THE IMPACT OF PROPER UNDERWRITING IN PROMOTING INSURANCE IMAGE IN NIGERIA (A STUDY OF NIGER INSURANCE PLC)

ABSTRACT

Insurance companies are legal entities that cover the insured against certain unexpected occurrence of an event in exchange for payment of a predetermined amount of money called premium. In underwriting insured risks insurance companies do accepts risks that have different risk profile but the acceptance of those risks are under different conditions which they face a lot of challenges in carrying out these activities because of low modern technology and facilities, lack of professionals in underwriting department which brought to foe low confidence on the insured. This study therefore is exploratory study to determine the impact of proper underwriting in promoting insurance image in Nigeria. The population of the study comprises both underwriters and insured of Niger insurance plc Enugu. Both primary and secondary data were collected. The data was analyzed by the use of chi-square statistical method. The study came out that for proper underwriting in promoting insurance image, the insurance need to establish rules which will result in securing an average proportion of good risk. It was recommended that the underwriters should be exceptionally in the selection of their applications they should not be too glad in receiving premium but too reluctant in meeting their claims.

CHAPTER ONE

INTRODUCTION

1.1    BACKGROUND OF THE STUDY

Insurance companies are legal entities that cover the financial impact of it that derives from the occurrence of certain unexpected insured events affecting the insured. They offer this benefit in exchange for payment of a predetermined amount of money called premium. By pulling similar risks together insurance companies transform the unpredictability of the occurrence of an event to an individual into expected events affecting any one of the insured participants. In underwriting insured risks, insurance companies do accepts risks that have different risk profile but the acceptance of those risks are under different conditions, like charging an extra premium, applying exclusions or waiting periods to restore the necessary risk homogeneity in the portfolio. There are also problems in carryout these activities because of low modern technology and facilities in place to enhance underwriting process, lack of professionals in underwriting department of insurance industry which brought to foe low confidence on investors who want to invest. This study therefore is exploratory study to determine the impact of proper underwriting in promoting insurance image in Nigeria.

However, Niger insurance underwriters have developed a sense to assess the anti-section effect in the process of assessing the risk they use two important considerations when assessing a risk, the physical risk is related to the physical characteristics of the insured object that may increase the possibility of a claim. On the other hand, the moral risk is related to the applicants’ reputation, financial position or criminal record. When underwriters evaluate applications for insurance they follow a very thorough thought process to identify the moral and the physical risk. In promoting insurance image in Nigeria, the insured will always know more than anyone else about the perils to which their own goods, business or health are exposed to. This underwriting is performed each time an insurance application is taken. Its purpose is to determine if application represent risks acceptable to the insurer to determine whether or not the insurer will issue a policy to proposer. The central impact of the underwriting is to help the insurance company in creating homogeneous portfolio by evaluating the risks and accepting them under conditions that make them behave similarly which is geared towards promoting good insurance image.

1.2    STATEMENT OF THE PROBLEM

The following are my statement of the problems:

Poor insurance image due to lack of improper underwriting as a result of low modern technology and facilities in place to enhance underwriting process. Inadequate assessment of risk due to lack of professionals which brought to foe low confidence on the insured. Inability to provide best advice with respect to risk protection for the individual and companies looking for protection

1.3    OBJECTIVES OF THE STUDY

        The researcher tends to achieve the following:

To promote insurance image and assess the factor that will enhance proper underwriting process.

To describe the implication of non-professionals and to promote insured’s confidence towards insurance.

To ascertain whether underwriters advice their clients looking for protection.

1.4    RESEARCH QUESTIONS

a.   What factor enhances proper underwriting process?

b.   What implication do non-professionals exhibit in the expectation of the insured?

c.   What form of advice do underwriters give to their client?

1.5    RESEARCH HYPOTHESIS

H0: Proper underwriting does not promote insurance image.      

H1: Proper underwriting  promote insurance image.

1.6    SIGNIFICANT OF THE STUDY

This work will benefit the underwriters in the sense that it would help them to assess risk in order to understand the major loopholes and challenges they will face in underwriting of risk in the service to their client.

It will also benefit the general public in order to help them to know the various risk exposure to embark upon and how to insure them effectively and efficiently.

It will also aid the candidate or student having HND in insurance who will carryout further research on the related topic in the future.

1.7 SCOPE OF THE STUDY

The study will examine the impact of proper underwriting in promoting insurance image in Nigeria. The study will be carried out in Niger Insurance PLC, Enugu State

1.8 LIMITATION OF THE STUDY
Like in every human endeavour, the researcher encountered slight constraints while carrying out the study. Insufficient funds tend to impede the efficiency of the researcher in sourcing for the relevant materials, literature, or information and in the process of data collection, which is why the researcher resorted to a limited choice of sample size. More so, the researcher simultaneously engaged in this study with other academic work. As a result, the amount of time spent on research will be reduced.

1.9          DEFINITION OF TERMS

Underwriter: The person who reviews an application for insurance and decides if the applicant is acceptable and at what premium rate.

Underwriting: The process an insurance company uses to decide whether to accept or reject an application for a policy.

Premium: The amount paid by an insured to an insurance company to obtain or maintain an insurance policy.

Policy: The contract issued by the insurance company to the insured which serves as an evidence of agreement between the insurance company and the insured.

Insured: The person or organization covered by an insurance policy.

CHAPTER TWO

LITERATURE REVIEW

INTRODUCTION

Our focus in this chapter is to critically examine relevant literature that would assist in explaining the research problem and furthermore recognize the efforts of scholars who had previously contributed immensely to similar research. The chapter intends to deepen the understanding of the study and close the perceived gaps.

Precisely, the chapter will be considered in two sub-headings:

Conceptual Framework
Chapter Summary
2.1
CONCEPTUAL FRAMEWORK

Conceptual Clarification Of Underwriting

The concept of underwriting has been defined by many scholars using related terms and words to justify its meaning; several definitions have been made by different authors, but common to all the definitions is the fact that underwriting involves making decisions after consideration of certain risk factors relating to the proposed risk.  Underwriting is the foundation of the insurance transaction process, it is an essential element in the operation of any insurance program. Unless the company selects from among its applicants through the underwriting process, the inevitable result will be adverse selection to the company (Vaughan & Vaughan, 2008). Insurance companies will be faced with major losses if random selection of proposed risk were to be accepted, hence, the need for underwriting. Every insurance company avoids adverse selection by different means, but the most effective is through proper underwriting (Vaughan & Vaughan, 2008). It can be established vividly that underwriting involves risk measurement and evaluation leading to determination of the commensurate cost to cover that risk. It is done by grouping together similar risks for rating (Dowd et al., 2007). For the purpose of defining, Vaughan & Vaughan (2008) stated that underwriting is the process of selecting and classifying exposures.  Also, NIILM University described underwriting as the process of choosing who and what to insure. In all definitions as identified by scholars, is that the end product of underwriting is to make a good decision which could be to:

i.Accept risk

ii.Reject risk

iii.Limit Cover

iv.Make restrictions

v.Premium Loading

The underwriter can choose to accept risks that have proven upon assessment to be Preferred, Standard or Sub-standard as it has been classified in the Insurance industry. The general knowledge is that for each of the three above risk classifications, the degree of risk differs. The preferred risk has the lowest degree of risk while standard risk has a lower degree of risk than sub-standard risk. In cases where the underwriter cannot classify the assessment risk under any of the three classifications, such risks are called bad risks and are only rejected if underwriting measures cannot be taken to mitigate the proposed risk. In this light, the underwriting measures include: limiting the extent of the cover to few damages, premium loading and adding restrictions. For instance, in motor insurance, an age restriction can be placed on the policy in order to restrict some people of a certain age from driving the motor car. Underwriting is pretty much the "behind the scene" work in an insurance company where they determine who is insured and how much of insurance premiums they will charge the insured. Insurance underwriting also involves choosing who the insurance company will not insure i.e avoiding adverse selection. The concept of underwriting is not systematic in nature; as a matter of fact it is not a programmed activity. Macedo (2009) stated that “underwriting is considered to be an art and not a science and as such there is an important space for a subjective assessment of the risk by the underwriter.” To be able to properly assess the risk, insurance companies have developed underwriting guidelines/selection tables to which all underwriters must abide.

It is standard for insurance companies to have guidelines or selection tables that identify various classes according to the likelihood of a claim (Macedo, 2009). Underwriting guidelines differ from one insurance company to the next. Each company selects the risk factors that include in its “underwriting guidelines.” These “underwriting guidelines” are very private, and insurance companies or their agents will not provide these guidelines to anyone besides their employees. Each insurance company creates its own “underwriting guidelines” to help make underwriting decisions with respect to their insurance businesses (People’s Insurance Counsel Division). According to Chiang (2014), ‘underwriting guides’ help to ensure that underwriting policy and selection decisions are made uniformly and consistently through all the companies’ territories. These guides also synthesize the insights and experience of seasoned underwriters and help the less experienced ones. It specifies the lines of insurance that will be written, the amount of coverage to be permitted on various types of exposure, the areas of the country in which each line will be written, and similar restrictions (Baranoff et al, 2009). 

It is worthy of note that the major objective of underwriting is to determine if an applicant is acceptable for the insurance policy under the conditions indicated. Through underwriting, an insurance company can produce a safe and profitable distribution of business (Chiang, 2014).  The essence of underwriting is to produce a pool of insureds, by categories, whose actual loss experience will closely approximate the expected loss experience of a given hypothetical pool of insureds (Underwriting principles and control). This establishes the relevance of underwriting to Insurance companies. According to the report from the Tower group, the importance of the underwriting function within the insurance industry cannot be overemphasized. The relevant nature of underwriting in the insurance industry demands that deliberate efforts be made by insurance companies to improve their underwriting capability. However, this is not the case. 

Historical Development of Underwriting

The word "underwriting" stems from the manner in which the first contracts for insurance were written. The practice of underwriting arose in connection with shipping ventures during the 17th century. The leading ship merchants of London were accustomed to assembling in Lloyd’s coffee house to transact their mutual business. In the course of time, the custom arose from dividing the risk of venturesome voyage among a number of different merchants, each agreeing to stand a fixed share of the loss or to receive a proportionate share of the profit. The contract to this effect was passed about and each merchant who agreed to it had his name written under the contract, hence the word “underwriting”. The typical maritime insurance contract insured against several perils such as fire and storms which could cause the ship's owner to lose the ship or its contents. These contracts also stipulated the amount that the owner would receive from the insurer as compensation in the event of such a loss. Life insurance underwriting also originated in connection with maritime insurance, when insurance coverage was purchased to cover the lives of merchants and captains traveling on insured ships. 

Over the years, underwriting spanned from just been applied in the area of Marine insurance to application under Life insurance contract as well as General insurance. This underwriting development has accommodated the use of technology in the underwriting process, as modern Global insurance companies now adopt the use of automated System for underwriting risk and making decisions based on the specified algorithm input in the system. Relatively, underwriting in today’s world is more efficient and effective.

Traditional Underwriting Practices 

In the history of insurance, underwriting was an art which was passed down from one underwriter to another. In the process, a body of traditional practices was developed based on experiences with claims. For instance, losses of a certain type, even though infrequent, indicated patterns which needed careful attention (underwriting principles and controls).  The underwriter, based on the claim experiences over the years, gradually developed guides to types of risks which presented more problems than normal. When a class of risks was identified through long experience as being somewhat of a problem, it was natural for the underwriter to place the class on an unacceptable list. During this era, extensive investigations about the nature of the proposed risk were expensive and labour intensive (Cowan, 2011). More importantly, underwriters were unsure on how to identify the few desirable risks. It seemed more logical to refuse to write all members of the class than to spend money trying to find the few who might qualify. Also, underwriters prepare lists for new underwriters, depicting in details the classes which were not desirable. Such lists were popularly labeled as prohibited list, non-binder list, restrictive list and ineligible list (Rejda, 2008). This is the way class underwriting developed. The list created served similar purpose as the “underwriting guides” used as of today.  

Furthermore, to make appropriate underwriting decisions and prevent insurance fraud, insurance companies attempt to collect various sources of data to accurately rate the risk profile of certain classes of policyholder. In this context, underwriters make deliberate effort to seek as much documentation as possible in order to detect the inconsistencies in the applicant’s story or potential fraud (Cowan, 2011). The required information includes the application, agent’s report, inspection report, physical inspection, or physical examination (Rejda, 2013). Traditionally, underwriters in rating loss exposure or moral risk or losses presented with potential adverse selection tend to rely on tools for their inspection. However, in today underwriting era, there have been series of advancements in the underwriting process. The underwriters are vast in knowledge with respect to proposed risk. For example, a person who has a vast knowledge about petroleum and gas is made to participate in the underwriting process of risk with respect to the subject matter. Also, the use of technology has brought about a shift from engaging traditional underwriting to using sophisticated technology in underwriting risk. It can be said that underwriting today, emerged from series of phases before attaining what it is now.

How underwriters assess risks in insurance industry

Underwriters use a methodology called risk assessment to calculate premium rates for policyholders. When an application is received by an insurance company, the underwriter uses relevant information contained in the application form to screen the object to be insured from possible risk (Berger, 1988).  Berger (1988) said, “When an application is received by the insurance company, the administration department will set up the application on the company’s underwriting system.” This system can be web based, electronic or in some cases paper. At this point, the underwriter will have the task to assess the risk and classify it according to its likelihood of a loss. He will prove if the risk should be accepted and if so, how the policy should be issued. Insurance companies cannot assume that every proposed insured object will represent an average likelihood of loss. To assess the risk, the underwriter uses relevant information contained in the application form to screen the object to be insured from possible risks; the underwriter will also use data bases to check on the risk exposure, possible past claims or declined applications in the past (Macedo, 2009). 

As a next step and because insurance companies have a duty to exercise reasonable care in determining whether insurable interest exists and whether the consent of the insured has been obtained to avoid legal implications, underwriters look at the beneficiary’s insurable interest (Macedo 2009). The presence of insurable interest must be established for every life insurance policy to make sure that the insurance contract is not challenged to be an illegal wagering agreement. If an insurable interest is not found at the time of underwriting, the policy will not be issued. The entirety of risk assessment by underwriters lies in the ability to use information to determine the level of risk proposed and to screen out adverse selection.

Companies with sophisticated software, assesses risk using technology to aid the process explained above. In assessing risk, they compute a predetermined algorithm.  Insurance underwriters gauge the risk that the insured may file a claim against his policy. These algorithms are based on key indicators about the insured and then measured against a data set to weigh risk. Insurance underwriters carefully balance the insurance company’s profitability with the insured’s potential need to use the policy (insurancecompanies.com)

Challenges facing the underwriting process

The underwriting process is not without challenges, just like other technical areas in the insurance business (Macedo, 2009). The relevance of underwriting to insurance cannot be overemphasized. However, the underwriting process has over the years, been faced with series of challenges. These challenges according to Sodhi (2012) include:

i.Lack of technological facilities

ii. Use of unqualified personnel in the underwriting process

iii. Insufficient information

iv. Inefficiency of the underwriting process

The negative effect of the identified challenges of underwriting has been that, adverse selection of risk has been on the high side. Many underwriters have failed in this respect owing that the purpose of underwriting is basically to help to protect the insurance company from acquiring non profitable business though this cannot mean that every risk should be declined. The decision has to be balanced with the necessity of accepting well understood risk to grow the business (Macedo, 2009). Hence, an effective underwriting process is such that pre-empt adverse selection.

Many insurance companies are yet to adopt new technologies in their underwriting process. According to Platten (2017), the biggest challenge we face is waving goodbye to much that has served us well in the past and embracing tools and practices that will enable us to stay relevant to today’s environment and in particular to ever evolving client needs. In Platten expression, he emphasized that most insurance companies underwrite risks using old technologies that are not relevant in today’s world owing to the advent of technological developments, because of their unwillingness to accept change. Platten (2017) also stated that insurance companies must take deliberate efforts in understanding and utilising technological advances in data, analysis and artificial intelligence. Furthermore, the non-usage of modern technological tools by insurance companies has led to inefficiency in the underwriting process. Underwriters need tools that are designed to fully optimize the underwriting process (Belizaire 2013). According to a survey conducted by insurance software provider FirstBest Systems in USA, results concluded that due to processing inefficiencies, 82 percent of underwriters spend a maximum of half their time on underwriting. Over half of underwriters work with four or more systems in the underwriting process and many spend the bulk of their time on tasks unrelated to underwriting. This problem is perceived to persist in the Nigeria Insurance industry as well.

From the forgoing, one of the challenges facing underwriting can be identified as insufficient information (Disclosure) as identified by Sodhi (2010). Underwriting is based on information, and its decisions are made based on information available. This is better exhibited with reference to one of the underlying principles of insurance-utmost good faith. It is believed that certain information is crucial to the underwriting process and can determine whether or not adverse selection is made. For example, if there are two applicant who provides certain information in this manner: Applicant A, 35 year old, goes to gym everyday, engages in yearly routine health check ups and has had no ailments i.e healthy and fit; and we also have Applicant B who is 35 year old, he does no physical activity, has Back pain on and off and he is diagnosed with hypertension a month back as well he is recommended blood test for sugar. In this light, the underwriter has the information to decide the level of risk of the two applicants and as well which will lead to adverse selection. However, in cases where there is insufficient information, the underwriter accepts the proposed risks. In the face of insufficient information for proper underwriting, the insurance companies suffer from increase in cost which leads to claims repudiation and extreme customer discomfort factors, leading to the poor image insurance companies has possessed over the years (Sodhi 2012).

Furthermore, as stated by Jaffe (2008), the underwriting function in a company is more than just staffing; it involves how to operate with both an experienced and an intellectually growing staff. It is only reasonable to allow qualified staffs access the underwriting table; otherwise, has been one of the major challenges affecting the effectiveness of insurance companies underwriting process and decision. Underwriting has been established as an art, and hence requires adequate skills and knowledge. An insurer must have enough properly trained underwriters to implement its underwriting policy. No insurer, for example, should pursue aviation, equipment breakdown, or ocean marine insurance unless it has enough underwriting specialists experienced in those types of insurance (underwriting principles and controls). 

 According to the presentation anchored by Sodhi (2010), the impact of allowing unskilled personnels to function in the underwriting process includes:

i.Inappropriate and inconsistent decisions 

ii.Loss of credibility

iii.Higher declinature rate

iv.Loss of business

Sodhi (2010), emphasized that unskilled underwriters make inappropriate and inconsistent decisions with respect to proposed risks, the consequence of which leads to adverse selection. Insurance business flourishes in the presence of credibility, and loss of credibility is eminent if the underwriting process is ineffective. The loss of credibility is tantamount to poor image or loss of goodwill. Most insurance business have been declined on the basis of the underwriter’s judgement, which ought to have been accepted with restricted conditions, higher premiums etc; this spells loss of profit and business to the insurer.  

The challenges facing the underwriting process should be addressed using appropriate measures and resources. It is crucial to note that technology can be used to address the identified challenges to a very significant extent. According to the IBM Corporation software Group (2005), “by providing underwriters with fast, efficient access to critical information, effective risk analysis and advanced reporting tools, insurers will be better equipped to improve produc​tivity, enhance service levels and optimize cost efficiencies”. Technology can be used to ensure efficiency of the underwriting process, hence reducing the amount of time in underwriting; several tools and software have been designed to foster efficiency. In today’s world, there are several Tech companies proposing the use of automated underwriting system that guarantees efficiency.  The findings of Firstbet from the survey carried out in USA, demonstrated that underwriters need tools that are designed to fully optimize the underwriting process according to Belizaire (2013). 

Furthermore, with respect to the challenge of disclosure (insufficient Information), Sodhi, recommended the use of a new technology “labeled tele-underwriting”. Tele-underwriting is a concept of using the telephone/internet to obtain information from the applicant. It is believed that this is capable of enabling the underwriter access more information. Sodhi, recommended that tele-underwriting is a technology that should complements the automated underwriting systems i.e tele-underwriting gets the information in all sufficiency and provides the information to be used by the automated underwriting system. Tele-underwriting is beneficial to both customer and the insurer. To the customer:

i.It fosters a faster & simpler application process 

ii.It promotes privacy in interview 

iii.It uses skilled interview conducted by trained staff 

iv.It prevents sharing of sensitive information with intermediary 

v.It guarantees better chances of claim being paid 

  Also, Tele-underwriting helps the insurer:

i.To reduce non-disclosure, hence providing better risk information 

ii.To enhance fewer "incomplete" applications   

iii.To improve customer service and brand building.

 From the survey carried out by Honk George in USA, Tele-underwriting improves disclosure rates by nearly 30% than compared to any other point of sale underwriting; more than 75 % of American & European markets use Tele-underwriting or Interviewing in some form. Also in UK, non-disclosure in life products has dropped from 11% to 4% with the use of Tele-underwriting. It is believed that the challenges of inefficiency and non-disclosure can be addressed with the help of technology. With respect to unskilled personnels, underwriting risk, adequate restrictions and regulation should be implemented. 

The effect of improper underwriting on insurance industry

Insurance companies are charged with using policyholders’ premiums to protect the insured from the risk of potential losses and serving as gatekeepers to prevent policyholders from taking too much from the risk pool; many functions can help insurance companies to take responsibility for this difficult task (Chiang 2014). One of the most important functions of an insurance company is the underwriting process which includes selecting, classifying and pricing applicants for insurance. The major objective of underwriting is to determine if an applicant is acceptable for the insurance under the indicated conditions. Through underwriting, an insurance company can produce a safe and profitable distribution of business. Unfortunately, many of these assessments are at risk of fraudulence and adverse selection if not properly underwritten. Insurance fraud hurts the insurance company and everyone else because it adds 10% to the cost of the average policy (Nance-Nash, 2011). 

Improper underwriting exposes the insurance companies to non profitable business because the decisions are not well balanced with the necessity of accepting only well understood risk in order to grow the business (Macedo 2009). The balancing act requires a lot of creativity and experience from the underwriter, which helps to develop a sense for each application that allows them to determine when the risk should be accepted and when to be declined. 

Improper underwriting also attracts high occurrence of risk through misrepresentation, non disclosure, claims simulation or self inflicted losses which counts to the list of fraudulent acts that the insurance companies are confronted with on a regular basis. In other words, the resultant effect of improper underwriting is adverse selection which has a negative impact on insurance companies’:

i.Profitability

ii. Growth

iii.Solvency 

iv. Goodwill

 With respect to profitability, adverse selection increases the number of claims to be paid within a period. Excessive claim payment will lead to reduced or no profit to be maintained by the insurance companies, and in the absence of profit, the tardy growth will set in which may eventually lead to insolvency of the company. An insolvent insurance company will obviously not be able to pay the accrued excessive claims, and this inability to pay claims when they arise, by insurance companies has been the major factor contributing to the poor image of insurance business in Nigeria. It can be established that the effect of improper underwriting has a ripple effect on a number of factors in the company. Proper underwriting helps protect the company and at the same time, gives the agent an equitable policy which can be sold.

Prospect of proper underwriting and management

Insurance companies by definition exist to pay out, to provide help. That is the reason insurance is sold.  Of course, the lower the threshold for paying out, the higher premiums have to be, but the problem is that many people think insurance companies treat them with suspicion when they need to make a claim. Insurance companies rely on accurate assessment of risk, because setting the calculations too low will attract a huge amount of business but the insurance company will end up making huge losses. Also, if they set premiums too high, the demand will be extremely low- the Consequence of which will be having smaller pools. The Insurance Company will be prone to loss at the recurring occurrences of the peril insured against.  In order to avoid this, insurers uses highly complex estimates of likelihood of a claim from each policy, with every factor taken into consideration, and also estimates of likely size of the average claim. However, the challenge for insurance companies is that the world is changing and historic data is often an unreliable guide to future risks and future claim patterns (Crawford S. 2015). Therefore all insurance companies have to be future-thinking, constantly monitoring global and local trends including customer attitudes and behavior, adjusting insurance premiums frequently to keep pace. 

In every pool, members must be charged an amount as premium which will be sufficient to cushion the financial impact of claims. It is the duty of the underwriter to calculate this premium. Calculations must be adequately done as it is very sensitive to mistakes or inappropriate decisions. Insurance premium computation is very responsive to change such that even a 1% drift in calculations can have a dramatic effect on the success of an insurance company, especially in a relatively low margin and highly competitive business such as motor insurance.  

A number of companies can choose to underwrite the same risk as well as spread the risk amongst them. This practice is generally called facultative re-insurance. Insurance companies often carry more exposure to risks than prudent given the limitations of their own balance sheets - choosing to offset their exposure by re-insurance with other larger companies. So the international insurance industry is bound together by a complex web of underwriting commitments, designed to spread risk, and ensure that each insurance company remains solvent, even if they have an unexpected cluster of major claims (Meyers). The essentials of underwriting as stated earlier is to prevent excessive claims, which will enable the company to indemnify the insured from the created pool effectively. Success of this will result to profitability, while failure will lead to loss of profit, tardy growth as well as inability to make adequate claim settlement.

Issues regarding the Image of insurance companies

Dowling (2001) defines image as “the set of meanings by which an object is known and through which people describe, remember and relate to it. That is the result of a person’s beliefs, ideas, feelings and impressions about an object.”  Marken (1994/95) describes image as the perceived sum of the entire organization – its objectives and plans. It encompasses products, services, management style, communications activities and actions around the world. 

In most literature on image, the terms reputation and image are used interchangeably. Dowling (2001), however, distinguishes between corporate image and corporate reputation. According to him, corporate image is the “global evaluation (comprised of a set of beliefs and feelings) a person has about an organization” (p. 19). Corporate reputation is “the attributed values (such as authenticity, honesty, responsibility and integrity) evoked from the person’s corporate image” (p. 19).  With respect to the definition of Corporate Image, referenceforbusiness.com states that it is the manner in which a company, its activities and its products or service are perceived by outsiders.  Businessdictionary.com also stated that corporate image is a composite psychological impression that continually changes with the firm’s circumstances, performance etc. it is the public perception of the firm rather than a reflection of it actual state or position. Peggy (2002) stated that both the organization and its products and services have images, and it is important that both are carefully nurtured and protected. This is true for any organization, whether for profit, non-profit or governmental sector.

 The concept of Organisational image exalts much relevance such that it must be properly managed.  The theory of organizational image management argues that a primary goal of public relations is the creation and maintenance of an organization’s image. Organizations communicate strategically with stakeholders to encourage desirable images and discourage undesirable ones. Organizational image management theory is developed from theories of image management and self-presentation at the level of the individual (Tedeschi et al 1985). According to organizational image management theory, an organization’s image is the perception that stakeholders have about the organization, so it is aligned most closely with the “communicated image” Gioia and Thomas (1996). Specifically, an organizational image is developed dialectically by the organization and its stakeholders over time. There are two definitions of organizational image that are most prevalent in the research, one focusing on the perceptions of internal members and the other focusing on the perceptions of external members (Dutton, Dukerich, & Harquail, 1994; Dutton & Dukerich, 1991). The first, sometimes referred to as “the construed external image” is a descriptive view, and refers to how insiders believe external audiences view their organization (Gioia, & Thomas, 1991; 1996). The second is a projective view and is defined as “outsiders’ beliefs about what distinguishes an organization” (Dutton, Dukerich, & Harquail, 1994, p. 243). The Organizational image management theory according to Peggy (2002) comprises of a three-stage process that involves creating, maintaining, and in some cases regaining an effective organizational image. The first stage involves when an organization begins or is unknown, it must create an image of itself with its various stakeholders. According to Garbett (1988) this is difficult since most people have a certain amount of skepticism of the unknown. 

Second, if an organization is able to successfully create an image, it must work to maintain that image. Image maintenance is an on-going process that requires communication with organizational stakeholders. To successfully maintain an effective image, organizations must seek feedback from stakeholders and adjust their communication strategy accordingly. It is generally believed that the Peggy’s theory emphasized the importance of Organisation image management. Although failure is not inevitable when an organization’s image is tarnished, it is more likely, as many studies have demonstrated (Baum & Oliver, 1992; Brinson & Benoit, 1999; Dacin, 1997; Englehardt, Sallot, & Springston, 2001; Hearit, 1995; Ice, 1991; Massey, 2001; Ruef & Scott, 1998). Research demonstrates that organizations must sustain a desirable image in order to be successful. Organizations that do not engage in successful image management increase the chances for failure (see Seeger, Sellnow, & Ulmer, 1998 for a review). However, Some argue that organizational image is therefore so ephemeral that to consider it at all is a waste of time, and to consider its management is foolish at best. Scott Cutlip, professor and author of public relations research and teaching materials has been quoted as saying, “I loathe the word image” (Gotsi & Wilson, 2001, p. 27).

Dowling (2001) contends that if a person’s beliefs and feelings about a company (its image) fit their personal values regarding proper corporate behavior, then the person will attribute a good reputation to that organization. There must be a “fit” between the image of the company and what he refers to as the person’s “free-standing” value system.  Fombrun (1996) raises an extremely important element in the discussion on corporate image by stating that organizations should never believe that they have only one image. In fact, they have as many images as they have stakeholders.  And each of these images is dependent on the stakeholder’s relationship to the organization. Organizations that focus their attention on the customer, for example, and ignore the effect of their activities on other groups, are in for a big surprise when the other groups start influencing customers’ images. Keller (1998) discusses a number of images that are associated with the organization as a brand. These are stated below:

i.Common Product Attributes, Benefits or Attitudes

ii.People and Relationships 

iii.Values and Programs 

iv.Corporate Credibility 

The first image association has to do with product attributes, benefits and attitudes that people associate with the organization. One such association is high quality, the perception that the company makes products of the highest quality. A second image associated with the organization is that of people and relationships. This may include a customer-focused corporate image orientation, where the company is seen as responsive and caring about their customers; they will be heard and the company will not take advantage of them. A third image association is values and programs. These can include concern with the environment; the company works to protect and improve the environment and to use natural resources more effectively. Social responsibility is another area under values and programs. In this connection the company is perceived as contributing to community programs, supporting artistic and social activities, in general trying to improve the welfare of society. The last association with a corporate brand is corporate credibility. Credibility, according to Keller, encompasses expertise, trustworthiness and likeability. The organization is seen as expert when it is skilled in making or selling its products or carrying out its services. Trustworthiness has to do with the extent to which an organization is honest, dependable and sensitive to stakeholder needs. Lastly, likeability is whether or not the organization is viewed as likeable, attractive, prestigious, dynamic, etc. Credibility is perhaps the most abstract of the organizational image associations.

The insurance industry is so sensitive to the effect of Organisational image; the business of insurance relies heavily on the company’s image and perception.  According to a research report by SBO research for Association of Kenya Insurers (2008), the association was concerned with low market penetration of insurance in Kenya and the poor public perception of insurance by the general public.  The research findings were that the insurance industry is affected by the persistent poor public image, which has caused distrust among potential customers due to: lack of structured branding initiatives and the reliance on intermediaries who may shift their negative image to the insurance companies they represent and to the industry as a whole; Lack of trust in the industry; limited knowledge on its products; Its limited reach to the informal sector; the perception that insurance is expensive; the fear of not being able to service it continuously, SiddharthIyer (2010).

The major contributing factor to the poor image and negative perception of insurance is the non-payment of claim as at when they arise. The insurance industry has been accused of engaging in numerous malpractices, and this has led to the negative perception currently associated with the insurance business in Nigeria. Increased litigation and slow dispute resolution processes, fraudulent practices in the insurance industry are some of the factors for poor image, IRA (strategic plan2008-2012).  According to Ebere (2011), the Insurance industry is bedeviled by an image problem, which has created a poor public perception about the sector and retarded its growth. This plague has been in existence for decades, it has been the major reason for the Insurance Industry setbacks.  Also, Apere (2015) stated that the insurance industry has poor public image, negative perception or lack of consumer trust due to companies’ inability to provide adequate services (claim settlement). The insurance companies in Nigeria are viewed by the majority as “corporate thieves” because they have had scandalous cases of non-payment of claims as practiced by the early insurance companies. Most of these companies are unable to meet their obligations when the need to pay claim arises, thereby worsening the already poor image of the industry. Many companies with poor underwriting results rely on investment income to pay claims. The industry is heading towards a total collapse if the trend continues, particularly during adverse investment market conditions Apere (2015). It is widely believed that proper underwriting can help alleviate this common problem of poor image; proper underwriting can help prevent non-payment of claims when the need arises. Apere in his words, emphasized that “many companies with poor underwriting results rely on investment income to pay claims”. It can be said that Apere is implying that with a proper underwriting process, claim settlement will not be a major issue for insurance companies. Furthermore, from his statement, it can be induced that proper underwriting is expected to enable settlement of claims at ease, since the insurer has perfectly classified the risk, charged the right premium as well as created a pool from which the chances of loss occurring can be predicted. The insurance image can be rectified by proper underwriting which will enable the payment of claims as predicted by the insurer.

2.2 THEORETICAL FRAMEWORK

Modern Theory Of Financial Intermediation (Merton and Bodie 1995)

Merton and Bodie (1995) developed the modern theory of financial intermediation, which incorporates traditional theory as well as changes in the financial world. The modern theory of financial intermediation emphasizes six core functions of insurance, including: the provision of means for clearing and settling payments to facilitate the exchange of goods and services; the provision of mechanisms for pooling resources; resource allocation; risk management; and the provision of price information to aid in the coordination of decentralized decision-making across various sectors of the economy. Merton and Bodie's (1995) enumerated functions may be stated as resource accumulation, resource allocation, risk management, and trade facilitation in this study. Insurance businesses contribute to economic growth by carrying out these duties. According to Webb (2015), Insurance provides some financial services to individuals and the economy as a whole. First, insurance is becoming more popular as a means for individuals and families to manage income risk with businesses inclusive. Next, insurance products help to accelerate long-term savings and the reinvestment of large sums in commercial and public sector enterprises. Insurance policies provide a mechanism for disciplined contractual savings and have shown to be effective tools for increasing considerable amounts of resources. Third, insurance mobilizes assets by offering appealing medium and long-term savings options that boost economic growth. Long-term funding supplied by insurers may play a particularly important role in the economy, which requires such financing for infrastructure development. Haiss and Sümegi (2008), cited in Webb (2015), examine the various routes of effect on the insurance sector and economic growth, including risk transfer, substitution savings, investment, institutional extent of influence, and potential sources of contagion and economic ramifications. Furthermore, Sümegi and Haiss (2008), cited in Webb (2015), imply that disregarding the insurance industry may be one of the reasons why the finance-growth nexus appears to be weakening.

As a result, this study adopted Merton and Bodie's theory (1995). This is due to the theory's appropriateness and relevance to this investigation, as described above.
2.4 CHAPTER SUMMARY

In this study, the researcher gathered the thoughts and opinions of a number of writers and academics on the concept of underwriting, historical development of underwriting, traditional underwriting practice, how underwriters assess risk in insurance industry, the impact of underwriting on the Nigeria economy, the effect of improper underwriting on the insurance industry  etc. As a result, the conceptual, theoretical, and empirical criteria of this chapter have been met.

CHAPTER THREE

RESEARCH METHODOLOGY

3.1
INTRODUCTION

In this chapter, we described the research procedure for this study. A research methodology is a research process adopted or employed to systematically and scientifically present the results of a study to the research audience viz. a vis, the study beneficiaries.
3.2
RESEARCH DESIGN

Research designs are perceived to be an overall strategy adopted by the researcher whereby different components of the study are integrated in a logical manner to effectively address a research problem. In this study, the researcher employed the survey research design. This is due to the nature of the study whereby the opinion and views of people are sampled. According to Singleton & Straits, (2009), Survey research can use quantitative research strategies (e.g., using questionnaires with numerically rated items), qualitative research strategies (e.g., using open-ended questions), or both strategies (i.e., mixed methods). As it is often used to describe and explore human behaviour, surveys are therefore frequently used in social and psychological research.
3.3 POPULATION SAMPLING SIZE

The population for the study will consist of executives and their subordinates in the organization which is charged with the application of management by objectives to attain organizational goals in the organization.

This study was carried out to examine the impact of proper underwriting in promoting insurance image in Nigeria using Niger Insurance Plc as a case study. Hence, the population of this study comprises of some selected staff of Niger Insurance Plc, Enugu State.

3.4
SAMPLE SIZE DETERMINATION

A study sample is simply a systematic selected part of a population that infers its result on the population. In essence, it is that part of a whole that represents the whole and its members share characteristics in like similitude (Udoyen, 2019). In this study, the researcher adopted the convenient sampling method to determine the sample size. 
3.5
SAMPLE SIZE SELECTION TECHNIQUE AND PROCEDURE

According to Nwana (2005), sampling techniques are procedures adopted to systematically select the chosen sample in a specified away under controls. This research work adopted the convenience sampling technique in selecting the respondents from the total population.   
In this study, the researcher adopted the convenient sampling method to determine the sample size. Out of the entire staff of Niger Insurance Plc, Enugu State, the researcher conveniently selected 39 participants from various department as sample size for this study. According to Torty (2021), a sample of convenience is the terminology used to describe a sample in which elements have been selected from the target population on the basis of their accessibility or convenience to the researcher.
3.6 
RESEARCH INSTRUMENT AND ADMINISTRATION

The research instrument used in this study is the questionnaire. A survey containing series of questions were administered to the enrolled participants. The questionnaire was divided into two sections, the first section enquired about the responses demographic or personal data while the second sections were in line with the study objectives, aimed at providing answers to the research questions. Participants were required to respond by placing a tick at the appropriate column. The questionnaire was personally administered by the researcher.
3.7
METHOD OF DATA COLLECTION

Two methods of data collection which are primary source and secondary source were used to collect data. The primary sources was the use of questionnaires, while the secondary sources include textbooks, internet, journals, published and unpublished articles and government publications.
3.8
METHOD OF DATA ANALYSIS

The responses were analyzed using frequency tables, and the mean and standard deviation, which provided answers to the research questions.

In analyzing the data collected, a mean score was used to achieve this. The four-point rating scale will be given values as follows:

SA = Strongly Agree

4

A = Agree



3

D = Disagree


2

SD = Strongly Disagree

1

Decision Rule:

To ascertain the decision rule; this formular was used

	4+3+2+1 =10

      4           4


Any score that was 2.5 and above was accepted, while any score that was below 2.5 was rejected. Therefore, 2.5 was the cut-off mean score for decision taken. The hypotheses will be tested using Chi-square Statistical Tool.

3.9
VALIDITY OF THE STUDY

Validity referred here is the degree or extent to which an instrument actually measures what is intended to measure. An instrument is valid to the extent that is tailored to achieve the research objectives. The researcher constructed the questionnaire for the study and submitted to the project supervisor who used his intellectual knowledge to critically, analytically and logically examine the instruments relevance of the contents and statements and then made the instrument valid for the study.
3.10
RELIABILITY OF THE STUDY

The reliability of the research instrument was determined. The Pearson Correlation Coefficient was used to determine the reliability of the instrument. A co-efficient value of 0.68 indicated that the research instrument was relatively reliable. According to (Taber, 2017) the range of a reasonable reliability is between 0.67 and 0.87.
3.11
ETHICAL CONSIDERATION

he study was approved by the Project Committee of the Department.  Informed consent was obtained from all study participants before they were enrolled in the study. Permission was sought from the relevant authorities to carry out the study. Date to visit the place of study for questionnaire distribution was put in place in advance.

CHAPTER FOUR

DATA PRESENTATION AND ANALYSIS

1 INTRODUCTION

This chapter presents the analysis of data derived through the questionnaire and key informant interview administered on the respondents in the study area. The analysis and interpretation were derived from the findings of the study. The data analysis depicts the simple frequency and percentage of the respondents as well as interpretation of the information gathered. A total of thirty nine (39) questionnaires were administered to respondents of which thirty eight (38) were returned while 35 were validated. This was due to irregular, incomplete and inappropriate responses to some questionnaire. For this study a total of  35 was validated for the analysis.

4.2
DATA PRESENTATION

The table below shows the summary of the survey. A sample of 39 was calculated for this study. A total of 38 responses were received whiles 35 was validated. For this study a total of 35 was used for the analysis.

Table 4.1: Distribution of Questionnaire

	Questionnaire 
	Frequency
	Percentage 

	Sample size
	39
	100

	Received  
	38
	97

	Validated
	35
	90


Source: Field Survey, 2021

4.3
Demographic Profile of the Respondents
Table 4.2: Demographic profile of the respondents

	Demographic information
	Frequency
	percent

	Gender
Male
	
	

	
	10
	29%

	Female
	25
	71%

	Age
	
	

	20-30
	08
	23%

	30-40
	17
	49%

	41-50
	07
	20%

	51+
	03
	8%

	Education
	
	

	HND/BSC
	12
	34%

	MASTERS
	12
	34%

	PHD
	11
	32%

	Marital Status
	
	

	Single
	20
	57%

	Married
	15
	43%

	Divorced
	0
	0%

	Widowed
	0
	0%

	Department
	
	

	Claims Dept
	12
	34%

	Marketing And Underwriting
	23
	66%


Source: Field Survey, 2021

4.4
 ANSWERING RESEARCH QUESTIONS

Research Question 1: What factor enhances proper underwriting process?
Table 4.3: Mean Responses on the factors that enhances proper underwriting process.

	S/N
	ITEM STATEMENT
	SA

4
	A   3
	D   2
	SD  1
	X
	S.D
	DECISION

	1
	Adequate provision of modern technology and facilities
	16
	12
	04
	03
	3.2
	2.55
	Accepted

	2
	Adequate risk assessment
	13
	17
	05
	0
	3.2
	2.57
	Accepted

	3
	Recruitment of professionals 
	16
	11
	05
	03
	3.1
	2.55
	Accepted

	4
	Ability to provide best advice with respect to risk protection for the individual and companies
	12
	16
	07
	0
	3.1
	2.41
	Accepted


Source: Field Survey, 2021

From the responses derived as described in table 4.3 on the factors that enhances proper underwriting process, the table shows that all the items(item1-item4): stating; adequate provision of modern technology and facilities, adequate risk assessment, recruitment of professionals, and ability to provide best advice with respect to risk protection for the individual and companies, all with the respective mean score of 3.2, 3.2, 3.1, and 3.1 were accepted. This indicates that respondents accepted the outlined factors that enhances proper underwriting process. This is proven as the respective items (item1-item4) had mean scores of 2.50, and above.

Question 2: Does non-professionals exhibitions implicate the expectation of the insured?(This questions answers research question 2)
Table 4.4:  Respondent on question 2
	Options
	Frequency
	Percentages

	Yes
	22
	63

	No
	07
	20

	Undecided
	06
	17

	Total
	35
	100


 Source: Field Survey, 2021

From table 4.4 above, 63% of the respondents said yes, 20% of the respondents said no, while the remaining 17% of the respondents were undecided.

Question 3: Does underwriters give some form of advice to their client?(This questions answers research question 2)
Table 4.5:  Respondent on question 3
	Options
	Frequency
	Percentages

	Yes
	20
	57

	No
	10
	29

	Undecided
	05
	14

	Total
	35
	100


 Source: Field Survey, 2021

From table 4.5 above, 57% of the respondents said yes, 29% of the respondents said no, while the remaining 14% of the respondents were undecided.

TEST OF HYPOTHESIS
H0: Proper underwriting does not promote insurance image.

Hypothesis Three

Table 4.6: Proper underwriting does not promote insurance image.
	Options
	Fo
	Fe
	Fo - Fe
	(Fo - Fe)2
	(Fo˗-Fe)2/Fe

	Yes
	18
	11.66
	6.34
	40.2
	3.45

	No
	13
	11.66
	-1.34
	1.8
	0.15

	Undecided
	04
	11.66
	-7.66
	58.68
	5.33

	Total
	35
	35
	
	
	8.93


Source: Extract from Contingency Table




Degree of freedom = (r-1) (c-1)






(3-1) (2-1)






(2)  (1)






 = 2

At 0.05 significant level and at a calculated degree of freedom, the critical table value is 5.991.

Findings

The calculated X2 = 8.93 and is greater than the table value of X2 at 0.05 significant level which is 5.991.
Decision

Since the X2 calculated value is greater than the critical table value that is 8.93 is greater than 5.991, the Null hypothesis is rejected and the alternative hypothesis which states that proper underwriting  promote insurance image  is accepted.

CHAPTER FIVE

SUMMARY, CONCLUSIONS AND RECOMMENDATIONS:

5.1 Introduction

This chapter summarizes the findings on the impact of proper underwriting in promoting insurance image in Nigeria using Niger Insurance Plc as a case study. The chapter consists of summary of the study, conclusions, and recommendations. 
5.2 Summary of the Study

In this study, our focus was on  the impact of proper underwriting in promoting insurance image in Nigeria using Niger Insurance Plc as a case study. The study is was specifically set to promote insurance image and assess the factor that will enhance proper underwriting process, to describe the implication of non-professionals and to promote insured’s confidence towards insurance, and to ascertain whether underwriters advice their clients looking for protection.
The study adopted the survey research design and randomly enrolled participants in the study. A total of 35 responses were validated from the enrolled participants where all respondent were staff of Niger Insurance Plc, Enugu State.

5.3 Conclusions

In the light of the analysis carried out, the following conclusions were drawn.

The factor which enhances proper underwriting process include; adequate provision of modern technology and facilities, adequate risk assessment, recruitment of professionals, and ability to provide best advice with respect to risk protection for the individual and companies.

Non-professionals exhibitions implicate the expectation of the insured.

Underwriters give some form of advice to their client.

Proper underwriting  promote insurance image.

5.4 Recommendation

Based on the findings the researcher recommends;

The insurance companies needs to establish rules which will result in securing an average proportion of good risk. 

The underwriters should be exceptionally in the selection of their applications. They should not be too glad in receiving premium but too reluctant in meeting their claims.

Automated underwriting software can be used as well as other technologies adopted in the insurance industry of other developed countries. Also, they should ensure to continually train their employees regularly on proper risk assessment using global standards as the benchmark. Training hubs can be built to further enhance the continuous training process.  

In addition, deliberate efforts should be directed at orchestrating an efficient underwriting process through the use of technology and other available means in accordance with global standards. From the research, the challenge of insufficient provision of information for underwriting contributes the most in affecting proper underwriting. In this regards, insurers should further put up frameworks that ensure that proper and adequate information is given for proper risk assessment and classification. In the area of technology, they can employ the use of Tele-underwriting to address the issues of insufficient information.
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QUESTIONNAIRE

PLEASE TICK [√] YOUR MOST PREFERRED CHOICE(s) ON A QUESTION OF YOUR CHOICE

SECTION A

PERSONAL INFORMATION

1. Gender

Male

[  ]


Female 
[  ]

Age

20-30
[  ]
30-40
[  ]
41-50
[  ]
51+
[  ]
Education

WAEC

[  ]
HND/BSC
[  ]
MASTERS
[  ]
PHD

[  ]
Marital Status

Married
[  ]
Separated
[  ]
Divorced
[  ]
Widowed
[  ]

Department

Claims Dept
[  ]

Marketing And Underwriting [  ]

SECTION B

Research Question 1: What factor enhances proper underwriting process?
	Statement
	SA
	A
	D
	SD

	Adequate provision of modern technology and facilities
	
	
	
	

	Adequate risk assessment
	
	
	
	

	Recruitment of professionals 
	
	
	
	

	Ability to provide best advice with respect to risk protection for the individual and companies
	
	
	
	


Question 2: Does non-professionals exhibitions implicate the expectation of the insured?

	Options
	Please Tick

	yes
	

	No
	

	Undecided
	


Question 3: Does underwriters give some form of advice to their client?

	Options
	Please Tick

	yes
	

	No
	

	Undecided
	


Question 4: Does proper underwriting promote insurance image?
	Options
	Please Tick

	yes
	

	No
	

	Undecided
	


=  2.5








