance is not encouraging as more than 50% of 

the candidates who attempted the question did not have the idea of those basic rules. Candidates 

need to do more by study harder for excellent performance for their future examination. 

 

Question 6    

The examiner tested candidates’ knowledge of types of cost accounting methods. The question 

was well attempted by candidates (97%) while 88% of those attempted the question obtained a 

pass mar. this is an impressive performance. Some candidates wasted their time on this question 

by going beyond examiners requirements. Candidates are advised to read and understand the 

question as well as follow the instruction. 

 

Question 7 

The question tested candidates’ knowledge of long-term insurance fund. The question was 

attempted by more than 92% but performance was below average (about 37%). The candidates did 
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not familiarise themselves with this aspect of the course book candidates are advised to always 

prepare very well for their examination to enhance their future performance.  

 

Question 8 

The examiner tested candidates’ knowledge of the basic items that are found in the capital and 

reserved in the labilities section of a balance sheet. About 96% attempted the question but the 

performance was 21%. This is not encouraging. Candidates’ major pitfall was their poor 

understanding of the question requirements. Candidates are advised to always prepare very well 

for the examination.  

 

Question 9 

This is a compulsory question that tested candidates’ knowledge of preparation of a simple final 

account of an insurance company. All the candidates attempted the question (100%) but the pass 

rate is 6%. The approach of majority of the candidates show that they did not prepare adequately 

for this type of which had been tested before. Candidates should take this course much serious and 

study harder for the future examination.  

 

Question 10 

The question tested candidates’ knowledge of standard costing and an explanation of its 3 

classifications. The second part tested the basic explanation of some cost classifications. About 

75% of the candidates attempted the question and their performance was good (70%). The major 

pitfall was the poor knowledge in the area of classes of standard costing. Candidates are advised 

to always prepare very well for the institute’s future examinations. 

 

Question 11 

The question tested candidates’ knowledge of the general principles of insurance funds 

management and also about the types of long- term funds. The number of candidates that attempted 

the question was very low (13.29%) but about 71% of candidates that attempted the question 

passed. It appeared that many candidates did not attempt the question as a result of lack of adequate 

preparation. 

 

Question 12 

The question tested candidates’ knowledge of brokers and agent as well as types and functions od 

intermediaries and their association. 62.66% attempted the question but 44.74% obtained pass 

marks. The performance was below average. Candidates are advised to study harder in future 

examinations. 

 

Question 13 

The examiner tested candidates’ knowledge of the need for supervision in the insurance industry. 

The second part of the question tested the circumstances in which the power of the regulator can 

be invoiced to withdraw the authorisation to write new business. About 61% of the candidates 

attempted the question and the performance was good (69%). Their major pitfall was poor 

knowledge in the area of discretional power of the Regulator to write new business. Candidates 

are advised to prepare better for future examinations. 
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Question 14  

This question tested candidates on knowledge of solvency margin. 81.65% of the candidates 

attempted the question whereas 67% of them obtained a pass mark. It was alarming that none of 

the candidates was able to define the term solvency margin correctly. Candidates are advised to 

take this part of the course book very serious while preparing for future examinations.  

 

Comments on Overall Performance 

The overall performance was not unimpressive even though it was a better performance when 

compared with previous diets. Candidates need to take more interest in this course. it is very clear 

that candidates perform better in finance aspect of the course than the accounting part of the course. 

This should not be the case in the future examination. 

 

Suggestion(s) on Improvement(s) (if any) 

There is need to increase the number question on accounting aspect to enable candidates take the 

aspect of the course more serious. 
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 
 

A04 – PRINCIPLES OF PROPERTY AND PECUNICARY INSURANCES  
 

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 formula 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. 
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A04  
Part I 
Answer ALL questions in Part I. 
Each question carries six (6) marks. 

1. (a) Enumerate any two (2) other names that fidelity guarantee is known amongst  

insurers.         (2 marks) 

(b) Enumerate any four (4) types of insurance industry intermediaries in your  

country.         (4 marks) 

Solution  

(a) The other names that fidelity guarantee is known amongst insurers are:  

* fidelity insurance;  *theft by employee insurance;  *staff honesty policy.  
(1 mark for each correctly stated name. Maximum of 2 to be graded. Sub-Total: 2 marks)  

 

(b) The different types of insurance industry intermediaries in (most)/my country are:   

* insurance brokers;  * insurance agents;  * Lloyd’s brokers;  * staff agents;   

* bancassurance agents; * home Service representatives or in- house agents;  

* freelance registered agents *consultants;  * fin-techs;  * disruptors.  
(1 mark for each correctly stated type. Maximum of 4 to be graded. Sub-Total: 4 marks) 

(Grand Total: 6 marks) 
 

2. (a) Explain the meaning of insurance policy excess.   (2 marks) 

(b)  State the difference between policy excess and franchise.   (4 marks) 

Solution  

 (a)  Insurance policy excess is part of financial loss or risk the insurer prefers that the insured 

retain, as part of sharing in the risk. When loss occur (common to almost all classes of property 

insurance) insurer will pay for such claim but removing the amount of policy excess 

compulsorily imposed (by the insurer) and specify in the insurance policy. It is also applied in 

order to make the insured to be a co-insurer and to be safety conscious. It also reduces the flow 

of low amount claim and administrative cost associated.  
(2 marks for each correct and completely stated point. Maximum of 1 to be graded. Sub-Total: 2 marks) 

 

(b)  The difference between policy excess and a franchise is that while excess is imposed by 

insurer and the amount is usually deducted from the agreed amount of the claim but franchise is 

any amount of claim on the policy insured decides to pay without passing same to insurer for 

payment at all, provided it is below the agreed franchise amount, However once the amount of 

loss/claim is more than the franchise, the total amount will be passed to the insurer who is 

obliged to pay all/in full.  
(2 mark for each correct and completely stated point under each term. Sub-Total per term: 2 marks. Grand 

Sub-Total: 4 marks)  (Grand Total: 6 marks)  

 

3. Enumerate the main risk that is mainly insured under business interruption insurance and 

give the standard definition (by insurers) of that main risk.  

Solution  

The main risk that is mainly insured under business interruption insurance is the gross profit; 

which is regarded as the sum insured (2 marks) The gross profit is defined as the amount by which 

the sum of the turnover and the value of the closing stock (1 mark) shall exceed (2 marks) the 

value of the opening stock and the specified working expenses (1 mark).  
(Grand Total: 6 marks) 
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4. State a reason each on why rates applicable/chargeable on the following risks are not 

usually reduced. notwithstanding lowering of rates generally in other areas of insurance:  

 (i) bakers’ shops;  (ii) butchers’ shops;   (iii) chips’ shops. 

Solution  

The reasons why rates applicable/chargeable on the following risks are not usually reduced are as 

stated below:  

Shop Reasons for High Package Premium Rates 

Bakers Heat processes represent increase fire risk.  

Baking machinery increase employers’ liability risk in the package.  

Butchers Cutting machinery represent hazard.  

Chips High fire hazard due to fat frying equipment.  
(2 marks for each correct and completely stated reason under each term. Maximum of 1 reason to be 

graded under each term. Sub-Total per term: 2 marks. Grand Total: 6 marks) 

 

5. Enumerate any physical hazard and any two (2) moral hazards that can be noticed in  

business interruption insurance that might deter or discourage a prudent underwriter from 

going ahead from granting cover. 

Solution  

Physical hazards noticeable in business interruption insurance that will deter or discourage a 

prudent underwriter from going ahead from granting cover are:  

• bad housekeeping that could aid material damage;  

• keeping of highly flammable and other hazardous products in stocks;  

• production passes through a bottle-neck which has high fire hazard.  
(2 marks for each correct and completely stated hazard. Maximum of 1 to be graded. Sub-Total: 2 

marks) 

 

Moral hazards noticeable in business interruption insurance that will deter or discourage a 

prudent underwriter from going ahead from granting cover are:  

• unwillingness by insured to provide two or more channels for production;  

• unwillingness to remove or reduce any identified hazard;  

• unwillingness to keep good financial record.  
(2 marks for each correct and completely stated hazard. Maximum of 2 to be graded. Sub-Total: 4 marks) 

(Grand Total: 6 marks) 

 

6. In accessing underwriting performances, comparing previous years with present result  

is important. Enumerate any three (3) purposes that this comparison achieves in the 

underwriting process.  

Solution  

The purposes that this comparison achieve in the underwriting process are that:  

• it will identify the effect on the account (including occurring profit) of plans made in 

previous years;  

• it will identify the trends in income and expenditure and also the effect of these on 

profits;  

• it enables the insurer to make new plans;  

• it enables the insurer to revise old plans and make necessary adjustments;  

• the more likely are plans for the future, and producing the required results.  
(2 marks for each correct and completely stated purpose. Maximum of 3 to be graded. Total: 6 marks) 
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7. What is the main “promise” that a property and pecuniary insurer is selling; and state any 

two (2) processes that usually form the success of any insurance claim process in an 

insurance firm.  

Solution  

 “Promise to pay claim” is the main “promise” that property and pecuniary insurer is selling.  
(2 marks)  

The processes that usually form the success of any insurance claim process in an insurance firm 

are:  

• speed in setting up the necessary investigation as soon as the claim is notified;  

• accuracy in investigating all the facts of the damages, confirm all accuracy of policy 

details;  

• speed and accuracy take account of the basis of settlement and any other interests in the 

policy /loss.  
(2 marks for each correct and completely stated process. Maximum of 2 to be graded. Sub-Total;: 4 marks) 

(Grand Total: 6 marks) 

 

8. List any three (3) main risks that can be associated with testing and commissioning of 

heavy plants and any three (3) of the works that may be involved.  

Solution  

The main risks that can be associated with testing and commissioning of heavy plants are:  

* total breakdown of plant;    * partial breakdown of plant;  

* fire damage;     * explosion;  

* collapse and damage to surrounding property.  
(1 mark for each correct and completely stated risk. Maximum of 3 to be graded. Sub-Total:3 marks) 

 

The works that may be involved are:  

* testing of various kinds;    * commissioning;  

* maintenance;     * staff training;  

* operation of the completed works.  
(1 mark for each correct and completely stated risk. Maximum of 3 to be graded. Sub-Total:3 marks) 

(Grand Total: 6 marks) 

 
Part II 
Compulsory Question. 
This question carries 50 marks. 

9. (a) Give the full name of the current:  

(i) Commissioner for Insurance in Nigeria;  

(ii) President/Chairman of Council, Chartered Insurance Institute of Nigeria; 

(iii)  Chairman, Nigerian Insurers Association  

(iv) President/Chairman of Council, Nigerian Council of Registered Insurance 

Brokers  

(v) President/Chairman of Council, Institute of Loss Adjusters of Nigeria.  
(10 marks) 

(b)  Enumerate and describe any five (5) types of engineering insurance businesses that 

can/are globally transacted sold in most insurance markets including that of your 

country.         (10 marks) 
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(c)  You are a consultant on insurance particularly on contract work to the World Bank. 

The Bank has decided to invest in heavy engineering projects worldwide, but more 

in developing countries. Enumerate through report (copy of which will be sent to 

the Minister of Finance through the Commissioner for insurance in your country) 

any eight (8) types of applicable heavy engineering projects, with relevance to 

insurance and the territory of the proposed investment(s).   (18 marks) 
 

(d)  What roles are meant for competent persons in relations to the projects, insurance 

arrangement and your recommendation?    (12 marks) 

Solution  

(a) The full name of the current holders of these positions are:  

(i) Commissioner for Insurance in Nigeria: Olorunda Sunday Thomas;  

(ii) President/Chairman of Council, Chartered Insurance Institute of Nigeria: 

Edwin Friday Igbiti;  

(iii)  Chairman, Nigerian Insurers Association: Olusegun Omosehin 

(iv) President/Chairman of Council, Nigerian Council of Registered Insurance 

Brokers: Babatunde Oguntade 

(v) President/Chairman of Council, Institute of Loss Adjusters of Nigeria: Mr. 

Diipo Olanrewaju  
(2 marks for each correctly stated name. Sub-Total: 10 marks) 

 

(b)  The types of engineering insurance businesses transacted that can/is globally sold in most 

insurance markets including that of my country are:  

• Machinery Breakdown: this will cover the machinery against breakdown sudden and 

unforeseen including liability;  

• Boiler Explosion: the insurance to cover the boiler in case and related liabilities;  

• Erection All-Risk: insurance for all equipment and plant that requires erection and 

attendant risk that follow such erection;  

• Contractor All-Risks: this is for building and civil engineering works;  

• Deterioration of Stock: the insurance to cover stock in cold room and stock is storage they 

can suffer damage due to failure of electricity;  

• Computer and Other Electronics Equipment Insurance: all risk insurance cover 

computer and related systems;  

• Business Interruption: this is consequential loss and gross profit loss due to occurrence 

of material loss;  

• Contractors Plant Insurance: this is for mainly contractors plant only against damages, 

collapse and other form of agreed perils with insurer by home foreign market; 

• Contract Works Insurance: this are insurance that will satisfy the ICT clauses.  
(1 mark for each correctly stated type. 1 mark for each correct and correctly stated explanation. Sub-Total 

per type: 2 marks. Maximum of 5 to be graded. Sub-Total: 10 marks) 

 

 (c) Candidates are required to show that it is a report (1 mark) to the World Bank President (1 mark) 

copying the Minister of Finance (1 mark) through (2 marks) the Commissioner for Insurance (1 

mark). The report is required to state the availability of contract works insurance (2 marks). The 

report must mention knowledge of the territory where the investment(s) will be placed (2 marks).  
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The types of applicable heavy engineering project on worldwide investment programs including 

developing countries can be on:  

 * nuclear large power stations;  * thermal power stations;  * steel plants;  

 * petroleum refining;    * hydroelectric schemes;   

* petrochemical complexes, crude oil explorations;  

 * dams and turbines;    * irrigations and tunnels;   

 * bridges spanning wide rivers;  * oil and gas pipelines;  

 * long cross country water.  
(1 mark for each correctly stated project. Maximum of 8 to be graded. Sub-Total: 8 marks) 

(Grand Sub-Total: 18 marks)  
 

(d) The roles that are meant for competent persons in relations to the projects, insurance 

arrangement and my recommendations are as explained below:  

• Competent Person: there can be inspection by competent person on the insurances. 

Proper examination of plants, boilers and any engineering equipment for good 

performance, ensuring also acceptable maintenance that promotes lifespan of equipment 

and reduce liabilities. There can be no engineering insurance without 

examination/inspection by competent person. 

• The Roles of Competent Person: came into force through relevant laws; factory and 

workshops Acts; and also carry out periodic examination of steam boilers; and hold’s 

relevant qualification and experience on relevant engineering project.  
(3 marks for each correct and completely stated explanation. Maximum of 2 to be graded under each 

phrase. Sub-Total per phrase: 6 marks. Grand Sub-Total: 12 marks) 

(Grand Total: 50 marks) 

 

Part III 
Answer THREE of the following FIVE questions. 
Each question carries 34 marks. 

10. (a)  Enumerate what is insured under/in credit insurance and explicitly specify any two  

(2) scenarios of how it can be carried out.            (10 marks) 

(b) Discuss, with two (2) points each, the four (4) forms of cover under the domestic 

range of credit covers available.             (20 marks) 

(c) State any two (2) purposes of the co-insurance element of credit insurance. (4 marks) 

Solution  

(a) Credit insurance is the insurance cover that is initiated in order to provide indemnity to a 

supplier in the course of a any business transaction that such is required.   (4 marks) 

 

It can be carried out in any of the following ways:  

• to a supplier who has a contract or an agreement to supply, with evidence of delivery, but 

might be/is unable or unwilling to meet the amount payable;  

• on goods supplied which payment by the customer has been a promise to pay at a later 

date;  

• on any commercial transaction carried out on credit.  
(3 marks for each correct and completely stated way. Maximum of 2 to be graded. Sub-Total: 6 

marks. Grand Sub-Total: 10 marks) 
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(b) The four (4) forms of cover under the domestic range of credit covers available are:  

        (i)   Whole Turnover Policy: this cover include:  

• entire credit of trading organisation;  

• rate of premium average for good with the not so good risks;  

• insured automatically covered for the credit they give to any customer up to 

“discretionary limit”;  

• hazardous risks is minimised by underwriter through discreet enquires into 

customer’s rating based on his credit limit.  

(ii) Principal Customer Policy 

• entire credit of trading organisation;  

• rate of premium average for good with the not so good risks;  

• insured automatically covered for the credit they give to any customer up to 

“discretionary limit”;  

• hazardous risks is minimised by underwriter through discreet enquires into 

customer’s rating based on his credit limit;  

• related only to assigned principal customers;  

• indemnity here is between 85% and 90%.  

(iii) Specific Amount Policy 

• very popular but not widely offered to avoid selection against insurer;  

• available for specified “target” risks i.e customers with hazardous credit risks;  

• credit limits are specified per customer;  

• insurer can/may offer reduced credit limits;  

• indemnity insurance can be 75%.  

(iv) Single Contract Cover  

• specific account on contract value;  

• indemnity limit may be imposed;  

• specified amounts/contracts only are being insured;  

• indemnity limits may be imposed.  
(Candidates are required to discuss these four types. 3 marks for each correctly stated type. 1 mark for each 

correct and completely stated point under each type. Maximum of 2 points to be graded. Sub-total per type: 5 

marks. Grand Sub-Total: 20 marks)  
 

(c) The purposes of co-insurance element of credit insurance are that:  

• credit insurance will not provide seller with whole of their loss so the seller become co-

insurer of the credit risk;  

• to eliminate the insured mark-up/ extra gains;  

• to maintain the insured active interest in selecting carefully the customers for credit;    

• to make insured/supplier interested in going after and pursuing recovery of debt 

promptly.  
(2 marks for each correct and completely stated purpose. Maximum of 2 to be graded. Sub-Total: 4 marks) 

(Grand Total: 34 marks)  
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11. (a)  (i) List six (6) possible means/ways that a new underwriter can acquire  

insurance prospects.       (12 marks) 

(ii) Which last information/instruction will an underwriter expect to receive 

from a broker before commencing cover?    (2 marks) 

(b) Explicitly enumerate any five (5) duties of parties to a construction contract, 

irrespective of the contract forms that are different from one to the other.  
          (20 marks) 

Solution  

(i) The possible means/ways that a new underwriter can acquire insurance prospects are:  

• through visit to places near homes, through visit to school, old students/mates;  

• through visit to club and other places of interest;  

• through friends, family and acquaintances;  

• through proposal from/arriving from the post;  

• through direct phone calls;  

• through brokers/ broking slips;  

• through information directly from insurance department of large companies;  

• through an office agents, representatives and freelance agents;  

• through local solicitors, banks  

• through other insurer, i.e co-insurance - 1 mark 
(2 marks for each correct and completely stated mean. Maximum of 6 to be graded. Sub-Total: 12marks) 

 

(ii) The last information/instruction will an underwriter expect to receive from a broker before 

commencing cover are the closing instructions from insurance brokers.            (2 marks) 

 

(iii) The duties of parties to a construction contract, irrespective of the contract forms that are 

different from one to the other are:  

• the contractor has a duty to complete the works, for the employer;  

• the contractor has to indemnify the employer in respect of his legal liability to pay 

damages to third parties even in respect of the liability due to the employer’s own 

negligence;  

• the contractor has to maintain suitable liability insurance to back up the indemnity given 

in ICT 20, 21;  

• the contractor has to maintain a joint names policy, in respect of the works and materials;  

• the contractor is fully responsible for the care of the works and to insure the works;  

• the contractor is responsible for accidents and damage and also responsible for the 

insurance of the works;  

• all responsibility for loss and damage is placed on plant hirer;  
(4 marks for each correct and completely stated duty. Maximum of 5 to be graded. Sub-Total: 20 marks) 

(Grand total: 34 marks) 

 

12. (a) List six (6) issues that the representative of an insurer is expected to confirm  

before processing a property and/or pecuniary loss/claim.  (12 marks) 

(b) Explain four (4) healthy relationships that is expected to exist between underwriters 

and claims handlers.        (10 marks) 
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(c) Enumerate any six (6) procedures for handling property and/or pecuniary claims, 

which are general procedures (though could be varied) from one underwriter to the 

other.          (12 marks) 

Solution  

(a) The issues that the representative of an insurer is expected to confirm before processing a 

property and/or pecuniary loss/claim are to:  

• establish that the damage was caused by an insured peril;  

• confirm that that the damage was during insured periods;  

• confirm that as at the time of incepting the insurance interest was present;  

• confirm that as at the time of loss/damage insurable interest is present and undivided;  

• confirm no breach of warranty of relevant policy conclusion;  

• confirm premium has been paid or agreed to be paid;  

• confirm of there are other insurers;  

• confirm at the beginning of notification that loss was not deliberately caused;  

• confirm that the person making claim has right to such/to make claims. 
 (2 marks for each correct and completely stated issue. Maximum of 6 to be graded. Sub-Total: 12 marks) 

(b) The healthy relationships that is expected to exist between underwriters and claims 

handlers are:  

• trust and co-operation because the underwriter believe that the claim handler will identify 

losses which are insured from those not insured;  

• the underwriter must ensure that the insurance documents/policy made available to claim 

handler are adequate, correct accurate and contains all the basis upon which the claim can 

be settled;  

• that the underwriter does not have pre-conceived and nonfactual mind about the claim;  

• willingness to abide by claim handler recommendations and suggestion or future way of 

preventing such loss;  

• readiness to pay all dues and adequately pay the claim handler and timely. 
(2½ marks for each correct and completely stated relationship. Maximum of 4 to be graded. Sub-Total: 10 marks) 

(c) The procedures for handling property and/or pecuniary claims as could be varied from one 

underwriter to the other are:  

* losses/ claim can be received on phone;  * letter and statement of claim received;  

* check and update file policy file;  * send claim form for completion 

* claim file opened with policy detail print out of the computer record;  

* send a member of staff for on the sport inspection & assessment;  

* inform co-insurers and brokers (if any);  * contact third party accordingly;  

* determine if claim is small for in house assessment and work out amount of claim payable 

* if claim is large and complex, involve a specialists/loss adjuster;  

* receive & renew adjuster report;   * make deposit payment/cash call;  

* receive final adjusters report;   * calculate total claim payable;  

* dispatch acceptance/discharge to the claimant;   

* make final payment;   * pursue recovery/inform reinsurance department.  
(2 marks for each correctly stated procedure. Maximum of 6 to be graded. Sub-Total: 12 marks) 

(Grand Total: 34 marks) 
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13. (a)  Bearing in mind the principle of contribution, state four (4) conditions that must  

be present before contribution can take place.    (14 marks) 

(b) Explain what will happen to a claim submitted and adjusted when the property is 

covered by two different policies and each policy contains no contribution clause.  
         (10 marks) 

(c)  Enumerate four (4) duties of the policyholder under construction business 

interruption claim.       (10 marks) 

Solution  

(a) The conditions that must be present before contribution can take place, bearing in mind the 

principle of contribution, are:  

• the policy must cover the same property common to them all;  

• the perils insured against which cause the loss must be common to all;  

• the same insured interest in the loss must be common to all policies;  

• the policies must be in force at the time of the loss;  

• the policies must be contracts of indemnity.  
(3½ marks for each correct and completely stated procedure. Maximum of 6 to be graded. Sub-Total: 12 

marks) 

 

(b) When a claim is submitted and adjusted on a property that is covered by two different 

policies and each policy contains no contribution clause, the claim processor will required to treat 

as follows:  

• remember that some policies contain an “other insurances condition” which totally 

excludes any loss damage or inability insured under another policy;  

• remember that the “non-contribution clause” override a wording under another policy 

which is on ratable proportion basis;  

• understand that in all such circumstances, the contribution condition remains established;  

• therefore, the loss/claim will be paid 50%/50% in favour of each of the two underwriters.  
(5 marks for the concluding part. 5 marks for any correct and completely stated explanation/justification. 

Sub-Total: 10 marks)   
   

(c)  The duties of the policyholder under construction business interruption claim are:  

• to give notice of the loss /damage;  

• to act diligently with all necessary assistance in reducing further loss;  

• to submit a statement and particulars of claim as soon as possible;  

• to produce all proofs, evidences and facilities as required for the investigation and 

verification of the claim;  

• not to make any fraudulent attempt or exaggerated claim.  
(2½ marks for each correct and completely stated duty. Maximum of 4 to be graded. Sub-Total: 10 marks) 

(Grand Total: 34 marks) 
 

 

 

 

 

 

 

 



Page 56 of 123 
 

14. (a) Define work equipment and enumerate five (5) scopes of work equipment under  

the Provision and Use of Work Equipment Regulations (PUWER).           (13 marks) 

(b)  When insuring equipment, there is need for machinery inspection. State any two 

(2) distinct periods when inspection of machinery necessary?                    (7 marks) 

(c)  In circumstances where an in-house employee is the one that is directed to carry 

out a machinery inspection, enumerate any four (4) conditions that are critically 

important and necessary to be on ground.               (14 marks) 

Solution  

(a)  Work equipment is defined as any machinery, appliance, apparatus, tool or installation for 

use at work (exclusive or not)                (3 marks) 

The scopes of work equipment under The Provision and Use of Work Equipment 

Regulations (PUWER) are:  

* tool box tools;   * single machines;   * ladders cleaners;  

* laboratory apparatus;  * lifting equipment;   * pressure water cleaners;  

 * paper making line or enclosure.  
(2 marks for each correctly stated scope. Maximum of 5 to be graded. Sub-Total: 10 marks.  

(Grand Sub-Total: 13 marks) 
 

(b)  The distinct periods when inspection of machinery are necessary when insuring equipment 

are:  

• when there could be risk from incorrect installation or re-installation;  

• when there can be major risk from deterioration;  

• when there are exceptional circumstances which could affect the safe operation of 

the work equipment. 
(3½ marks for each correct and completely stated period. Maximum of 2 to be graded. Sub-Total: 

17marks. 

(c) In circumstances there an in-house employee is the one that is directed to carry out a 

machinery inspection, the conditions that are critically important and necessary to be on ground  

are:  

• the employee must have sufficient knowledge of the equipment;  

• the knowledge of the employee should enable them to know what to look at;  

• the knowledge and understanding to know what to look for (fault finding);  

• knowledge to know what to do reporting the fault;  

• the knowledge to how to create the record;  

• the ability to be able to accurately complete the record.  
(3½ marks for each correct and completely stated circumstance. Maximum of 4 to be graded. Sub-Total:10 

marks)  (Grand Total: 34 marks) 
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Chief Examiner’s Comments 

Question 1 

About 90% of all the candidates attempted this question. About 58% understood the question and 

scored above average marks. Majority could not get the answer because of hazy knowledge/study.  

 

Question 2 

The question was well attempted. Over 75% of candidates attempted it but less than 30% answered 

it correctly and/or passed. 

 

Question 3 

This question was attempted by 65% of the candidates. Less than 50% answered correctly.   

 

Question 4 

This question was also attempted by 65% of the candidates. Less than 35% recorded appreciable 

marks. Generality of the candidates had little knowledge of the question. 

 

Question 5 

This was a coursebook question on physical and moral hazards of business. Only 53% of 

candidates who attempted the question scored above average in the question.  

 

Question 6 

The question tested candidates on underwriting performance and only 51% of the candidates 

understood the question.  

 

Question 7 

The question tested candidates on definition of business interruption. There seem to be an 

understanding of the question by the candidates as over 50% scored above average.  

 

Question 8 

Although this was a compulsory question, 19% of the candidates did not attempt the question and 

those who attempted it performed well.  

 

Question 9 

All the candidates attempted this question but majority scored below average, which can be 

adduced to poor preparation and failure to follow current trends in the industry. Performance was 

below average.  

 

Question 10 

75% of the candidates attempted this question and 35% of them scored above average.  

 

Question 11 

80% of the candidates attempted this question and 45% of them scored above average.  

 

Question 12 

98% of all the candidates attempted the question and 50% of them scored above average with very 

impressive performances. 
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Question 13 

98% of all the candidates attempted the question and 50% of them scored above average with very 

impressive performances. 

 

Question 14 

20% of the candidates attempted this question notwithstanding the fact that the questions were 

coursebook questions. 40% scored below average.  

 

Comments on Overall Performance 

Candidate must continually be encouraged to prepare for examination. They must read to 

remember and put down what they have studied. From majority of the answers provided by the 

candidates, it was deduced that the candidates did not prepare adequately for this course.  

 

Suggestions on Improvement(s) (if any) 

The Institute must continue to engage with the candidates and also make sure that the candidates 

have the required coursebook and prepare adequately for the examination.  
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 

ASSOCIATESHIP  

 APRIL 2024 DIET 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 booklet with care.   
 

• 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.   

 

• Insert your candidate’s 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 instruction do 
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 AS STATED IN THE APRIL 2024 

DIET CANDIDATES’ INSTRUCTIONS. 

SUBJECT A05 

LIFE ASSURANCE  
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 
 

A05 – LIFE ASSURANCE  
 

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 formula 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. 
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A05 
Part I 
Answer ALL questions in Part I. 
Each question carries six (6) marks. 

1. Outline any three (3) forms of term assurance.  

Solution  

The various forms of term assurance are:   

* level term assurance;  * renewable term assurance;  * convertible term assurance; 

* decreasing/reducing term assurance;  * increasing term assurance. 
(2 marks for each correctly stated form. Maximum of 3 to be graded. Grand Total: 6 marks)  

 

2. Explicitly define the following terms: 

(a)  life assured;   (ii) assured;   (iii) proposer.  

Solution  

(a)  Life Assured: The person on whose life the policy depends.  

(b)  Assured: The original owner of the policy, who will receive the benefits of it. 

(c)  Proposer: A person who applies for a life policy.  
(2 marks for each correctly stated definition. Grand Total: 6 marks)  

 

3. (a) What is an absolute assignment?      (2 marks) 

 (b) State the two (2) main types of payouts/claims in life assurance policies.  
(4 marks) 

Solution  

(a) An absolute assignment is the complete transfer of the policy, either by way of sale or as 

a gift.          (2 marks) 

(b) The two main types of payouts/claims in life assurance policies are:  

(i)  maturity claim;   &   (iii) death claim 
(2 marks for each correctly stated type. Sub-total: 4 marks)   

(Grand Total: 6 marks)  
 

4. Enumerate any four (4) circumstances which may necessitate the replacement of an 

existing trustee.  

Solution  

The circumstances which may necessitate the replacement of an existing trustee are where the 

existing trustee:  

• is dead or has gone into liquidation;     * existing trustee is a minor; 

• is an un-discharged bankrupt person;    * becomes physically unfit;   

• resigns his appointment;      * commits an act of felony or treasonable offence;  

• resides outside the country continuously for more than 12 months calendar period.  
(1½ marks for each correct and completely stated circumstance. Maximum of 4 to be graded. Grand 

Total: 6 marks) 

 

5. (a) Define Capital Gains Tax.       (4 marks) 

(b)  State the Act which introduces Capital Gains Tax into Life Assurance.  
(2 marks) 
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Solution  

(a)  Capital Gains Tax is a tax on gains (2 marks) arising from the disposal of capital assets   
 (2 marks).        (Grand Sub-Total: 4 marks) 
 

(b)  The Act which introduces Capital Gains Tax into Life Assurance is the Finance Act  

1965.          (2 marks) 

(Grand Total: 6 marks) 
 

6. Enumerate any four (4) uses of annuity products.  

Solution 

The uses of annuity products are that it may be:  

• used to make provision for children’s education;  

• used for investment purposes;  

• effected by the breadwinner for life protection (annuity certain);  

• used to augment pension;  

• used as means of providing for one’s personal pension. 
(1½ marks for each correct and completely stated use. Maximum of 4 to be graded. Total: 6 marks) 

 

7. (a) What is free cover limit?       (2 marks) 

(b) Outline any four (4) disadvantages of a facultative reassurance to the life offices. 
         (4 marks) 

Solution  

(a)  Free cover limit is the level of sum assured which does not require medical examination 

in a group life business.       (2 marks) 

 

(b)   The disadvantages of a facultative reassurance to the life offices are:  

• no certainty as to risk acceptance since the risks are considered individually;  

• it is very time consuming;  

• it is also very cumbersome;  

• it is usually more expensive than the treaty. 

• there may be leakages of vital information to competitors. 

• it attracts lower reassurance commission when compared to a treaty reassurance. 
(1 marks for each correct and completely stated disadvantage. Maximum of 4 to be graded. Sub-Total: 4 

marks)  (Grand Total: 6 marks) 
 

8. Outline any two (2) types of: 

(a) computer hardware;   (b) computer software.  

Solution  

(a) Types of Computer hardware are  

(i) Mainframe;  (ii) Mini Computers;   (iii) Personal /Micro-Computer 
(1½ marks for each correctly stated type. Maximum of 2 to be graded. Sub-Total: 3 marks. Total: 6 marks) 

 

(b)` Types of Computer software are:  

 (i) system software;    (ii) application software 
(1½ marks for each correctly stated type. Sub-Total: 3 marks) 

(Grand Total: 6 marks) 
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Part II 

Compulsory Question. 

This question carries 50 marks. 

9. (a) (i) Give the full meaning of the following bodies in relation to the insurance  

industry and the main function of each of them:  

(i) C.I.I.N.;  (ii) N.I.A.  (iii) NAICOM;  

(iv) NCRIB;  (v) ILAN.      (5 marks) 

(ii) List five (5) classes of general insurance business as classified in the Insurance 

Act 2003 in Nigeria.        (5 marks) 

 

 (b) You have just been appointed as the Executive Director/Chief Operating Officer  

(Business Development) of a National Microinsurance in the country and you have been 

assigned with the main duty of helping to develop the retail portfolio of the company 

with life products with similar features of an industrial life assurance.  

(i)  Explain Industrial Life Assurance.      (4 marks) 

(ii) Enumerate any four (4) essential features of Industrial Life Assurance.  
(12 marks) 

(iii)  State any two (3) advantages of Industrial Life Assurance to the life offices.  
           (3 marks) 

(c)  State and explain in details the three (3) legal principles of insurance which are 

applicable to life assurance business.     (21 marks) 

Solution  

(a) (i) (i)  C.I.I.N. – Chartered Insurance Institute of Nigeria - To determine the standards of 

knowledge and skills to be attained by persons seeking to become members of the Institute.  

(or simply put, the academic arm of the insurance industry in Nigeria)  

(ii)  N.I.A. – Nigerian Insurers Association - Umbrella body for insurance companies in 

Nigeria. 

(iii)  NAICOM – National Insurance Commission - Regulatory body for insurance business in 

Nigeria. 

(iv)  NCRIB – Nigerian Council of Registered Insurance Brokers. Umbrella body for 

insurance brokers in Nigeria. 

(v)  ILAN – Institute of Loss Adjusters of Nigeria - Umbrella body for loss adjusters in 

Nigeria.  
(1 mark for each correctly stated meaning. 1 mark for each correctly stated function. Sub-Total: 5 marks)  

 

(ii) The classes of general insurance business as classified in the Insurance Act 2003 in 

Nigeria are:   

* fire insurance business;    * general accident insurance business;  

* motor vehicle insurance business;  * marine and aviation insurance business;  

* oil and gas insurance business;   * engineering insurance business;  

* bonds, credit guarantee and surety cling insurable business;  

* miscellaneous insurance business.  
(1 mark for each correctly stated class. Maximum of 5 to be graded. Sub-Total: 5 marks) 

(Grand Total: 10 marks) 
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(b) (i)  Industrial Life Assurance is defined by the Industrial Assurance Act of 1923, as 

the business of effecting assurance upon human life, premiums in respect of which are received 

by means of the collectors. It may equally be defined as life assurance for the masses, which is 

made possible by a system of regular collection of premiums at the homes of the policyholders at 

regular interval of time.  
(2 marks for any correct and completely stated explanation. Maximum of 2 to be graded. Sub-Total: 4 marks) 

 

(ii)  The following are the essential features of the Industrial Life Assurance: 

(a)   it is mostly effected without medical or health evidence of the life assured;  

(b)   only simple types of life assurance policies (whole life and endowment assurance 

policies) are issued;  

(c)  there is a statutory requirement that the premiums in respect of industrial life assurance: 

      (i)  are payable at an interval not exceeding two months; 

      (ii) are received by means of collectors and at the homes of the policyholders.  

(d)  sums assured and premiums are usually small;  

(e)  claims (if any) are usually paid to the claimants at their homes.  

(f)  its operating costs are low. 
(3 marks for each correct and completely stated features. Maximum of 4 to be graded. Sub-Total: 12 marks)  

 

(iii) The advantages of the Industrial life assurance to the life offices are: 

(i)   the operating costs to the life office are reduced;  

(ii)  more premium incomes may likely accrue to the insurance companies when the financial 

  status of the policyholders improved;  

(iii)  it saves the life office the cost of medical examinations;  

(iv)  there are no complexities as only simple types of life policies are mostly issued.  
(1 mark for each correct and completely stated advantage. Maximum of 3 to be graded. Sub-Total: 3 marks)  

 

(c) The three (3) legal principles of insurance which are applicable to life assurance business 

are:  

(i)  Utmost Good Faith (Uberrima Fides): This is a legal principle of insurance which 

states that the two parties to a life insurance contract must disclose all relevant information 

relating to the proposed life (i.e. the life to be assured) in the life assurance contract to each other 

without necessarily being asked for.  These relevant information in insurance are referred to as 

the “material facts”.  The principle of utmost good faith is considered as a fundamental principle. 

It rests heavily on the assured/life assured. A failure on the part of either party to disclose any of 

the material facts, may give the aggrieved party the power to exercise his rights for breach of 

utmost good faith. The remedies available to the aggrieved party as a result of breach of utmost 

good faith are three as below: 

(i) To repudiate the contract from inception.  

(ii) To sue for damages in addition to (i) above. 

(iii)To waive his rights under (i) and (ii) above  

  

(ii)  Insurable Interest: Insurable interest is the legal right to insure which arises out of 

the financial relationship recognised at law between the assured and the event(s) or contingencies 

assured against, where by the assured or his named beneficiary benefits from non-occurrence of 

such events or contingencies assured against and would be prejudiced by their occurrence. In life 

assurance, the insurable interest that governs the amount of the benefit which would be 
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recovered at the time of the claim was that amount existing at the inception of the life assurance 

contract. Some of the features of insurable interest are: 

* It must be definite;     * It must be capable of financial valuation;  

* It must involve the loss of a legal right;  * It must be legally valid and subsisting. 

 

Some examples of how and when an insurable interest may exist in life assurance include:  

   * A man has a very good insurable interest in his to any amount;  

    * A man also has a good insurable interest in the life of his wife;  

    * A creditor on the life of his debtor(s) to the extent of the loan amount plus any 

interest agreed;    

    * A trustee in respect of the trust property.  

 

(iii)  Proximate Cause: This is defined in the case of Pawsey v. Scottish Union and National 

(1907) as an active, efficient cause that sets in motion a train of events which brings 

about a result without the intervention of any force started and working from a new and 

independent source.  Proximate cause is the legal principle of insurance that governs the 

events or contingencies which are covered under the life assurance policy.  
(3 marks for each correctly stated principle. 2 marks for each correct and completely stated explanation. 

Maximum of 2 explanations to be graded. Sub-Total per principle: 7 marks. Grand Sub-Total: 21 marks) 

(Grand Total: 50 marks) 
 

Part III 

Answer THREE of the following FIVE questions. 

Each question carries 34 marks. 

10. (a)  Explain any four (4) procedures involved in settling the death claims by a life  

claim processor in a life office.     (20 marks) 

(b)  Enumerate any four (4) documents acceptable by the life offices for the proof of 

age by the life assured.       (14 marks) 

Solution  

(a) The procedures involved in settling the death claims by a life claim processor in a life  

Office are:  

(i) ensure that there is no single premium outstanding;  

(ii) production of the policy document by the life assured/assured;  

(iii) proof of title by the claimant.;  

(iv) proof of death;  

(v) proof of age.     

. (Candidates are required to also explain the procedures. 3 marks for the correctly stated procedure. 

2 marks for correct and complete explanation. Sub-Total per procedure: 5 marks. Sub-Total: 20 marks) 
 

(b)  The documents acceptable by the life offices for the proof of age by the life assured are:   

* birth certificate;   * statutory declaration of age;   

* international passport;  * national identity card;   * marriage certificate;  

* drivers’ license;   * adoption or naturalisation certificate. 
(3½ marks for each correctly stated document. Maximum of 4 to be graded. Sub-Total: 14 marks) 

(Grand Total: 34 marks)  
 

 



Page 66 of 123 
 

11. (a) Define underwriting in relation to life assurance.    (5 marks) 

(b)  Explain Access to Medical Reports Act 1988 as it relates to a life proposer and 

the proposal form.        (5 marks) 

(c)  Explain the proposal processing procedure in life assurance contracts, with at least 

eight (8) distinct actions, from receipt of the form to point of final underwriting 

decision making.         (24 marks) 

Solution  

(a) Underwriting is the name given to the procedure of assessing a proposal and deciding 

whether to accept the risk and, if so, at what rate of premium and terms of acceptance. (5 marks) 

 

(b) The Access to Medical Reports Act 1988 as it relates to a life proposer and the proposal 

form gives the proposer certain rights and there will be a statement of these rights on the 

proposal form.          (5 marks) 

 

c)  The proposal processing procedure actions in life assurance contracts, from receipt of the 

form to point of final underwriting decision making are:  

• the basic form used to process an application for life assurance is the proposal form. This 

document, which is signed by the proposer, requests the life office to issue the desired 

policy to the assured and gives the basic information required to assess the application;  

•  when a proposal form is received by the head office of a life company it must be 

processed. The first task is to check the office’s index of proposers to see whether any 

earlier proposals have been made for that life;  

• if the above is so. the documentation for those proposals is obtained to aid the 

underwriting of the current proposal;  

• the proposal must be checked to make sure that all questions have been answered and the 

relevant declaration signed;  

• the papers can then be passed to the underwriter who will scrutinise the information on 

the form and decide if the proposal can be accepted at ordinary rates without further 

investigation;  

• it the immediately above is so, the proposal can be passed to the policy issuing 

department;  

• alternatively, if the underwriter feels that the proposal cannot be accepted immediately, 

the underwriter can: 

• obtain further information on which to make a decision; 

•  impose some form of special terms; 

• decline the proposal.  

• most offices have what are described as non-medical limits under which proposals will be 

considered without a medical report necessarily being required;  

• the life office will, however, reserve the right to call for a medical report if the 

information on the proposal warrants this;  

• if the sum assured is above a certain threshold as determined by life office, financial 

underwriting will be conducted before the determination of acceptance or otherwise.  
(3 marks for each correct and completely stated action. Maximum of 8 to be graded. Sub-Total: 24 marks) 

(Grand Total: 34 marks) 
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12. List and explain six (6) constituent parts of a life assurance policy document.  

Solution  

The constituents parts of a life assurance policy document are:  

* heading;   * preamble;   * operative clause;  * schedule;  

* conditions;   * standard exclusions;  * definitions 

Heading: The heading will state the name of the life office, its head office and address.  

 

Preamble: The preamble will state the parties to the life assurance contract and also refers to 

both the proposal form and declaration as the basis of the contract as as as to the payment of the 

premium. 

Operative Clause: states that the benefit will be payable by the life, subject to payment of 

premiums, proof of claim and proof of ownership.  

Schedule: This will contain all the individual details for the contract, policy number, life 

assured; date of birth; assured/insured, policy date, type of policy, maturity or expiry date, 

premium amount, premium frequency, sum assured and when payable, fund selected (for unit 

linked policies), allocation percentage (for unit linked policies).  

Conditions: the detailed terms relating to that type of policy, using standard terms, unit 

allocation procedure, unit valuation procedure, consequences of non-payment of premiums, 

explanation of bonus system, surrender provisions, funds switching rights, claim procedure, 

charging structure, procedure for notices of assignment.  

Standard Exclusions: suicide (for life policies), intentional self-inflicted injury (for IPI), HIV 

and AIDS (for IPI), war (for IPI), participation in a criminal act (for IPI), pregnancy and 

childbirth (for PPI).  

Definitions: provided for life assured, sum assured; assured, bid price, offer price, valuation 

date.  
(4 marks for listing as instructed before explaining. 3 marks for each correctly stated constituent. 2 marks for 

each correct and complete explanation. Sub-total per constituent: 5 marks. Grand Sub Total: 30 marks. 

Grand Total: 34 marks) 

 

13. (a)  Define Mortgages.         (4 marks) 

(b)  Explain the following types of mortgages: 

  (i) A Mortgage for Specific Sum;  (ii) Second Mortgages;  

(iii) Transfers of Mortgage;   (iv) Sub-Mortgages;  

(v) Collateral Mortgages.      (30 marks) 

Solution  

(a)  Mortgages are types of assignments used in connection with loans.   
(1 mark for answering in plural and not present tenses. 3 marks for correct and complete definition. Sub-

Total: 4 marks) 
(b) (i)  A Mortgage for Specific Sum: This is the mortgage which is made for a specific 

sum lent. When property is mortgaged to a bank or lender, the deed will often specify any fixed 

sum but will secure sums ‘owing from time to time’.  
 

(ii) Second Mortgages: When a mortgagor mortgages property as security for a loan, they 

retain their equity of redemption. If the mortgaged property is now worth, say, N100,000.00, and 

is mortgaged to secure a loan of N50,000.00, the mortgagor is said to have an equity of 

N50,000.00 in the property. If they require a further loan and obtain this from a different lender, 
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they can mortgage the property to the second lender. This is known as a second mortgage. The 

second mortgage is subject to the first mortgage and the first mortgagee has priority of claim. 

 

(iii)  Transfers of Mortgage: A transfer of mortgage is where the mortgagee transfers the 

mortgage to another person, who can then exercise all the powers of the original mortgagee. This 

can be achieved by a deed called a transfer of mortgage. The new mortgagee (called a transferee) 

takes over the mortgage completely and ‘stands in the shoes’ of the original mortgagee, so that 

all future repayments will be made by the borrower to the transferee. A transfer of mortgage can 

occur when one lender takes over a loan granted by another lender. A transfer of mortgage can 

also occur when someone other than the borrower (or their successors) in title repays the loan.  

 

(iv)  Sub-Mortgages: These occur when a mortgagee wishes to raise money and uses the 

mortgage as security for the loan. This is different from a transfer of mortgage in that the 

mortgagee does not completely part with their interest but retains an equity of redemption. The 

sub-mortgagee’s title rests on that of the mortgagee and, in order to protect their interest, the sub-

mortgagee should serve notice on the original mortgagor so that the latter does not repay the debt 

to the mortgagee without advising the sub-mortgagee. The sub-mortgagee’s proof of title is the 

policy, the mortgage deed, and the sub-mortgage deed.  
 

(v)  Collateral Mortgages: A mortgage debt may be primarily secured by a mortgage of 

certain property, with further property included by way of collateral or additional security. The 

most common example of this is in a house purchase arrangement. The primary security is the 

mortgage of the house itself, while a life policy may be mortgaged as collateral security to 

protect the lender against the consequences of the borrower’s death. The mortgagee can exercise 

their security by means of the primary or the collateral security, or both. Collateral security can 

also be provided by a third party as a form of surety, and if the mortgagee enforces this security 

then the third party is in effect in the same position as the mortgagee and has the right to obtain a 

charge on the primary security.  
(2 marks for any correct and completely stated explanation. Maximum of 2 explanations should be graded 

under each term. Sub-Total per term: 6 marks. Grand Sub-Total: 30 marks) 

(Grand Total: 34 marks) 

14. Explain the following in relation to life assurance: 

(a)  Suicide Clause; (7 marks) (b)  New Business Strain; (6 marks) 

(c)  Lost Policies; (7 marks)  (d)  Original Terms Reassurance (7 marks) 

(e)  Risk Premium Reassurance. (7 marks) 

Solution  

(a) Suicide Clause: Special consideration should be given to claims where it appears that the 

cause of death is suicide. Before the Suicide Act 1961, suicide committed voluntarily by a person 

of sound mind was a crime; and in Nigeria, suicide committed voluntarily by a person of sound 

mind is still a crim. This is because it is contrary to public policy for a person to benefit from 

their own criminal act, and therefore no legal claim could be made by the estate of a life assured 

who committed suicide whilst of sound mind. The above principle does not apply if the life 

assured commits suicide whilst insane, as it can be said that he or she does not have the mental 

capacity to appreciate what they are doing. Their estate would be able to recover the policy 

moneys in such an instance. If the policy contains a suicide clause then the position depends on 

the wording of the clause. Many offices include a clause such as “If the Life Assured shall 

commit suicide within one year from the date of the policy all benefits which would otherwise 
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have become payable shall be forfeited and belong to the insurer”. Suicide would therefore not 

be covered if it occurred during the specified period. If suicide occurs after that period, then the 

office would be liable for the claim, even if the life assured was of sound mind at the time. This 

is because, by having a suicide clause expressly excluding cover for a limited period, the office is 

implicitly insuring that risk after that time. Most suicide clauses protect the interests of a third 

party, preserving the value of the policy for mortgagees. 
(3½ marks for any correct and completely stated explanation. Maximum of 2 to be graded. Sub-Total: 7 

marks)  

 

 

(b) New Business Strain: Reassurance is a necessity for an office which has just started to 

transact life assurance. A new office will wish to keep its new business strain within tolerable 

limits. New business strain can occur as a result of unexpected early claims before the life fund 

has had a chance to build up the large reserves possessed by the long-established offices. It is 

also influenced by the level of reserves and heavy initial expenses such as commission and 

underwriting. A new office will therefore have a reassurance agreement under which it will 

reassure an appreciable proportion of its business. It may even reassure all its death strain in the 

early years of business. As the office gets more established the need for reassurance will reduce 

and its retention will increase. Reassurance will also enable a life office to reduce its statutory 

solvency margin. 
(3 marks for any correct and completely stated explanation. Maximum of 2 to be graded. Sub-Total: 6 marks)  

 

(c) Lost Policies:  It frequently happens on a claim that the claimant says that the policy is 

lost. The loss of the policy is inconvenient, but not crucial, as the policy is not the contract itself, 

merely evidence of it. However, non-production of a policy may amount to constructive notice to 

the office that a third party has an interest in it. The life office will therefore need to be in a 

position to rebut any allegation of constructive notice of a third-party interest. For this reason, 

the company will require a proper search to be made, and enquiries undertaken of those who 

might hold the policy or know of its whereabouts, for example, the assured’s bank, solicitors, or 

accountants. The office’s files should be checked for any indications as to the policy’s 

whereabouts. Often the policy is found by this process. If the policy is not found, and the office 

is satisfied that it is genuinely lost, it may ask the claimant to execute a Statutory Declaration, 

setting out the circumstances of the loss and stating that the policy has not been assigned or 

charged. Not all offices will insist on a Statutory Declaration. The claim can then be paid on 

completion of an indemnity from the claimant against any losses to the life office as a result of 

making payment without production of the policy. Sometimes executors or trustees may not be 

willing to give an indemnity and in such cases the office may be prepared to accept the 

indemnity of one or more of the principal beneficiaries. If the claim is very large an indemnity 

bond from another insurance company might be required. Alternatively, the lost policy may be 

replaced by a new one on identical terms but with a new number. The office will do this only if it 

can get a discharge from its liability under the lost policy from all interested parties in 

consideration of issuing an identical policy with a new number. The office may wish to make a 

charge for its expenses in doing this. 
(3½ marks for any correct and completely stated explanation. Maximum of 2 to be graded. Sub-Total: 7 

marks)  
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(d) Original Terms Reassurance: The reassurance of a proportion of the original sum 

assured can be accepted on whatever terms are agreed by the offices concerned. However, it is 

usual for the reassurance to be effected at the same rate of premium and subject to the same 

policy conditions as those of the principal office, hence the expression ‘original terms’ 

reassurance. Most original terms reassurance is term assurance. The reassurer is liable for a 

proportion of the original policy throughout its duration and pays its due share of any claim or 

surrender value. Under a with-profits contract, the reassurer follows the rate of bonus declared by 

the principal office, although with-profits business is not usually now reassured on an original 

terms basis. 
(3½ marks for any correct and completely stated explanation. Maximum of 2 to be graded. Sub-Total: 7 

marks)  

 

(e) Risk Premium Reassurance: Under the level premium system, a reserve builds up 

under a policy year by year.  The death strain, which is the difference between the sum assured 

and the reserve, thus reduces each year. Under a risk premium reassurance, it is the death strain 

which is reassured and not a fixed proportion of the original sum assured. The cover provided by 

a risk premium reassurance thus decreases each year as the death strain reduces by the building 

up of the reserve. When a death claim arises under the original policy, the reassurer’s liability is 

restricted to the difference between the reserve and the nominal sum reassured. The reassurer has 

no liability for surrenders or maturity claims, as these are paid out of the principal office’s 

reserve under the policy. Risk premium reassurance is the most common basis currently in use. 

Under the risk premium reassurance, the premium is based on a mortality table, with a small 

loading to cover the expenses of the reassurer and fluctuations in mortality experience. The 

premium rate thus increases each year with age, although the amount covered decreases, and so 

the actual reassurance premium paid can fluctuate appreciably.  
(3½ marks for any correct and completely stated explanation. Maximum of 2 to be graded. Sub-Total: 7 

marks) 

(Grand Total: 34 marks)  
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Chief Examiner’s Comments 

Question 1 

The question tested candidates on the various term assurance policies. 100% of the candidates 

attempted it. Pass rate was 70%.  

 

Question 2 

The question tested candidates on the status of the insured from proposal stage. 100% of the 

candidates attempted it. Pass rate was 70%.  

 

Question 3 

The question tested candidates on understanding of assignment. Pass rate was simply average - 

50%.  

 

Question 4 

The question tested candidates on the concept of trusteeship.  Performance was just average at 

50%. 

 

Question 5 

This question was a practical one capital gain tax.  The understanding was superficial and 

performance poor.  Only about 10% of those who attempted the question scored the passmark on 

it.  

 

Question 6 

This was a direct question on uses of annuity, which was well attempted by many of the candidates.  

Pass rate was 75%.  

 

Question 7 

This was a question on free cover limit and facultative. A lot of the candidates performed well but 

some still did not understand what a free cover meant. Most of them understood the question on 

facultative reassurance. Pass rate was 60%.  

 

Question 8 

The question examined candidates on ICT and it was poorly answered.  Candidates did not have a 

good idea of what constituted “hardware and software in computer”.  Only about 30% passed it.  

 

Question 9 

This is the compulsory/main question testing various aspects on industry composition and 

principles of insurance.  Good attempts by many of the candidates with a pass rate of about 60%. 

 

Question 10 

The question dealt with settlement of life claims.  The question appeared not specific enough – it 

should in our opinion ask for documents for life claims instead of processes.  Pass rate was just 

25%. 
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Question 11 

The question examined candidates on the understating of underwriting process of life proposal.  

There seem to be a knowledge gap as candidates did not do well.  Pass rate was just about 40%. 

 

Question 12 

This question was a straight forward simple question.  Candidates failed to follows instructions by 

not listing, thus loosing marks in this respect. Otherwise, performance was good at 60% pass rate.  

 

Question 13 

This question tested candidates’ understanding of various aspects of mortgage arrangement. Less 

than 50% of the candidates attempted it and only about 30% of those who attempted the question 

passed it.  

 

Question 14 

The question was a mix of various concepts on life assurance on which five of such were tested 

on. Most candidates could not explain more than two.  Pass rate was about 30%. 

 

Comments on Overall Performance 

The overall performance can be better.  

 

Suggestions on Improvement(s) (if any) 

Candidates are encouraged to study more diligently and make sure they understand what is being 

studied.  
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 

ASSOCIATESHIP  

 APRIL 2024 DIET 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 booklet with care.   
 

• 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.   

 

• Insert your candidate’s 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 instruction do 
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 AS STATED IN THE APRIL 2024 

DIET CANDIDATES’ INSTRUCTIONS. 

SUBJECT A06 

MOTOR INSURANCE  
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 
 

A06 – MOTOR 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 formula 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. 
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A06  
Part I 
Answer ALL questions in Part I. 
Each question carries six (6) marks. 

1. (a)  Conclusively define large goods vehicles.     (2 marks) 

(b) Enumerate the two (2) additional benefits available under the Private Car Motor 

Policy?        (4 marks) 

Solution  

(a) Large goods vehicles are motor vehicles, which are constructed or adapted to carry and to 

haul goods and the permissible maximum weight of which exceeds 7.5 tonnes.  (2 marks) 
 

(b) The additional benefits available under the Private Car Motor Policy are:  

* Personal Accident Benefit  and  * Medical Expenses.  
(2 marks for each correctly stated benefit. Sub-Total: 4 marks) 

(Grand Total: 6 marks 

 

2. Enumerate any three (3) details of cover provided by the Liability Section of a 

Motorcycle Policy.  

Solution  

The third-party liability section will provide indemnity for any accident when the policyholder is 

riding their motorcycle resulting in: 

• death or injury to any persons including pillion or sidecar passengers; 

• damage to other people’s property;  

• legal costs incurred with the insurer’s consent in connection with such a claim; 

• legal costs, emergency treatment and use abroad are death within the same way as for 

private car insurance.  
       (2 marks for each correctly stated cover. Maximum of 3 to be graded. Total: 6 marks) 

 

3. (a) What is the legal importance of Certificate of Insurance as stipulated by the Road  

Traffic Act?        (4 marks)  

(b) The importance of intermediaries in insurance marketing cannot be over-

emphasised. List any two (2) types of intermediaries that are operational in the 

Motor Insurance Market.       (2 marks) 

Solution  

(a) The legal importance of Certificate of Insurance as stipulated by the Road Traffic Act is 

that a policy of insurance shall be of no effect for the purpose of the Act unless and until 

there is delivered by the insurer to the person by whom the policy is effected a certificate 

(referred to as a ‘certificate of insurance’ in the Act) in the prescribed form and 

containing such particulars of any conditions subject to which the policy issued and of 

any other matters as may be prescribed.               (4 marks)  

 (b) The types of intermediaries that are operational in the Motor Insurance Market are:  

* the brokers;     * independent intermediaries;  

* the company agent employed by insurers either as full time or paid staff or self-

employed commission-easing basis, who can place business only with the one company.                                                  
(1 mark for each correctly stated intermediary. Maximum of 2 to be graded. Sub-Total: 2 marks) 

(Grand Total: 6 marks) 
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4.  Enumerate any three (3) documents involved in a standard contract of Motor Insurance 

and state what each one signifies.  

Solution  

The contract of motor insurance is made up of a number of documents each of which is 

dependent on the others. Those documents are the: 

• proposal form: which contains the information provided by the policyholder and upon 

which the policy is rated and the premium calculated. appendix 4 to this chapter shows 

the full information requested in a proposal form for a private car;  

• certificate of insurance: being the proof of insurance as required by the Road Traffic 

Act;  

• the policy booklet itself together with any endorsements;  

• the schedule – being the document that customises an otherwise generic policy booklet.  
(1 mark for correctly stated document. 1 mark for correct citing of what it signifies. Maximum of 3 

documents to be graded. Sub-total per document: 2 marks. Grand Total: 6 marks) 

 

5. (a) Enumerate any two (2) means of settling disputes under a motor policy.   (2 marks) 

 (b) Distinguish between “special damage” and “general damage”.            (4 marks) 

Solution  

(a) The following are means of settling disputes under a motor policy:  

* arbitration;  * financial ombudsman service;  * alternative dispute resolution.  
(1 mark for each correctly stated mean. Maximum of 2 to be graded. Sub-Total: 2 marks) 

 

(b) Special Damage, is an awarded damage which is in respect of a quantifiable financial 

loss, such as loss of earnings, both present and future, and medical expenses and other ‘out-of-

pocket’ expenses, including the cost of services rendered to the plaintiff (2 marks); while general 

damage, relates to non-financial loss and are less easily assessed; for example, pain and 

suffering, and loss of expectation of life (2 marks).  
(Grand Total: 6 marks) 

 

6. (a)  What is the attitude of insurers with regards to “admission or denial of liability”  

by insured in the event of an accident?    (4 marks) 

(b)  Justify the ex-gratia payment occasionally embarked upon by motor insurers.  
          (2 marks) 

Solution  

(a) All motor policies contain that the insured must make no admission of liability without 

the consent of the insurers. It is important to recognise that the insurers do not admit liability on 

behalf of the insured to a third party without obtaining the prior consent of the insured (Groom 

Vs. Crocker 1938). It is considered by some that this case does not necessarily apply to insurers 

though it certainly applies to solicitors acting on behalf of insurers. It would be unwise to make a 

categorical denial of liability before completing enquiries into the accident. This could 

precipitate the issue of a writ. If a repudiation of liability is the decided course of action, this 

must be after careful consideration of all the evidence. All communication should be conducted 

‘without prejudice’.                    
(2 marks for each correct and completely stated attitude. Maximum of 2 to be graded. Sub-Total: 4 marks) 

 

(b) Ex-gratia payment is a claim settlement or payment made to the insured out of favour and 

or other business considerations and NOT by right. The claimant/insured might have breached a 
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warranty or a condition of the policy such that ordinarily, his claim should not have been paid 

and perhaps because of the long-standing relationship or other vital considerations, the claim is 

paid instead of outright repudiation of liability. When such payment is made, the insurer cannot 

recover from the reinsurer since liability is not engaged abinitio. (3 marks) 
(2 marks for any correct and completely stated justification. Maximum of 1 to be graded. Sub-Total: 2 

marks) 

(Grand Total: 6 marks) 
 

7. What is the thrust of the Law Reform (Contributory Negligence) Act 1945 as it relates to 

Motor Insurance practice?  

Solution  

Th thrust of the Law Reform (Contributory Negligence) Act 1945 as it relates to Motor 

Insurance practice, which occurred further as a reform of the common law occurred in 1962. 

Until then, the common law situation prevailed, whereby a claimant’s claim failed completely if 

they were, in any way, negligent. This clearly was iniquitous as it discriminated against those 

who may have been in some part at fault, but still had a valid claim against a negligent party. The 

position was rectified by the 1945 statute, which was a very simple but profoundly effective 

measure. The Act confirms that where someone suffers damage or injury, partly as a result of 

their own fault and partly because of the others, then the said person’s claim should not be 

defeated in its entirely. The claimant’s compensation will be reduced by the court to a level 

which the court believes to be just and equitable, having regard to their share of the 

responsibility. As an example, if a plaintiff is found to be 25% at fault, then they get 75% of the 

sum that would be awarded on a full liability basis. Costs are not apportioned in the same way as 

damages.                 
(3 marks for any correct and completely stated statement on the required thrust. Maximum of 2 to be graded. 

Total: 6 marks) 

 

8. (a) List any four (4) sections in a standard motor policy.  (4 marks)  

 (b) What is fraud in an insurance transaction?    (2 marks) 

Solution  

(a) The sections in a standard motor policy are: 

* preamble;    * definitions;    * operative clauses;  

* terms of exceptions;  * terms and conditions;  * service information                                                     
(1 mark for each correctly stated section. Maximum of 4 to be graded. Sub-Total: 4 marks) 

(b) Fraud, in an insurance transaction, is any act of deception carried out for the purpose of 

unfair, underserved and/or unlawful gain.                                                                    (2 marks) 
(Grand Total: 6 marks) 

 
Part II 
Compulsory Question. 
This question carries 50 marks. 

9. (a)  What is:  

(i)  the provision of Section 50 (1) of the Insurance Act 2003 in Nigeria.      (6 marks) 

 (ii)  its effect on the Nigerian Insurance Industry?           (4 marks)  

 

(b) Obi insured his Suzuki Jeep with Excellence Insurance Company Limited on 

Third Party only basis. Obi is an electronics trader in Aba. Whilst driving his 
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vehicle along Benin-Asaba Road, by his friend, Obiora, the insured vehicle was 

involved in an accident, which was reported to the police authorities, resulting in: 

  * damage to the insured car;   * death of a pedestrian;  

* injury to driver (i.e Obiora);  * damage to Obinna’s car (a third party);  

* loss of samples of detergents (sachets) being carried in the insured vehicle;  

* loss of wearing apparels from the insured’s car. 

(i)  As the claims Manager of Excellence Insurance Company Limited, what 

is the most professional way to handle each of these claims. (18 marks) 

(ii)  How would you handle these claims if Obi had insured his car on 

comprehensive basis for a value of N3,000,000.00.  (18 marks) 
 

(c) What is “Constructive Total Loss” in Motor Insurance Claim? Give a hypothetical 

example.        (4 marks) 

Solution  

(a)  (i) 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)  

 

  (ii) The effect of this provision of the Act has been positive on the Industry by way of 

improved liquidity of insurance organisations.      (4 marks) 
(Sub-Total: 10 marks) 

 

(b) (i) The insured (Obi)’s policy cover or permits his friend, Obiora, to drive, by virtue 

of the Driving by Other Drivers Extension granted by the policy provided Obiora possesses a 

valid driver’s license. Since the insured car was insured on third party basis only, the claims 

would be settled as follows, notwithstanding the fact that the accident was reported to the police 

authorities, police report may be obtained and requested for:  

S/N Damage How Claims Will Be Settled 

1 Damage to the car Not covered as third party does not cover own damage 

2 Death of a pedestrian Covered in line with the Road Traffic Act 

3 Injury to driver (i.e. Obiora) Not covered in a third-party policy 

4 Damage to Obinna’s car (a third party) Covered  

5 Loss of samples of detergents 

(sachets) that was being carried in 

the insured vehicle 

Not covered by any motor insurance policy as goods or 

samples carried in connection with any trade are required 

to be subject of a separate insurance 

6 Loss of wearing apparels from the insured’s car Not covered in a third-party policy 

(3 marks for each correctly stated was of settling the claim. Sub-Total: 18 marks) 
 

(ii) If Obi had insured his vehicle on comprehensive basis, the claim would have been 

adjusted as follows, notwithstanding the fact that the accident was reported to the police 

authorities, police report may be obtained and requested for:  

 

S/N Damage How Claims Will Be Settled 

1 Damage to the car Covered to the limit of the sum insured less depreciation 

and any excess 

2 Death of a pedestrian Covered in line with the Road Traffic Act 
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3 Injury to driver (i.e. Obiora) Not covered as personal injury benefits is only applicable 

to the insured or the spouse 

4 Damage to Obinna’s car (a third party) Covered  

5 Loss of samples of detergents 

(sachets) that was being carried in 

the insured vehicle 

Not covered by any motor insurance policy as goods or 

samples carried in connection with any trade are required 

to be subject of a separate insurance 

6 Loss of wearing 

apparels from the 

insured’s car 

Not covered notwithstanding the fact that personal effects are covered. 

This is because clothes or dresses worn is not part of personal personal 

effect is only applicable to those personal effects carried in the car 
(3 marks for each correctly stated was of settling the claim. Sub-Total: 18 marks) 

 

(c) Constructive Total Loss arises when a vehicle is involved in an accident and the cost of 

repairs presented by the insured approaches a very high percentage (say 60% and above) 

compared to the insured value. In such instance, such a vehicle is “not economical” to repair. It is 

therefore declared or regarded as a constructive total loss rather than a partial loss when viewed 

in relation to the main sum insured. For example, a vehicle insured for N500,000.00 involved in 

an accident that the estimate of repairs is N400,000.00. thus, it is more economical to settle the 

claim as if the vehicle is a total loss than to engage in repairs.    
(2 marks for correct and completely stated explanation/definition. 2 marks for correct and complete example. 

Sub-Total: 4 marks) 

(Grand Total: 50 marks) 
 

Part III 
Answer THREE of the following FIVE questions. 
Each question carries 34 marks. 

10. (a) Define “Use” with particular reference to the case of Elliot v. Grey (1960). 
           (10 marks) 

(b) Outline any four (4) rehabilitation periods under the Rehabilitation of Offence Act 

1974 as it relates to Motor Insurance business.    (14 marks) 

(c) What are the two (2) main covers provided by the Liability Section of the Private 

Motor Policy?        (10 marks) 

Solution  

(a)  “Use”:  this include driving or being in control of a stationary or parked vehicle or a 

vehicle which is being towed but which is capable of being steered (5 marks). In Elliot v. Grey 

(1960), a vehicle left on the road outside a house and jacked up so that its wheels are off the 

ground is judged to still being ‘used’ on the road even if the battery has been removed (5 marks).   
(Sub-Total: 10 marks) 

 

(b) The rehabilitation period commences with the date of conviction, rather than the date of 

the offence, and the rehabilitation period differs, depending upon the severity of the penalty 

imposed. Convictions resulting in a penalty of imprisonment exceeding 30 months are never said 

to be rehabilitation, but for other offences the main rehabilitation periods as it relates to motor 

insurance are as follows:  

 

• imprisonment for a period of more than six months, but not longer than thirty months – 

ten years;  
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• imprisonment for a period of more than six months – seven years;  

• where the penalty was a fine – five years;  

• where a sentence is an order for disqualification, disability, prohibition or other penalty, 

then the rehabilitation period ends on the date when the disqualification, disability, 

prohibition or other penalty ceases to have effect;  

• where a sentence passed for the same offence incorporates two or more of the above 

elements the longer period of rehabilitation applies;  

• it should be noted that where the offender was under 17 at the date of conviction, the 

rehabilitation period is halved.                              
(3½ marks for each correctly stated period and offence. Maximum of 4 to be graded. Sub-Total: 14 marks) 

  

• (c) The two main cover provided by the Liability Section of the Private Motor Policy 

are:  

• covers the insured for all sums that the insured become legally liable to pay for death of 

or injury to any persons and damage to any other person’s property as a result of an 

accident involving the insured vehicle;  

• the same cover will apply if the insured is driving any other car which the schedule 

permits the insured to drive. 
(5 marks for each correct and completely stated cover. Sub-Total: 10 marks) 

(Grand Total: 34 marks)  
 

11. (a) Enumerate any two (2) underwriting considerations that Motor Insurance  

Underwriters give to motor Caravans?     (8 marks) 

(b) Enumerate any three (3) underwriting considerations that Motor Insurance  

Underwriters give to driver with physical or mental disability.  (12 marks) 

(b) Apart from the main rating factors for private car insurance, explicitly but briefly 

explain any two (2) roles does “security devices” play in influencing underwriting 

and rating?           (14 marks) 

Solution  

(a) The underwriting considerations that Motor Insurance Underwriters give to motor 

Caravans are that:  

(i) there is a group of vehicles, for which private car policies may be issued, even though; strictly 

speaking the vehicles are not private cars. The group comprises caravanettes and vans converted 

for private use only and are thus specially considered as such.  

(ii) Of course, with the development of multi-purpose vehicles (MPVs), private car definitions 

have been extended and the scope of insuring such vehicles is greater; which is also a 

consideration on the class of vehicles;  

(iii) Premiums for motorised caravan and MPVs will reflect the relatively high values of such 

vehicles.                                                                                 
(4 marks for each correct and completely stated explanation. Maximum of 2 to be graded. Sub-Total: 8 

marks) 

 

(b)  The underwriting considerations that Motor Insurance Underwriters give to driver with 

physical or mental disability are:  

(i) there are fortunately a number of schemes run in conjunction with motor manufacturers, for 

those with disabilities who may potentially be capable of driving and this together with the 

various state disability allowances facilitates the more widespread use of vehicles for 
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handicapped persons. So, if a handicapped person is using such, it will impact on the premium to 

be charged;  

(ii) Sophisticated adaptations to the steering, braking and accelerator controls e.t.c. have enabled 

disabled people to utilise a car, and this is usually on standard premium terms.  

(iii) Insurers may choose to impose an own damage excess whilst the policyholder holds a 

provisional license.  

(iv) Additionally (and perhaps logically), the ‘Driving Other Cars’ clause may not be included 

and personal accident benefits may be restricted or even excluded dependent upon the nature of 

the disability. 

(v) Illnesses or poor health conditions are perceived in very different ways by underwriters and 

each medical condition will be assessed individually. The fact that driving licenses can now be 

issued until the holder reaches the age of 70 tends to make insurers aware of the need to monitor 

medical aspects very carefully. 
(4 marks for each correct and completely stated explanation. Maximum of 3 to be graded marks. Sub-Total: 

12 marks) 

 

(c)  Aside the main rating factors for private car insurance, the role that “security devices” 

play in influencing underwriting and rating are that:  

(i) with the ever-increasing risk of theft, insurers are willing to grant premium discounts for 

security devices. Some may, in fact, insist upon certain levels of security before granting theft 

cover or indeed any cover at all.  

(ii) Mechanical immobilizers are encouraged by Insurers but, in themselves, probably do not 

warrant favourable insurance terms. However, their use in conjunction with alarm systems and 

electronic engine immobilizers has been proved to be beneficial and therefore worthy of 

discounts. Thatcham has undertaken a review of alarm and immobilizers systems and has 

published a list of approved equipment. Many Insurers insist upon a Thatcham-approved system 

before granting a discount.  

(iii) Alarms and immobilizers considerably reduce the risk of theft in the first place. However, a 

determined and professional thief will not be deterred by such a device and therefore the 

insurance risk from that point onwards depends upon the likelihood of the vehicle being 

recovered. 

(iv) Insurers are willing to give further premium reductions if an approved electronic tracking 

device is fitted and working. This type of device can be used to track the vehicle wherever it 

goes and can lead the police to it and, hopefully, to the thief.  
(7 marks for each correct and completely stated explanation. Maximum of 2 to be graded marks. Sub-Total: 

14 marks) 

(Grand Total: 34 marks) 
 

12. (a) When a proposer makes a request to a Motor insurer on a vehicle to be covered  

for motor comprehensive insurance, a prudent underwriter will take into 

consideration some key features as it relates to users of the proposed vehicle. 

Enumerate any four (4) of these key features.   (12 marks) 

(b) Concisely state two (2) complete underwriting approaches by insurers to “Kit 

Cars”?          (10 marks) 

(c) Enumerate six (6) common features applicable to Motor Insurance contracts which 

must be available for underwriting purposes by insurers.  (12 marks) 
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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:    

 * age;   * occupation;   * claim history;  * conviction record;  

 * physical disabilities;   * mental disabilities;  * country of origin.  
(3 marks for each correctly stated feature. Maximum of 4 to be graded. Sub-Total: 12 marks)  

 

(b) The underwriting approaches by insurers to “Kit Cars” are that:  

• 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 fiberglass;  

• 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 each correct and completely stated explanation. Maximum of 2 to be graded. Sub-Total: 

10 marks) 

 

(c) The common features applicable to Motor Insurance contracts which must be available for 

underwriting purposes by insurers are:  

* 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 each correctly stated feature. Maximum of 6 to be graded. Sub-Total: 12 marks) 

(Grand Total: 34 marks) 

 

13. (a) Messrs. Temidun is the Transport Manager of Jade Nigeria Limited. She is seeking  

Personal Accident and Personal Effect Cover for the Company’s newly acquired 

Suzuki Motor-Cycle. However, her colleague, Mr. Oluwabola, is of the view that 

such request is frivolous and can never be granted by the Insurers.  

 

As the underwriting manager of XYZ Insurance Company Limited, please give 

prudent underwriting opinion, with reasons, on the feasibility of this request.  
         (10 marks) 

(b) Enumerate two (2) basic ways by which trailer cover can be provided. (10 marks) 

(c) Extensively explain what constitute “theft” under a motor policy, with supporting 

Acts of parliaments (as applicable).     (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. Sub-Total: 10 marks) 
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(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 is 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 stated basis. 2 marks for any correct explanation on each basis. Sub-Total per 

basis: 5 marks. Maximum of 2 basis to be graded. Grand Sub-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. Sub-Total: 14 marks) 

(Grand Total: 34 marks) 

14. (a)  What underwriting measures are to be taken on the following features: 

  (i) bad driving habit;  (3 marks)  (ii) high rate of accident (4 marks)  

(iii) drunkenness and intoxication. (3 marks) 

 (b) (i) Distinguish between the “preliminary” and “final” police reports .(8 marks) 

(ii) “Insurance Companies are fond of usually requesting for Police Report 

anytime a   vehicle is involved in an accident resulting in a claim”. Justify 

the correctness or otherwise of this statement by explaining what the 

relevance of Police Report in Motor Claim Management is.       (4 marks) 

(c) Write briefly on the following:  

(i) arbitration; (4 marks)   (ii) litigation  (4 marks) 

(iii)  alternative dispute resolution     (4 marks) 

Solution  

(a) (i)  Bad Driving Habit: A driver who frequently involves in an accident because of 

his bad driving habit could have his premium loaded or policy excess increased.  (3 marks) 

(ii) High Rate of Accident: Reduction of cover to say, “Third party only” “Act only, or total 

declinature.      (3 marks to any of the reduced cover stated) 
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(iii) Drunkenness and Intoxication: where it is discovered that an insured makes frequent 

claims as a result of accident emanating from drunkenness or intoxication, clauses to the effect 

that the policy would not pay as a result of accident on drunkenness e.t.c. could be imposed 

similarly the police excess could be increased.                                                         (3 marks) marks) 
(Grand Sub-Total: 10 marks) 

 

(b) Preliminary Police Report: After reporting theft of a motor vehicle to the Police, the 

preliminary police report is issued to the effect that the report was lodged with them and 

investigation was in progress (4 marks); while for Final Police Report: The final police report is 

usually issued thereafter to the effect that investigation has been concluded and a stint of the 

outcome of the investigation is stated therein (4 marks).     
(Sub-Total: 8 marks) 

 

(c) (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) 
 

(ii) Litigation: This is strictly court action. It is a situation where an aggrieved insured had 

exhausted all other dispute resolution mechanism and goes to count to seek redress.        (4 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.               (4 marks) 

(Sub-Total: 12 marks)  (Grand Total: 34 marks) 
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Chief Examiner’s Comments 

Question 1 

The question examined candidates on definition of large goods vehicles and additional benefits 

under private motor policy. It was aversely attempted. 47% passed while 53% failed.  

 

Question 2 

The question examined candidates on liability section of motorcycle policy. All the candidates 

attempted the question. 94% passed while 6% failed. 

 

Question 3 

The question examined candidates on legal importance of certificate of insurance and insurance 

intermediaries. All the candidates attempted the question. 53% of the candidates passed while 47% 

failed the question. 

 

Question 4 

The question examined candidates on documents involved in motor insurance contract.  It was 

well attempted. 94% passed while 6% failed. 

 

Question 5 

The question examined candidates on methods of settling disputes and distinction between special 

and general damages. Performance was encouraging with 67% pass rate while 33% failed. 

 

Question 6 

The question examined candidates on attitude of insurers to admission denial of liability by 

insurance vis-a-vis payment of ex-gratia. Performance was above average with 60% pass rate and 

40% failed. 

 

Question 7 

The question examined candidates on Law Reform (Contributory) Negligence Act 1945.  Question 

was well attempted with 54% pass rate and 46% failure. 

 

Question 8 

The question examined candidates on some sections of the standard motor policy and fraud in 

insurance transactions. Performance was excellent with 87% pass while only 13% failed.  

 

Question 9 

The question examined candidates on Insurance Act 2003 and case study of motor claims 

operations. Performance was almost excellent. Pass rate was 97% while failure was at 3%.  

 

Question 10 

The question examined candidates on definition of “use and rehabilitation period”. Pass rate was 

75% while failure was at 25%.  Only 20% of the candidates attempted the question.  
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Question 11 

The question examined candidates on underwriting considerations for motor caravans and driver 

with physical and mental disability.  Only 25% of the candidates attempted the question with 88% 

pass rate and 12% failure. 

 

Question 12 

The question examined candidates on key features relating to users of prospect vehicle. 60% of 

the candidates attempted the question.  63% passed while 37% failed.  

 

Question 13 

The question examined candidates on cover for personal accident and personal effect cover for 

motor-cycle.  70% of the candidates attempted the question. 42% passed while 58% failed.  

 

Question 14 

The question examined candidates on preliminary and final police report, arbitration, litigation, 

e.t.c. 80% of the candidates attempted the question. 70% passed while 30% failed. 

 

Comments on Overall Performance 

Overall performance was excellent.  Candidates performed excellently well on the compulsory 

question i.e. the case study on motor claims and this improved their marks – significantly.  

 

Suggestions on Improvement(s) (if any) 

Performance is very excellent this year.  Nevertheless, we suggest that candidates should be more 

serious and prepare well for the examination at all times.  
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 

ASSOCIATESHIP  

APRIL 2024 DIET 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 booklet with care.   
 

• 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.   

 

• Insert your candidate’s 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 instruction do 
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 AS STATED IN THE APRIL 2024 

CANDIDATES’ INSTRUCTIONS. 

SUBJECT A07 

LIABILITY INSURANCES  
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 
 

A07 – LIABILITY INSURANCES  
 

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 formula 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. 
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A07  
Part I 
Answer ALL questions in Part I. 
Each question carries six (6) marks. 

1. What do you understand by the following liability terms: 

(a) joint tortfeasor;   (b) territorial limit (c) product recall.  

Solution  

(a) Joint Tortfeasor: They are person who collaborates to commit a tort i.e., by common 

design, they inflict or cause bodily injury or damage to the third party. Joint tortfeasor is severally 

and jointly liable to their tort. At common law, a third party could sue any of the tortfeasors and 

recover in full.          (2 marks) 

(b) Territorial Limit: This 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 with the federal republic of Nigeria. This is because legal systems, currency etc. 

vary widely from country to country. It is therefore important to liability policies to stipulate that 

bodily injury, death, diseases or illness must be sustained within the territorial limit to the policy. 
          (2 marks) 
(c) Product Recall: The standard product liability policy will not cover expenses incurred by 

a supplier or manufacturer in recalling defective product from the market. After the product has 

been put on the market, it may be discovered that it has dangerous faults. This may make it 

necessary to withdraw the product completely and replace it or recall it to have the fault corrected. 

Insurance for product recall covers the expenses incurred in recalling the product or arranging its 

destruction.          (2 marks) 
(Grand Total: 6 marks) 

 

2. Distinguish between “frequency of occurrence” and “severity of impact”. Give an example 

of each in a related incidence.  

Solution  

Frequency of occurrence is concerned with the risk of how often a given type of event will 

happen or occur. It is about the likelihood of a risk or event occurring and how often; while, 

severity of impact means the impact or consequence of the occurrence of a risk or event. It is the 

amount of loss i.e., the financial impact of the occurrence known as quantum. Experience has 

shown that where frequency is low the severity is high and where the frequency is high, the severity 

is low. 
(2 marks for each correctly stated explanation. 1 mark for each correctly explained example on each term. 

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

3. List any six (6) types of liability insurance policies and state what each of it covers.  

Solution  

The types of types of liability insurance policies and what each cover are:  

* employers’ liability: covers liability of the employer to the employee;  

* public liability: covers liability of the insured to third parties/the public;  

* product liability: covers liability of the insured to the users of the insured products;  

* professional indemnity: covers liability of the insured to clients whom the insured 

provides professional service to;  



Page 90 of 123 
 

* motor insurance (third party): covers liability of the insured to third parties/the public 

that may be insured/killed with the insured vehicle or in a vehicle being driven by the 

insured (subject to policy terms and conditions) 

* directors’ and officers’ liability insurance: covers liability of the insured to clients 

whom the insured provides professional service to as a director and/or an officer of the 

insured firm;  

* personal liability insurance: covers liability of the insured and members of his family 

permanently residing with him/her in their private capacity.  

* umbrella liability insurance: covers liability of the insured to clients in line with stated 

policy terms and conditions.  
(½ mark for each correctly stated 2 marks for each correctly stated explanation. ½ mark for each correctly 

stated explanation. Grand Total: 6 marks)  

 

4. (a) Explain the legal maxim “res ipsa loquitor”.    (4 marks)  

(b) What does “custody or control of property” imply in liability insurance. 
(2 marks) 

Solution  

(a) In an action for negligence, it is necessary for the plaintiff to prove the fact upon which the 

claim is based. The main principle is that he who asserts must prove. However, there are situations 

where adequate information is not in the plaintiff possession to discharge their burden of proof, 

the plaintiff has to rely on the maxim “res ipsa loquitor” which means that the thing speak for 

itself. This will shift the burden of proof to the defendant.  
(2 marks for each correct and completely stated explanation. Maximum of 2 to be graded. Sub-Total: 4 

marks) 
(b) Custody or control of property: this is one of the underwriting factors that will be 

considered for accepting a public liability risk. The insured may have property belonging to third 

party in his custody and control. Public liability policy will indemnify the insured for loss or 

damage to third party property through their negligence. It is therefore important to ascertain the 

nature of the property in the insureds control and custody. 
(2 marks for any correct and completely stated explanation. Maximum of 1 to be graded. Sub-Total: 2 marks) 

(Grand Total: 6 marks) 
 

5. In relation to the rule of Ryland v. Fletcher 1868, briefly explain the following defenses:  

(a) common benefit;  (b) statutory authority;  (c) act of stranger.  

Solution  

(a) Common Benefit: this is an example of implied consent. The accumulation must be for 

the common benefit of the plaintiff and the defendant, for example, piped water in a block of flats. 

An escape of water from one flat into another will not be a ground for an action in Ryland. 

(b) Statutory Authority: If the dangerous thing is accumulated under statutory authority, the 

rule of Ryland does not apply. 

(c) Act of Stranger: This will be a defense in Ryland as long as the defendant had no control 

over the stranger and cannot really foresee or prevent the escape.  
 (2 marks for each correct and completely stated explanation. Total: 6 marks) 

 

6. (a) List four (4) ways by which liability of a company may arise.  (4 marks) 

(b) Most liability policies refer to ‘third party’ in their operative clauses. Who is the 

third party?        (2 marks) 

 



Page 91 of 123 
 

SOLUTION: 

(a) The ways by which liability of a company may arise are:  

• ownership of properties e.g., motor vehicle, building e.t.c.;  

• employment of employees;    * product manufactured for distributed;  

• business of the company;    * professional practice;  

• interview on TV;     * through a company publication.  
(1 mark for each correctly stated way. Maximum of 4 to be graded. Sub-Total: 4 marks) 

 

(b) The Third Partyin most liability policies is any member of the public who is not a party 

to the insurance contract, who is also a victim of the negligent act of the insured directly or 

indirectly.           (2 marks) 

(Grand Total: 6 marks) 
 

7. Explain with two (2) examples the phrase “claimant cost and expenses” in public liability 

insurance.  

Solution  

Claimant Cost Expenses: In public liability insurance claim, cost and expenses incurred by the 

claimant is part of the indemnity covered by the policy. These costs must be incurred by the insured 

with the written consent of the insurer. Examples of claimant cost and expenses are:  

• cost of substantiating the claim;   

• legal fees to defend the claim;  

• cost award by the court.  
(3 marks for each correctly explained/stated example. Maximum of 2 to be graded. Total: 6 marks) 

 

8. Explicitly distinguish between tort and tortfeasor.  

Solution  

Tort: is a civil wrong. Torts are breaches of rights owed to people as a whole. It is the breach of a 

duty which a person owed to his fellow man in general. A tort must be capable of giving rise to an 

action for unliquidated damage (3 marks); while tortfeasor is somebody who commits independent 

torts which coincidentally cause the same damage. Joint tortfeasors are persons who inflict damage 

on a third party as a result of carrying out a common design (3 marks). 
(Grand Total: 6 marks) 

 

Part II 
Compulsory Question. 
This question carries 50 marks. 

9.  (a) What is:  

(i)  the provision of Section 50 (1) of the Insurance Act 2003 in Nigeria.      (6 marks) 

 (ii)  its effect on the Nigerian Insurance Industry?   (4 marks)  

 (b) What does the phrase “disclaimer liability” mean?    (5 marks) 

 (c) Enumerate and explain four (4) rating bases for public liability insurance.   
           (16 marks) 
 (d) Explain your understanding of the following terms in connection with liability  

insurances:   

(i) insured peril;  (ii) uninsured peril;  (iii) exempted peril.  
         (9 marks) 
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(e) Distinguish between private nuisance and public nuisance by way of explanation 

and state two (2) specific examples on each term.   (10 marks) 

Solution  

(a)  (i) 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)  

 

 (ii) The effect of this provision of the Act has been positive on the Industry by way of 

improved liquidity of insurance organisations.      (4 marks) 
(Sub-Total: 10 marks) 

 

(b) Disclaimer Liability refers to those forms and conditions of a contract which attempts to 

limit in some ways either the performance of the contract or liability in tort. For example, a 

building contract may require the contractor to indemnify the principal for third party liability 

arising from the execution of the contract. Another example of disclaimer liability is the statement 

that “vehicles are packed at owners’ risk”.      (5 marks) 

 

(c) The rating bases for public liability insurance are:  

• turnover: a rate is applied on the company’s turnover to produce a base;  

• wage roll: the total estimated wage roll of all the employees will produce a base;  

• number of beds: this will be relevant for hospital, nursing homes and hotels;  

• number of students: this is appropriate for education establishment;  

• seating capacity: this is appropriate for stadia and event centre.  
(2 marks for each correctly stated basis. 2 marks for each correct and completely stated explanation. 

Sub-Total per basis: 4 marks. Grand Sub-Total: 16 marks) 

 

(d) (i) Insured Peril: this is the peril or event that is covered or insured by the policy and 

these are also especially stored in the operative clause of the policy.  (3 marks) 

(ii) Uninsured Peril: this is the peril or event that is not mentioned at all in the operative clause 

of the policy as covered.       (3 marks) 

(iii) Exempted Peril: this is the peril that are specifically mentioned in the policy as not 

covered. Indemnity provided by the policy will not attach if any of the exempted perils happens. 
           (3 marks) 

(Sub-Total: 9 marks) 

 

(e) Private Nuisance: this is interference with the use or enjoyment of a person’s property. 

Examples are wrongful disturbance of right attaching to land, right to light and air, wrongful 

causing or allowing the escape of noxious things such as smoke, smell, noise, gas, vibration, 

encroachments of tree roots, blocked drains and culverts. This nuisance will interfere with a 

person’s health, comfort, convenience or enjoyment of his property.  
(3 marks for correct explanation of the term. 1 mark for each correctly stated example. Maximum of 2 

examples to be graded. Sub-Total: 5 marks) 
 

Public Nuisance: Public nuisance is a crime. It is a nuisance against the communities as a whole 

or at least sufficiently large number to constitute a class. Example of public nuisance are running 

a brothel, selling food unfit for public consumption and obstructing a high way. An action for 
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damages based on the commission of a public nuisance is only available if the public can show 

that they have suffered damage over and above that of the general populace.  
(3 marks for correct explanation of the term. 1 mark for each correctly stated example. Maximum of 2 

examples to be graded. Sub-Total: 5 marks) 

(Grand Total: 10 marks) 
 

Part III 
Answer THREE of the following FIVE questions. 
Each question carries 34 marks. 

10. (a) Distinguish between the following by way of explanation, also stating an  

example under each term: 

(i) general damages;   (ii) special damages.  (12 marks) 

(b) Briefly discuss the following:  

(i) inevitable accident;   (ii) forum shopping;  

(iii) Rehabilitation of Offenders Act 1774.    (12 marks) 

 (c) Explain the terms:  

  (i) “defamation”  (ii) “accord and satisfaction”.  (10 marks) 

Solution  

(a) (i) General Damages are damages which the law presume will flow and which the 

plaintiff need not specifically prove. They are commonly unliquidated damages i.e. those which 

cannot be accurately assessed mathematically. Examples are pain and suffering, loss of amenities, 

future loss of earning, e.t.c.; while special damages are the damages which the plaintiff have to 

prove specifically. Examples are damage to property and cost of medical care, e.t.c. They can be 

assessed mathematically.  
(3 marks for any correct and completely stated explanation under each term. Maximum of 1 to be graded. 1½ 

marks for each correctly stated example under each term. Sub-Total per term: 6 marks. Grand Sub-Total: 12 

marks) 

 

(b) (i) Inevitable Accident: this is one of the defenses to actions in tort most of which 

relates to negligence, which resulted to bodily injury or death, the defendant act may be seen as 

inevitable i.e. he/she could not be faulted and hence liability does not attach. This is the decision 

in the case of Stanley V. Powel 1891.       (4 marks) 

(ii) Rehabilitation of Offenders Act 1974: the purpose of the Act is to see the rehabilitation 

into society of persons convicted of crime. Some convictions are deemed to be spent after a certain 

period. A spent conviction means that the person convicted has not committed the offence and no 

reference should be made or published about it.      (4 marks) 

(iii) Forum Shopping: a plaintiff in pursuing his/her legal action may shop around the world 

for a forum (a court) and choose a court in a jurisdiction that requires the lowest standard of proof 

for the case or which offers the highest level of damage.   (4 marks) 
(Sub-Total: 12 marks) 

(Grand Total: 34 marks) 
(c) (i) Defamation is a law that is designed to protect a person’s reputation. For a 

statement to be defamatory, it must subject the plaintiff to hatred and public ridicule. Both libel 

and slander are torts of defamation in permanent form such as writing or published article while 

slander is not in permanent form – it is oral i.e. words spoken.    (5 marks) 
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(ii) Accord and Satisfaction: when liability claims are settled out of court, then there is accord 

and satisfaction among the parties. The settlement not claims forms a binding contract 

between the parties. The accord and satisfaction release the defendant from any further 

liability and if proceeding is commenced, it can be used as a defense.   (5 marks) 

(Sub-Total: 10 marks) 

(Grand Total: 34 marks) 
 

11. (a) Explain the following liability terms, in at least two (2) distinct sentences: 

(i) future loss of earnings;     (ii) latency;     

(iii)   persons of unsound mind.     (12 marks) 

(b) The following are examples of general damages in liability insurance. Distinguish 

between them: 

(i) pain and suffering;   (ii) loss of amenities; (12 marks) 

(c) Discuss the following in relation to Employers’ Liability Insurance  

(i) minimum indemnity limit;  (ii) selecting competent employees.  
        (10 marks) 

Solution  

(i) Future Loss of Earnings: this is one of the components of general damages in personal 

injury action which is the largest single source of litigation. A claim for future loss of earnings 

presupposes some form of permanent disability or a disability which will last some time into the 

future. Future losses may be total or partial. A plaintiff may not be total or partial. A plaintiff may 

not be able to work for such long hours or wok overtime. They may have to take a less strenuous 

job for less money.  

(ii) Latency: this seeks to identify the gap in time between the start of a chain of events and 

its result. For example, the time and employee catch a disease through the hazard of place of work 

and the manifestation of the disease may be very difficult to predict with accuracy. Some 

occupational diseases develop gradually (latent) and its manifestation may take some time. 

(iii)  Persons of Unsound Mind: the liability of person of unsound mind will depend on the 

degree of insanity. If the insanity is so serious that the defendant is reduced to an automation, there 

shall be a complete defense, if they are aware of the nature and qualify of their act, they will be 

liable. The test is whether or not the defendant has the state of mind to commit the tort in question 
(2 marks for each correct and completely stated explanation. Maximum of 2 to be graded under each term. 

Sub-Total per term: 4 marks. Grand Total: 12 marks) 

(b) (i) Pain and Suffering: this involves bodily injury which the plaintiff need not 

specifically proved and represent the largest single source of litigation. Damages for pain and 

suffering will be set to reflect their nature and severity and how long they have lasted or are likely 

to last in the future. 
(3 marks for each correct and completely stated point. Maximum of 2 to be graded. Sub-Total: 6 marks) 

(ii) Loss of Amenities: this reflects the physical and/or mental limitations associated with the 

injury or suffered by the plaintiff. For example, a pianist losing two fingers would constitute a 

higher level of loss of amenity than a person who did not play any instrument.  
(3 marks for each correct and completely stated point. Maximum of 2 to be graded. Sub-Total: 6 marks) 

(Grand Sub-Total: 12 marks) 
(c) Minimum Indemnity Limit: part of the regulation that made employers liability insurance 

compulsory requires the minimum gain to be insured in respect of any claim by one or more 

employees arising out of one occurrence to a stated value. This amount is inclusive of cost and 

expenses incurred in relation to any such claim.  
(2½ marks for each correct and completely stated point. Maximum of 2 to be graded. Sub-Total: 5 marks) 
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(d) Selecting Competent Employees: There is a duty on employers to employ competent 

employees to work for him. The competence relates to any possible injury they may cause 

especially to their fellow employees. Employers are vicariously liable if an incompetence 

employee negligently cause bodily injury or death to a fellow employee. Employers must also train 

and re-train his employees to improve on their competence at work.  
(2½ marks for each correct and completely stated point. Maximum of 2 to be graded. Sub-Total: 5 marks) 

(Grand Sub-Total: 10 marks) 

 

12. (a) List and explain any three (3) triggers’ events for the operative clause of  

liability policies.      (14 marks) 

(b) In employers’ liability insurance, list and explain four (4) claim supporting 

documents involving bodily injury.      (20 marks) 

Solution  

(a) The triggers’ events for the operative clause of liability policies are:  

* causation;  * manifestation;  * losses discovered:  * claims made.  

Causation: the causation trigger means that the policy responds to an event which was caused in 

the period of insurance. 

Manifestation: the manifestation trigger means that the policy will respond to an event that 

becomes manifest to the insured during the period of insurance. For example, an event that takes 

place over several years but remains unnoticed will only trigger the policy in which the event 

becomes noticed or manifest.  

Losses Discovered: losses discovered triggers covers losses that are discovered during the period 

of insurance. It is a common form of trigger in the reinsurance form of trigger in the reinsurance 

market. Losses means the consequences of an insured event e.g. negligent act, breach of statute, 

breach of contract e.t.c. 

Claim Made: claim made trigger indemnifying the insured against claims that are made against 

the insured during the period of insurance. It is commonly used by underwriters who wish to limit 

their exposure to latency losses because at the end of the period of insurance the insurer knows 

that no further claims can be made against that policy year in the future. 

 

(b) The following documents are required to settle employers’ liability claim involving bodily 

injury:  

Completed Claim Form: this will provide relevant information about the employee and the 

circumstances of the accident;  

Medical Examination Report: this will provide the health status of the injured employee together 

with the degree of disability if any;  

Medical Bill: this will ascertain medical bill incur;  

Sick Leave Certificate: this is to determine the period of absence from the usual occupation of 

the employee;  

Discharge Certificate: this will help the underwriter to know when the injured employee is fit to 

resist normal work;  

Last Three Months Pay Slip of the Injured Employee: as evidence of his/her earnings. 
(3 marks for each correctly stated document. 2 marks for each correct and completely stated explanation. 

Sub-Total per document: 5 marks. Maximum of 4 to be graded. Grand Sub-Total: 20 marks) 

(Grand Total: 34 marks) 
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13. (a) Write short notes on the following: 

(i)     reasonable precaution condition;    (ii)  excess of loss reinsurance;  

(iii)   contractual liability;      (iv) arbitration.   (24 marks) 

          

(b) Discuss the following in relation to the operative clause of public liability policy:  

(i) bodily injury;    (ii) property damage.  (10 marks) 

Solution  

(a) (i) Reasonable Precaution Condition: The Employers’ Liability (Compulsory 

Insurance) Act 1969 prohibit certain conditions in the policy. One of such condition is reasonable 

precaution condition. The absence of reasonable precaution indicates negligence on the part of the 

employer (the insured). The rigid application of the condition by the insurer would nullify the 

contract and will defeat the purposes of the Act which is intended to provide employees with 

compensation for bodily injury, illness or death arising in the course of their employment. In other 

words, the failure of the insured to take reasonable precaution is not enough ground to repudiate 

an employers’ liability claim. However, the policy contains a condition by which the insured would 

be required to repay to the insurer all sum paid by insurer which they would not have liable to pay 

but for the Regulation 2 which prohibit certain conditions. 

 

(ii)  Excess of Loss Reinsurance: this is a form of reinsurance that is most suitable for liability 

insurance that is most suitable for liability insurance. It is non-proportional form of reinsurance. 

The ceding company assumes a level of loss and losses within the agreed level of loss are paid by 

the ceding company figure is reinsured with another reinsurance company.  

 

(iii) Contractual Liability: it has been established that liability for negligence act may arise in 

contract. The insured is free to enter into contract on whatever basis they choose as long as the 

contract will be enforceable at law. However, the insurer could decide to exclude contractual 

liability i.e. liability that attaches under a contract unless the insured would have been liable. 

 

(iv) Arbitration: This 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.  
(3 marks for each correct and completely stated explanation. Maximum of 2 to be graded under each term. 

Sub-Total per term: 6 marks. Grand Sub-Total: 24 marks)  
 

(b)  (i) Bodily Injury: the operative clause of public liability policy provides cover for the 

insured legal liability that arises out of bodily injury i.e. physical hurt. In view of advance in 

medical science, it is now generally accepted that the term bodily injury will extend to include 

psychological injury such as mental anguish, stress, shock, e.t.c.  

 

(ii) Property Damage: the indemnity provided by the operative clause of public liability 

insurance cover legal liability of the insured arising from damage to property. The cover is limited 

to loss or damage to tangible property i.e. physical property and does not cover intangible property 

such as patent right, goodwill etc. 
(2½ marks for each correct and completely stated explanation. Maximum of 2 to be graded under each term. 

Sub-Total per term: 5 marks. Grand Sub-Total: 10 marks) 

(Grand Sub-Total: 34 marks) 
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14. (a) Explain, by definition, and with three (3) relevant examples the concept of  

“vicarious liability”.        (9 marks) 

(b) Enumerate five (5) exclusions that are common to most liability policies.  
          (15 marks) 
(c) List any three (3) practical steps that can be taken to reduce accidents by liability 

insurers.         (6 marks) 

(d) Explain the “operative clause” of employers’ liability insurance.  (4 marks) 

Solution  

(a) 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 himself but there are occasions when a person is held liable for torts committed by 

another person(s). This type of liability is known as vicarious liability. Some examples are: 

* employer/employee;    * principal/agent;  

* principal/independent contractor;   * partners.  
(3 marks for correct and completely stated definition. 2 marks for each correctly stated example. 

Maximum of 3 examples to be graded. Grand Sub-Total: 9 marks) 

 

(b) The following exclusions are common to most liability policies: 

• injury to employees where cover is provides by an employer’s liability policy; 

• ownership of motor vehicle, aircraft where cover is provided by an employee’s liability 

policy;  

• advice given for a fee where cover is provided by professional indemnity insurance;  

• damage to properly where cover is provided by material damage insurance;  

• war contamination;   * radioactive contamination;   * pollution. 
(3 marks for each correctly stated example. Maximum of 5 to be graded. Grand Sub-Total: 15 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 recommendation for risk improvements is implemented;  

• educating the insured public about ways to reduce accidents through their publication, 

seminars and conference;  

• terms and conditions 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 on 

accident reduction.  
(2 marks for each correct and completely stated step. Maximum of 3 to be graded. Sub-Total: 6 marks) 

 

(d)  Operative Clause: an employer’s liability insurance policy covers 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.        (4 marks) 

(Grand Total: 34 marks) 
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Chief Examiner’s Comments 

Question 1 

The question examined candidates on technical terms in liability insurances. 90% of the 

candidates attempted the question. 80% of them passed. Very impressive performance. 

 

Question 2 

90% of the candidates attempted the question. 80% of the candidates passed. Excellent 

performance. 

 

Question 3 

70% of the candidates attempted the question. 60% of the candidates passed. 

 

Question 4 

100% of the candidates attempted the question. 90% of the candidates passed. 

 

Question 5 

100% of the candidates attempted the question. 98% of the candidates passed. 

 

Question 6 

100% of the candidates attempted the question. 98% of the candidates passed. 

 

Question 7 

100% of the candidates attempted the question. 86% of the candidates passed. Candidates 

showed good understanding of the question. 

 

Question 8 

100% of the candidates attempted the question. 91% of the candidates passed. Excellent 

performance by the candidates.  

 

Question 9 

100% of the candidates attempted the question. 54% of the candidates passed. Candidates lacked 

an understanding of how public liability insurance is rated and also the industry related question. 

 

Question 10 

31% of the candidates attempted the question. 22% of the candidates passed. Performance was 

below average. 

 

Question 11 

42% of the candidates attempted the question. 30% of the candidates passed.  

 

Question 12 

80% of the candidates attempted the question. 50% of the candidates passed. 
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Question 13  

43% of the candidates attempted the question. 50% of the candidates passed. 

 

Question 14 

48% of the candidates attempted the question. 14% of the candidates passed. Candidates lacked 

understanding about common exclusions to most liability policies. 

 

Comments on Overall Performance 

From the results, it can be deduced that the candidates that attempted this course prepared better 

when compared with the results on the course from previous diets. 

 

Suggestions on Improvement(s) (if any) 

Candidates should improve their preparation for future examination, read and understand their 

course books.   
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 
 

A08 – RISK MANAGEMENT 
 

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 formula 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. 
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A08  
A08 - RISK MANAGEMENT 

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

1. It would never be acceptable to take unreasonable risk with the safety of human beings. 

Although an organisation may add their own killer risks to the existing common 

denominators. This risk brings their own challenges to the risk manager. They are most 

likely to have their own special demands. Enumerate two (2) of these special demands.                                              

Solution  

The special demands in the scenario stated in the question are:  

• clarity and currency of management information; 

• risk avoidance wherever practical;  

• contingency planning to ensure that the ‘killer’ needs at least are maintained.  
(3 marks for each correct and completely stated scenario. Maximum of 2 to be graded. Grand Total: 6 marks) 

 

2. There are ways in which an organisation can be damaged and asset is one of them. 

Enumerate the three (3) main headings that an asset can be classified.   

Solution  

The main headings that an asset can be classified are:    

* balance sheet assets;  * off balance sheet assets;  * revenue and cash flows.  
(2 marks for each correctly stated heading. Grand Total: 6 marks) 

 

3. As a risk manager of your organisation, you have been asked by the Managing Director to 

list those risks that are usually defined as meeting the exposure required to be met under 

the fire and other perils insurance policy. Enumerate any six (6) of these perils.    

Solution  

The perils that are usually defined as meeting the exposure required to be met under the fire and 

other perils insurance policy are:  

* fire and lightening;   * malicious damage;   * explosion;  

* riot and strike;  * bursting and overflowing of water pipes, tanks and apparatus

 * impact;    * earthquake;    * storm, tempest and flood.  
(1 mark for each correctly stated peril. Maximum of 6 to be graded. Grand Total: 6 marks) 

 

4. The issue of consequences is worthy of consideration, especially as damages can be seen 

in quite distinct and different ways.  List any three (3) of these “consequences” that may 

be felt by an organisation.   

Solution  

Some of the “consequences” that may be felt by an organisation in the stated scenario above are:  

* injury or loss of life;  * monetary loss;  * time;   * survival. 
(2 marks for each correctly stated consequence. Maximum of 3 to be graded. Grand Total: 6 marks) 
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5. There are three events that should occur when land is said to be contaminated. State and 

briefly explain the occurrence of these three (3) events.   

Solution  

The three events that should occur when land is said to be contaminated are as follows:  

• a ‘pollutant’ must be in place that will contaminate / that has contaminated the land;  

• a ‘receptor’ (e.g. human and other ecosystems such as rivers e.t.c) must also be in place 

that will receive the pollutant and allow the contamination to take place;  

• there must be a “pathway” between the two above that will connect them one to another.   
(2 marks for each correct and completely explained and stated event. Total: 6 marks) 

 

6. An organisation has a number of choices available when setting out to control an 

unacceptable risk. Enumerate any three (3) of these choices and give an example of each.  

Solution  

The choices that an organisation has when setting out to control an unacceptable risk are:  

* reduce the risk;      * retain the risk;  

* transfer the risk beyond the organisation;   * contingency planning. 
(2 marks for each correctly stated choice. Maximum of 3 to be graded. Grand Total: 6 marks) 

 

7. A survey identified some causes of stress within the work force. Explicitly enumerate any 

four (4) of these causes.  

Solution  

The causes of stress within the work force are:  

* volume of work;   * lack of consultation;  * inadequate guidance;  

* moral and the organisational climate;    * being undervalued.  
(1½ marks for each correctly answer. Maximum of 4 to be graded. Grand Total: 6 marks) 

 

8. (a) It is a statement of fact that physical inspection, before commencing cover, has its  

own merits and demerits. As a risk manager, enumerate two (2) merits of physical 

inspection.                     (4 marks) 

(b) The fault tree can achieve a lot of things. Enumerate any one item that can be 

achieved by the use of a fault tree.               (2 marks) 

Solution  

(a) There is, of course, a clear advantage when the risk environment and its people are visited 

often by someone who has the specialised knowledge to take a professional view of what is seen. 

The survey report will almost certainly conclude with recommendations to improve the risk or 

reduce the impact. The survey therefore, fulfil the dual role of identifying the risks and also begins 

the job of managing.                     

(2 marks for each correct and completely stated advantage. Maximum of 2 to be graded. Sub-Total: 4 marks) 
 

(b) The two (2) things that the fault trees can achieved are:  

• it can look at the flow chat from the point of view of risk and begin to assess the chance of 

that supply chain being broken;  

• it can also look at the risk within a process or piece of machinery and take a view on the 

potential for damage.  
(2 marks for each correct and completely stated thing. Maximum of 1 to be graded. Sub-Total: 2 marks) 

(Grand Total: 6 marks) 
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Part II 
Compulsory Question. 
This question carries 50 marks. 

9. (a) Your current Managing Director appointment was approved in Year 2015 and  

assumed duty/office March 2015.The Executive Director, Technical Operations, got 

approved and assumed duty in July 2018.  The Managing Director of the Insurance 

Brokerage Firm giving your company the yearly highest premium appointment was 

approved by NAICOM in December 2013. 

(i) Give the numbers of years the Managing Director of your company can be in office 

before NAICOM/Board will not renew the appointment.  (4 marks) 

(ii) Give the numbers of years also the Executive Director will continue to be in office.
         (3 marks) 

(iii)     Can the Managing Director of the Brokerage firm giving your 

company/department very large premium, still be in office in April 2024 when the 

premium will be due for payment to your company (renewal date of the policies)? 

Give reasons or show workings for answers.         (3 marks) 

(b) In corporate governance, explicitly analyse six (6) principal recommendations 

under Hampel Report.                                          (24 marks) 

(c) Decision making on risk can still be a very personal thing. Commercial factors 

within and around the organisation itself can also affect individual attitude to risk. 

Analyse four (4) additional factors that can bring this about.         (16 marks) 

Solution  

(a) (i)  The maximum numbers of years allowed/ approved by NAICOM is 10 years.  
           (1 mark) 

i.e. 2 terms made of 5 years each 

= Year 2015 + 10 years       (1 mark) 

= 2025.        

Year (2025 minus 2023) =2 years      (1 mark) 

i.e. 2 years is the remaining number of years, for the Managing Director in office.  
(Sub-Total: 3 marks) 

 

(ii)  The Executive Director, Technical  

= Year 2018 +10 years        (1 mark) 

=  2028         (1 mark) 

Year (2028 – 2023) = 5 years       (1 mark) 

i.e. 5 years is the remaining number of years for the Executive Director in office, as the 10 

years maximum rule applies to all Executive Director in Insurance & Reinsurance 

companies.         (1 mark) 

(Sub-Total: 4 marks) 

 

(iii)  Yes, the Managing Director of the Brokerage firm can still be in office in Year 2024, being 

the eleventh 11th year of being in office (1 mark) except the Board of the Brokerage firm replaces 

him or he dies. (1 mark). This is because there is no tenure limit or duration for Managing Director 

of Insurance Brokerage by the Regulator. (1 mark)  

(Sub-Total: 3 marks) 

(Grand Total: 10 marks) 
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(b) The principal recommendations under Hampel Report are:  

• annual reports which were to include narrative on how the principles of the hampel report 

are implemented;  

• the readiness of companies to explain their governance policies;  

• the training and performance of directors;  

• the separation of the roles of chief executive and the chairman;  

• procedures for setting directors’ remuneration and contract periods including the need for 

shareholder approval for long term meeting plans;  

• the role of non-executive directors;  

• the importance and the use of the voting rights of institutional investors;  

• the need for an independent audit committee including a number of independent, non-

executive directors;  

• regular reviews;  

• where one is not already in place, the need to establish an internal audit department.  
(4 marks for each correct and completely analysed recommendation. answer. Maximum of 6 to be graded. 

Sub-Total: 24 marks] 

 

(c) The additional factors that can bring about decision making on risk are:  

• the financial strength and scale of the organisation which will determine the level of 

financial loss that can be absorbed without significant damage to any of the stakeholders;  

• the culture of the organisation, its country of origin, its unique market place and of the 

board itself. culture in the context is made up of those traditions, attitudes and business 

styles that make each organisation and its marketplace unique;  

• the flexibility within an organisation that will enable it to meet urgent needs and the option 

to cope with a risk incident in different ways;  

• the impact of each risk incident on the future trading activities of the organisation;  

• implement improvement plans, ensuring that everyone in the organisation is involved. 

ensure that everyone has achievable targets that can be meet and recognised   

• involve staff, make sure they know what the policy sets out to achieve and why, seeking 

their contributions to planning improvements. if necessary consider any additional training 

they need;  

• report on progress and start a cycle of assessment, objectives setting and audit;  

• establish partnerships with suppliers and customers, where appropriate to extend and 

promote your objectives. 
        (4 marks for each correct and completely analysed factor. Maximum of 4 to be graded. Sub-Total: 16 

marks] 

 
Part III  
Answer THREE of the following FIVE questions.  
Each question carries 34 marks. 
10. (a) When an organisation has a single factory and a fire occurs in that factory, the  

loss is likely to be made up of cost of replacing the building and contents, the 

increased cost of working elsewhere while the factory is rebuilt and the likely loss 

of revenue. However, it is not always like that. The damage may extend beyond the 

walls of the damaged unit. Concisely explain three (3) ways that could make the 

damage to extend beyond the walls of the damaged unit.           (12 marks) 
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(b) There is a range of instruments that enable an organisation to transfer financial risks 

to a professional risk carrier, other than by way of conventional insurance contract. 

The professional risk carriers in this case are the capital markets, rather than the 

insurance and reinsurance markets. As a risk manager of your organisation, explain 

two (2) distinct and complete reasons for these movements.                    (10 marks)  

(c) As a risk manager of your organisation, the Management have instructed you to 

construct a system of record. Enumerate six (6) various information that are 

required to be contained in the database.                      (12 marks) 

Solution  
(a) The ways that could make the damage to extend beyond the walls of the damaged unit when 

an organisation has a single factory and a fire occurs in that factory are:  

• there is more than one production unit;   

• essential ingredients are sourced elsewhere;  

• there is a dependency between businesses;  

• there is a dependency between units within businesses.  
(Candidates are required to explain any three of the ways listed above. 2 marks for correct listing. 2 marks 

for each correct and complete explanation. Sub-total: 4 marks per listed way. Grand Sub-Total: 12 marks) 

    
(b) Two distinct and complete reasons for the movements of having a range of instruments that 

enable an organisation to transfer financial risks to a professional risk carrier, other than by way of 

conventional insurance contract are:  

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

industry to respond adequately;  

• consequently, catastrophe capacity is, at times, not fully available, leading to wildly 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, 
(5 marks for each correct and completely stated reason. Maximum of 2 to be graded. Sub-Total 10 marks) 

 

(c) As a Risk Manager of my organisation, the various information expected to be sees in the 

organisation’s database as instructed by Management to construct a system of record are:  

* near misses;   * losses at net cost to the organisations;  * insurance claims;  

* outstanding reserves; * insurance policy records, including warranties and conditions;  

* a track of the information required by the insurer in the format needed;  

* safety and other policy documents and mission statements;  

* breaches of safety standards reported;   * assets registers;  

* staff travel records and plans;    * contingency plans;  

* overview information of both risk and liabilities for example a note of staff payroll figures 

and numbers of employees by site. 
 (2 marks of each correctly stated information. Maximum of 6 to be graded. Sub-Total: 12 marks) 

(Grand Total: 34 marks) 

 

11. (a) Many organisations have their own internal control mechanisms; including  

those for new projects. These controls will define what are seen to be significant 

development. They will define how decisions are to be authorised at each level of 

significance. Enumerate four (4) definitions of the highest level of controls that the 

projects could include.      (16 marks)  
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(b) Good risk management decision makes us to understand, not just whether an 

incident may occur and damage the organisation, but also the precise significance 

of such damage to the organisation’s processes. Enumerate any four (4) of these 

processes.                      (12 marks) 

(c) A continuing strong reputation is needed in a variety of ways and indeed, amongst 

a variety of different audiences, for an organisation. Enumerate any two (2) group 

of such audiences and briefly state why this is so.    (6 marks) 

Solution  

(a) The definitions of the highest level of controls that the projects could include are:  

• those above a certain level of expenditure;  

• those that take the organisation into new markets or new market places;  

• those that create new strategic partnership;  

• those that have an impact on the brand value;  

• other operational units. 
(4 marks for each correct and completely stated level band. Maximum of 4 to be graded.Sub-Total: 16 marks) 

                                                                                  

(b) The processes involved in good risk management decisions are:  

* identifying the risk;    * analysing the risk and its impact;  

* deciding on what risk is and is not acceptable;  

* controlling or transferring any unacceptable risk;  

* reviewing regularly.  
(3 marks for each correctly stated process. Maximum of 4 to be graded. Sub-Total: 12 marks) 

  

(c)  A continuing strong reputation is needed in a variety of ways and indeed, amongst a variety 

of different audiences. Some group of such audiences, with reasons, are:  

• an organisation needs to keep the confidence of its employees if it is to maintain a skilled, 

innovated and effective workforce;  

• some businesses depend on crucial service suppliers to enable them in turn to deliver, the 

business own service delivery fails. These service suppliers not only include manufacturer 

of product ingredients, but also an independent distribution system to customers, such as a 

supermarket chain for a manufacturer of cornflakes;  

• quoted companies need the confidence of the stock market and turns the advisors to the 

stock markets, share value can rise and fall much more dramatically on a fluctuating 

reputation than on changes caused by the fortunes within the business itself.  
(2 marks for each correctly stated audience group. 1mark for any correct and completely stated audience 

group. Sub-Total per audience group: 3 marks. Maximum of 2 to be graded. Grand Sub-Total: 6 marks)  
 (Grand Total: 34 marks)  

         

12. (a) Over and above all of the individual reputational needs, lies the exposure to  

newspapers and radio and television broadcasts. These have the potential to make 

damaging accusations that are seen and heard by a wide audience. The exposures 

can be managed in two folds. Explain these two (2) folds.          (10 marks) 

(b) Continuity planning creates its own demand to ensure consistency and continuity. 

The nature of this work is that it is rarely ever known precisely when it is going to 

be needed. The plan may sit unused for months and years and then is needed at a 

moment’s notice. It is needed also, at a time when there are tremendous urgencies, 

and severe workloads on key staff who are trying to ensure the survival of the 
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organisation. There will be no space during the crisis itself to then set about and 

bring the plan and risk information up-to-date. Analyse any six (6) information 

within the continuity plan that needs to be up-to-date.                        (24 marks)      

Solution  

(a) The two folds which the exposures can be managed are:  

(i) to ensure that the business strategy and management is undertaken in such a way 

that is unlikely to cause the type of damaging criticism that are seen frequently in the media;  

(ii) to ensure that, when a risk incident occurs, the company puts skilled resources in  

place immediately to manage the information flow to the press and thus to avoid damaging 

speculation.  
(5 marks for each correct and completely stated way. Sub-Total: 10 marks)  

       

(b) The information within the continuity plan that needs to be up-to-date are:  

i. are the contingency sites available:  

ii. are the equipment still available? 

iii. are the equipment where the planners think they are? 

iv. do the equipment match in with current mainstream equipment? 

v. can the standby computer equipment read the new softwares? 

vi. are the business priorities that are addressed in that plan still the current ones? 

vii. are the sites assessible to the workforce?  

viii. are the equipment accessible to the workforce?  

ix. are employee phone numbers still up-to-date? 

x. is the contractor who is named to provide emergency services still in business? 

xi. ss the same person (and their deputies) still the keyholder to the emergency crisis 

meeting room and thus able to ensure 24hr, 7day access? 
(4 marks for each correct and completely stated information. Maximum of 6 to be graded. Sub-Total: 24 

marks) 

(Grand Total: 34 marks) 
 

13. (a) The risk manager and the business managers will have started with a list of what  

external threats can be identified.  They will only then have considered whether 

they can do harm to the subject organisation. Such external threats may have 

emerged from cultural, economic and geographic forces, security issues, failures 

and climatic and political changes. As always, the driving force behind these risks’ 

assessments will be the potential to cause damage to the organisation and the 

possible extent of such damage.  The level of these threats is what decide the 

reaction to them and what risk management may be realistic. None of these things 

are stable forces. They are extremely unlikely to remain as they were at the time 

they were first considered.  State and explicitly explain six (6) of the issues that are 

unlikely to remain as they were at the time they were first considered.        (30 marks)  

(b) Briefly explain internet as a source of external information for an organisation.  

.                         (4 marks)                                                                                      

Solution  

(a) The issues that are unlikely to remain as they were at the time they were first considered 

are:  

• climates change year by year and progressively over longer periods;  

• the politics of countries change, as do political attitudes to individual social factors;  
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• losses experienced by others and the organisation itself change expectations and likely loss 

levels;  

• science evolves and brings new knowledge to risk scenarios. This new knowledge can 

identify new threats. Science especially medical science can reduce or raise the 

expectation of injury and other loss scenarios occurring;  

• fashions change, items that are attractive to thieves will vary, for examples, during the 

computer chip shortage in the late 1990s;  

• laws change, as do legal practices;  

• regulators demand new standards;  

• wars and civil wars may start, change gear, or cease.  
Candidates are required to also explain any of these in line with the questions asked. 3 marks for correctly 

stated issue. 2 marks for any correct and completely stated explanation. Sub-total per issue: 5 marks. 

Maximum of 6 issues to be graded. Grand Sub-Total: 30 marks) 

                   

(b) There is a wealth of information available on the internet. With the internet, one is just a 

click away from whatever answer one requires. However, it is important to remember that not 

everything that is on the internet is fully correct, impartial and factual.  
(2 marks for each correct and completely stated response. Maximum of 2 to be graded. Sub-Total: 4 marks)  

(Grand Total: 34 marks) 
 

14. (a) The consequences of individual damage and failures can be severe, for all 

stakeholders, with varying levels of interest, which makes it pertinent that there are 

different ways in which an organisation can be damaged. This logically leads to 

consideration of the values and the responsibilities that needs to be kept safe from damage 

and loss. Briefly state and analyse any four (4) of such values and responsibilities.                                                                                
         (16 marks) 

(b) Self-funding is one of the options the risk manager has when evaluating risk 

financing options. Enumerate four (4) opportunities of self-funding.       (12 marks) 

(c) As a risk manager, critically analyse two (2) usefulness of checklist and 

questionnaires as a tool.                 (6 marks) 

Solution  

(a) The values and the responsibilities that need to be kept safe from damage and loss are:  

• the safety of the people;  

• the assets owned by the organization and those assets belonging to others for which it 

carries responsibilities;  

• confidence in the business and thus the value of the brand name;  

• the avoidance of litigation costs;  

• the operational ability to continue to manage the organization effectively and deliver on 

promises and contracts.  
(4 marks for each correct and completely stated value/responsibility. Maximum of 4 to be graded. Sub-Total: 

16 marks) 

                                                                                                                                                   

(b) The opportunities of self-funding are:  

• self-funding mechanisms go one step further, however, and enable the organization to 

retain more risks internally. This would include a layer that is too large to be financed 

without damage to short term cash flows and the asset base;  
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• more formal funding structures allow the use of taxation and location benefits in the 

positioning of captive companies and the fund itself;  

• the mechanics of the funding can match precisely the needs and locations of the 

organisation. There is no demand to fit funding programme into the infrastructure of an 

external risk carrier;   

• a formal funding mechanism will allow some working capital to be released back into the 

organisation for day to day use;  

• a layer of formal self-funding allow the organisation to gain direct access to reinsurance 

and capital markets for the largest exposures.  
(3 marks for each correct and completely stated opportunity. Maximum of 4 to be graded. Sub-Total: 

12 marks) 

(c) As a risk manager, the usefulness of checklist and questionnaires as a tool are:  

• useful as an ‘aide memoir’ to the risk manager directly;  

• if the risk manager needs to delegate information gathering to others, for example, 

where the sources and the range of the area is so large that it would not be practical 

for the risk manager to accumulate this information personally;  

• to bring information that may have been gathered in different places back together in 

a common format. one format will enable comparisons and analyses of the 

information. 
(3 marks for each correct and completely stated usefulness. Maximum of 2 to be graded. Sub-Total: 6 marks) 

(Grand Total: 34 marks) 
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Chief Examiner’s Comments 

Question 1 

The question tested candidates’ knowledge on taking unreasonable risk with the safety of human 

beings. 48 candidates (60%) attempted the question and failed; while 15 candidates (18.75%) 

passed and 17 candidates (21.25%) did not attempt the question. 
 

Question 2 

The question tested candidates’ knowledge on how organisation assets can be damaged. 76 

candidates (95%) that attempted the question failed; while 2 candidates (2.5%) passed and 2 

candidates (2.5%) did not attempt the question. 
 

Question 3 

The question tested candidates’ knowledge on fire and special perils. 10 candidates (12.5%) that 

attempted the question failed, while 68 candidates (85%) passed and only 2 candidates (2.5%) did 

not attempt the question. 
 

Question 4 

The question tested candidates’ knowledge on issue of consequences. Many candidates attempted 

the question. Out of 100%, 80% passed the question while 20% failed. 
 

Question 5 

The question tested candidates’ knowledge on when land is said to be contaminated. 29 candidates 

(36.35%) that attempted the question failed while 44 candidates (55%) candidates passed and 7 

candidates (8.75%) did not attempt the question.  
 

Question 6 

This question was well attempted. 72 candidates did the question and 59 candidates passed it. It 

was only 13 candidates that failed the question. 
 

Question 7     

Though the question is compulsory; not all candidates attempted it. 63% of the candidates that 

attempted it passed, while 13% failed aside those that were absent. 
 

Question 8 

68 candidates passed the question while 9 candidates failed the question. 3 candidates did not 

attempt the question.  
 

Question 9 

a. The question tested candidates’ knowledge of the NAICOM rules on the appointment of 

Managing Directors. The performance was too poor. Out of 100% candidates that 

attempted the question only 1% passed while 99% failed. 
 

b. The question tested candidates’ knowledge on principal recommendation under Hampel 

Report. Out of the 100% candidates that attempted the question, it was only 40% that got 

it correctly and 60% failed it. 
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c. The question tested candidates’ knowledge on decision making on risk. Out of 100%, 40% 

passed; while 60% failed. 

 

Question 10 

a. The question tested candidates’ knowledge on consequential loss. 47 candidates (58.75%) that 

attempted the question failed; while 9 candidates (11.25%) passed and 24 candidates (30%) 

did not attempt the question. 

b. The question tested candidates’ knowledge on the range of financial instruments that enable 

an organisation to transfer financial risks. 47 candidates (58.75%) that attempted the question 

failed, while 9 candidates (11.25%) passed and 24 candidates (30%) did not attempt the 

question. 

c. The question tested candidates’ knowledge of various information required to construct a 

system of record. 47 candidates (58.75%) that attempted the question failed, while 9 candidates 

(11.25%) passed and 24 candidates (30%) did not attempt the question. 

 

Question 11 

a. The question tested candidates’ knowledge of internal control mechanisms. 21 candidates 

(26.25%) that attempted the question failed, while 9 candidates (11.25%) passed and 50 

candidates (62.5%) did not attempt the question. 

b. The question tested the candidates risk management decision. 21 candidates (26.25%) that 

attempted the question failed, while 9 candidates (11.25%) passed and 50 candidates (62.5%) 

did not attempt the question. 

c. This question tested the candidates’ knowledge of organization reputation. 21 candidates 

(26.25%) that attempted the question failed, while 9 candidates (11.25%) passed and 50 

candidates (62.5%) did not attempt the question. 

 

Question 12 

This is an optional question. 31 candidates attempted the question and 25 candidates passed, while 

68 candidates that attempted the question failed. 

 

Question 13 

33 candidates attempted the question. 31 passed and only 2 candidates failed. 

 

Question 14 

There are 59 candidates that attempted the question, and 46 candidates brilliantly passed it. Only 

13 candidates failed. 

 

Comments on overall performance 

The performance was averagely good.  

 

Suggestions on improvement (if any) 

Candidates are encouraged to put in more efforts in order to record better performances.  
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CHARTERED INSURANCE INSTITUTE OF NIGERIA 
 

A09 – MARKETING 
 

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. 
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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 formula 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. 
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A09  
Part I 
Answer ALL questions in Part I. 
Each question carries six (6) marks. 

1.  (a) Define the term “marketing”.       (2 marks) 

(b) Marketing exists to facilitate the actual exchange of goods and services by matching 

producers with consumers. Enumerate any four (4) actions that an organisation 

requires to do in order to accomplish this.     (4 marks) 

Solution  

(a)  Marketing is a series of management processes based on a persons or managements 

interaction with and understanding of, existing and potential consumers, that enable it to provide 

them with what they need and want.        (2 marks) 

 

(b) The actions that an organisation requires to do in order to facilitate the actual exchange of 

goods and services by matching producers with consumers are:  

• identify and target those markets that best fits its resources; 

• develop products that meet the needs of the target market better than competitor’s 

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 the products and programmes. 
(1 mark for each correct and completely stated action. Maximum of 4 to be graded. Sub-Total: 4 marks) 

(Grand Total: 6 marks)  

 

2. What are the three (3) ways of structuring international distribution in marketing?  

Solution  

The three ways of structuring international distribution in marketing are having in place:  

• a wholly or partially owned joint venture or local subsidiary;  

• domestic-based intermediaries with specialisation in the organisation’s foreign 

markets;  

• overseas-based intermediaries working in the organisation’s foreign market. 
(2 marks for each correct and completely stated way. Total: 6 marks)  

 

3. What are ‘needs’ and ‘wants’? Use an analogy as an example to distinguish between the 

two terms also.  

Solution  

“Needs’’ are the basic forces that drive people and businesses to acquire items from each 

other.‘’Wants’’ reflect a persons or organisations desires or preferences for specific ways of 

satisfying a desire or craving. For example, a student resuming in school need to have notebooks 

and pens and may want to have a mobile phone. The notebooks and pens are needs that without 

them, the success in school might be undermined, and the mobile phone is just a want that has no 

direct impact on the success in school. 
(2 marks for each correctly stated “need” and “want”. 1 mark for correct analysis of the example per term. 

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

 

 



Page 116 of 123 
 

4. Enumerate any three (3) conditions that must prevail for perfect competition to exist in a 

market.  

Solution  

The conditions that must prevail for perfect competition to exist in a market are:  

• there is a large number of both buyers and sellers in the market;  

• no single buyer or seller is large enough to influence market price; 

• all products and service offerings are identical; 

• there are no barriers to entering or leaving the market; 

• all buyers and sellers have full knowledge of market conditions. 
(2 marks for each correct and completely stated condition. Maximum of 3 to be graded. Total: 6 marks) 

 

5. Insurance is being considered as an intangible service. Explicitly enumerate any three (3) 

common ways of making insurance services more tangible. 

Solution  

The common ways of making insurance services more tangible are:  

• by using any physical products, e.g., the style and format of the insurance policy and 

any accompanying literature, as quality indicators 

• by creating a tangible representation of the insurance, e.g., by offering customers a 

branded plastic card which contains key policy numbers and claim telephone contact 

details and can be kept in a wallet. 

• offering financial incentives to customers which allow them to buy tangible item such 

as fire alarms, steering-wheel locks and other security devices at a discount, or 

alternatively to discount their insurance if they buy and install such products. 

• trying the marketing of service to the marketing of certain goods, e.g., providing 

insurance cover for electric domestic products or new cars at the time of sale. 
(2 marks for each correct and completely stated way. Maximum of 3 to be graded. Total: 6 marks) 

 

6. Insurance products are dynamic, and must be able to respond quickly to changes in market 

demand. List any three (3) ways in which the product offering can change. 

Solution  

The ways in which the product offering can change are:  

* developing new products for the existing market;  * style changes.  

* product line extensions;     * product improvements.  
(2 marks for each correct and completely stated way. Maximum of 3 to be graded. Total: 6 marks) 

 

7. Highlight any three (3) ways that services organisations may interact with their customers.  

Solution  

The ways that services organisations may interact with their customers are for the:  

• customer to come to the organisation’s premises;  

• organisation to go to the customer’s premises;  

• organisation and customer to transact business directly but at arm’s length, e.g., via 

telephone or the internet;  

• organisation and the customer to transact business indirectly, e.g., via an intermediary. 
(2 marks for each correct and completely stated way. Maximum of 3 to be graded. Total: 6 marks) 
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8. (a) The pricing of insurance is complicated with the fact that level of premium  

offered by an insurer must cover anticipated claims and other expenses. State any 

two (2) different methods of pricing insurance.    (2 marks) 

 (b) Enumerate the four (4) stages of strategic marketing planning.  (4 marks) 

Solution  

(a) The different methods of pricing insurance are:  

*survival base;    * profit maximisation base;    

* sales maximisation base;   * prestige pricing base.  
(1 mark for each correctly stated base. Maximum of 2 to be graded. Sub-Total: 2 marks) 

 

(b) The four (4) stages of strategic marketing planning are:  

* establishing marketing objectives;   * establishing marketing strategies;  

* predicting expected results;   * identifying contingent and alternative strategies 
(1 mark for each correct and completely stated stage. Sub-Total: 4 marks) 

(Grand Total: 6 marks) 
 
Part II 
Compulsory Question. 
This question carries 50 marks. 

9. (a)  Enumerate the main categories of insurance firms in Nigeria and their capital  

requirements by NAICOM as at December 31, 2023.   (10 marks) 

(b) What are the four (4) components of the Boston Consulting Group Matrix. 
          (10 marks) 
(c) Modern marketing methods have attracted some criticisms. Highlight and explain 

any three (3) of these criticisms.      (18 marks) 

(d) State, and explain, three (3) reasons why it is difficult to standardise international 

marketing communication.      (12 marks) 

Solution  

(a) Solution  

The main categories of insurance firms in Nigeria and their capital requirements by NAICOM as  

at December 31, 2023 are:  

• Life Insurance Companies:   ₦2billion;    

• General Insurance Company:   ₦3billion;  

• Composite Insurance Companies:  ₦5billion  

• Reinsurance Companies:   ₦10billion  
(2½ marks for each correctly stated capital. Sub-Total: 10 marks) 

(b) The four components of the Boston Consulting Group Matrix are:  

* question mark;  * cash cows;   * dogs;  * Stars. 
(2½ marks for each correctly stated component. Sub-Total: 10 marks) 

 

(c) Some criticisms of modern marketing methods are:  

* planning product obsolescence;   * creation of a materialistic society;  

* high pressure selling of poor-quality products.;  * wasted resources. 

 

• Planned Product Obsolescence:  customers have criticised producers for forcing 

the obsolescence of products by making superfluous or trivial changes in their designs to generate 
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further sales. For example, a manufacturer of fax machines may unnecessarily alter the format of 

the fax paper cartridges it makes for those machines, thereby rendering its older fax machines 

obsolete. Customers are forced to buy new fax machines. 

• Creation of a Materialistic Society: consumer bodies have expressed concern that 

marketing had led consumers to buy goods which they have no desire to buy by creating want, 

needs and desires in their minds that might not otherwise exist. This is a difficult argument to 

accept since the decision to buy goods lie ultimately with the consumers. If the need for the product 

is stimulated by advertising, then the consumer may make an irrational choice by opting to buy it. 

• High Pressure Selling of Poor-Quality Products: sales practices have been 

controlled for over a century, yet aggressive sales methods can be applied to persuade consumers 

to buy poor-quality products. Legislation had been introduced progressively which gives 

consumers time to think about buying highly priced goods and services, especially where this may 

involve long-term financial obligations. 

• Wasted Resources: critics of marketing complain that it is hugely wasteful. 

Substantial amounts of money and time are spent each year in marketing essentially similar 

products (cars, soft drinks, soap powders, banking services) as though they are vastly different. 
(4marks for each correctly stated criticism. 2 marks for each correct and completely stated explanation. Sub-

total per criticism: 6 marks. Maximum of 3 to be graded. Grand Sub-Total: 18 marks) 

 

(d) The reasons why it is difficult to standardise international marketing communication are:  

• legal barriers; for instance, some countries do not allow advertising targeted at 

children;  

• where the local culture does not understand or like the marketing message;  

• where local competition has been established longer and is closer to the people;  

• where the message has been poorly communicated due to poor local skills.  
(4 marks for each correct and completely stated reason. Maximum of 3 to be graded. Sub-Total:12 marks) 

(Grand Sub-Total: 50 marks)  

 
Part III 
Answer THREE of the following FIVE questions. 
Each question carries 34 marks. 

10. (a) State any five (5) ways in which organisation can make use of market  

research.         (20 marks) 

(b) Highlight the three (3) ways of product development for existing products. State an 

example of each way.        (9 marks) 

(c) What is a “cartel”?          (5 marks) 

Solution  

(a) The ways in which organisation can make use of market research are by:  

• identifying and defining the target market;  

• identifying and defining the market opportunities;  

• identifying and defining the marketing problems;  

• generating well-founded marketing objectives;  

• assisting in the information of marketing strategies;  

• measuring and evaluating the success of marketing strategies.  
(4 marks for each correct and completely stated way. Maximum of 5 to be graded. Sub-Total: 20 marks)  
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(b) The three ways of product development for existing products are:  

• adapting the products to provide additional/different values e.g. incorporating video 

recorders to television sets, e.t.c.  

• incorporating new technology e.g. changing from wooden skis to plastic skis, e.t.c. 

• giving existing products new application e,g powering radio with clockwork, e.t.c.  
( (i) The examples stated in the solution above are NOT exhaustive. Marks should be awarded for any 

correct and completely stated example. 

(ii) 2 marks for each correct and completely stated way. 1 mark for each correct and completely stated 

example under each way. Sub-Total per way: 3 marks. Grand Sub-Total: 9 marks) 

 

(c) A cartel is an agreement (1 mark) between suppliers (1 mark) whereby they charge identical 

prices for goods and services (1 mark) with an objective to eradicate competition (1 mark) and make 

abnormal profit(s) (1 mark).    (Sub-Total: 5 marks) 
(Grand Total: 34 marks) 

 

11. (a) Enumerate four (4) of the questions that organisations should ask during a  

marketing audit.       (16 marks) 

 (b) What is value chain analysis? Explain how it works and give a correct  

example.         (18 marks) 

Solution  

The questions that organisations should ask during a marketing audit are:  

• how different is each offering from other insurance organisations’ offerings? 

• what are its distinctive features and benefits? 

• where is the organisation’s position in the overall market? 

• where is the organisation’s offering in the product life cycle?  

• what innovation can be included in the current offering?  
(4 marks for each correct and completely stated question.Maximum of 4 to be graded. Sub-Total: 16 marks)  

 

(b) Value Chain Analysis is a process that examines all the work that an organisation has to 

do to produce, market, deliver and support its product and services.   (3 marks)  

 

It works in the following way:  

• the organisation identifies the activities required to be done;  

• the identification is usually done in a chain from the supplier to the customer;  

• the customer’s specification and needs are usually reviewed and considered before 

proceeding with any action;  

• the organisation then understands what is required to be done and sets machineries in place 

to get it done.  
(3 marks for each correctly stated way. Sub-Total: 12 marks) 

Candidates are required to give a correct example which when correctly and explicitly stated, should earn 3 

marks. Grand Sub-Total: 18 marks)  

Grand Total: 34 marks)   
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12. (a) State four (4) ways by which messages can be transmitted in a wide range of  

manner. Give two (2) examples of each.    (28 marks)  

(b) What is the difference between oligopoly and oligopsony?  (6 marks)  

Solution 

(a) The ways by which messages can be transmitted in a wide range of manner are:  

• face-to-face, e.g., via personal selling, seminars, conferences, and meetings;  

• using telecommunication media, e.g., telephone, fax, video conferencing;  

• using printed media, e.g., print advertising, brochures, direct mail, letters;  

• using broadcast media, e.g., tv and radio advertising, interviews, features;  

• using electronic or new media, e.g., such as world wide web and e-mail. 
(5 marks for each correct and completely stated way. 2 marks for each correctly stated example. Sub-Total 

per way: 7 marks. Maximum of 4 to be graded. Sub-Total: 28 marks)  

 

(b) Oligopoly is a market type where a small number of sellers have control over the whole 

market(3 marks); while oligospony  a market type where a small number of buyers have control 

over a particular product or service(3 marks).  (Sub-Total: 6 marks).  
(Grand Total: 34 marks) 

 

13. (a) Highlight and explain the five (5) components of every individual   

communication.        (30 marks) 

(b) What is an unsatisfied need?       (4 marks) 

Solution 

(a) The components of every individual communication are the:  

* source;  * message;  * medium;  * receiver;  * response.  

 

• The Source is the communicator itself- the person or organization which originated 

the message. 

• The Message, also known as the ‘marketing message’, is the information to be 

communicated to the external world about the organisation. Information helps to 

shape opinion, and is often encoded in a form that will be understood by the 

intended audience, and which will be capable of transmission using the chose 

medium. 

• The Medium is the channel used for communicating the message, including 

advertising on radio, television and in printed publications. 

• The Receiver is, hopefully, the target audience, and 

• The Response is generally a set of desired reactions that will benefit the source in 

some ways.  
(3 marks for each correctly stated component. 3 marks for each correct and completely stated explanation. 

Sub-Total per component: 6 marks. Grand Sub-Total: 30 marks) 

 

(b)        An unsatisfied need is a gap between a person’s (or organisation’s) actual state (4 marks) 

and the desired state (4 marks).     (Sub-Total: 4 marks) 
(Grand Total: 34 marks)  
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14. (a) Highlight ten (10) service factors that may differentiate one insurance 

offering from another.       (30 marks) 

(b) Explicitly explain two (2) purposes that distribution is used as a marketing 

resource.         (4 marks) 

Solution  

(a) The service factors that may differentiate one insurance offering from another are:  

• limited or unlimited financial protection in the event of an insured occurrence; 

• participation in the risk by the insured via excesses and deductibles; 

• loss prevention advice; 

• premium discount;  

• discount on loss prevention equipment;  

• discount on repairs by using insurance partner;  

• provision of industry information and news;  

• special offers on other insurances;  

• access to affiliated financial services providers such as banks;  

• loyalty bonuses;  

• no claim discount;  

• the insurance contract itself;  

• 24 hours emergency claims services;  

• training about insurance offering;  

• a comfortable retail outlet where business can be conducted over the counter.  
(3 marks for each correct and completely stated factor. Maximum of 10 to be graded. Sub-Total: 30 marks) 

 

(b) The purposes that distribution is used as a marketing resource are that it is used to make a 

product or service available:   

* at the right place;     * at the right time;    

* in the amount that the target group wants. 
(2 marks for each correct and completely stated purpose. Maximum of 2 to be graded. Sub-Total: 4 marks) 

(Grand Sub-Total: 34 marks) 
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Chief Examiner’s Comments 

Question 1 

It was a popular question attempted by all the candidates. 87% pass rate was achieved. The 

question was the definition of marketing and on requirements to accomplish it. 

 

Question 2 

57% pass rate was achieved. The question was on ways of structuring international distribution in 

marketing. 

 

Question 3 

79% pass rate was achieved. The question requested candidates to differentiate between needs and 

wants. 

 

Question 4 

The question examined candidates on perfect competition. 94% scored above 50% of the total 

marks obtainable. 

 

Question 5 

Question required candidates to highlight common ways of making insurance services to be more 

tangible. 45% pass rate was achieved.  

 

Question 6 

47% pass rate was achieved. The question was on how insurance product offering can change. 

Some candidates, despites the popularity of this question still missed it. 

 

Question 7 

58% pass rate achieved. The question focused on customers interaction. Candidates are advised to 

read on how service organisations can interact with their customers. 

 

Question 8 

Majority of the candidates answered the question correctly. 63% pass rate was achieved. 

 

Question 9 

The question was attempted by all candidates. 55.8% pass rate was achieved. All aspects of the 

question were well attempted except the section of paid-up capital of the Industry.  

 

Question 10 

The question examined candidates on ways organisations can make market research. 43% 

attempted the question while only 42% passed. 

 

Question 11 

The question examined candidates on marketing audit and value chain in an organsation. Only 23 

candidates attempted it and only five candidates passed. 
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Question 12 

This question was attempted by many candidates. 51% pass rate was achieved. Many candidates 

could not state ways that messages can be transmitted nor state correct examples. 

 

Question 13 

A popular question with 71% pass rate. Many candidates were able to explain the components of 

every individual communication.  

 

Question 14 

30% of the candidates attempted the question and 61% pass rate was recorded. Many candidates 

could not highlight service factors that may differentiate one insurance offering from another. 

 

Comments on Overall Performance 

Overall, 57% pass rate was achieved.  

 

Suggestion(s) on Improvement (if any) 

Candidates should give more attentions to their studies. 

 

 


