




















reduction the ratio which standing charges and net profit together normally bear to
turnover.
(b) Material Damage Proviso — general principle:
The primary object of this proviso is to ensure that the insured will be kept in
financial position to make good any damage to their own property — building or
contents (Boland et al, 2000). Otherwise the reinstatement of a business might be
delayed or be impossible and in that event part of the business interruption loss
would not be proximately caused by the damage but by the insured’s lack of
financial means to reinstate the business. The material damage proviso does not
stipulate that the material damage cover is sufficient to restore the destroyed or
damaged property, nor that the money is used for restoration if the claim is not
settled on a reinstatement basis. Nevertheless, the requirement that the insured must
minimize the business interruption loss should ensure that material damage claims
monies are properly used.
B. Conceptual Framework of the Study

Following the above reviewed literatures, the conceptual framework for this study is
designed around risk management process and business interruption insurance.
Figure 2.1 and Figure 2.2 displayed the schematic requirements for business
interruption to take place.

Source: Authors’ Framework, 2016.

Figure 2.1 shows the basic requirement for business interruption insurance detailed
below:



v’ the first requirement is physical risk control to protect the organisation assets
and property must be put in place;

v’ the second stage is availability of material damage warranty to protect the
insured event;

v’ the third stage is putting in place a good record keeping in respect of
company’s transactions in order to ascertain the monthly profit to be
underwritten; and

v when the first three conditions are met, then the loss of future profit during
reinstatement of damaged property can be insured.

Insurance on property (asset) only covers the direct material loss following its
damage or destruction by an insured peril. Such insurance does not cover any
indirect or consequential loss that may result. In other words, property insurance
covers the direct material or physical loss following damage or destruction, whereas
business interruption insurance covers the actual or potential loss of earnings and
additional expenses incurred as a result of that material loss (Ransom, 2003).

Business interruption policy has two dimensions: the maximum amount that
needs to be insured and the maximum time period that the interruption will affect
the business. Both are specified in the policy. The indemnity period (time period) is
chosen by the insured and is defined by Ransom (2003) as: “the period beginning
with the occurrence and ending not later than the maximum indemnity period
thereafter, during which time the business is affected by the interruption occasioned
by the damage.”

The maximum indemnity period for which compensation is payable is often
twelve months, but may be much longer depending upon the type of business,
specialist machinery, types of customers and so on. Before BI comes into operation,
there must be in place a policy which covers the physical damage leading to loss of
earnings. This requirement (see Fig. 2.1 and 2.2) is known as the material damage
warranty which is incited into material damage proviso which states that:

The proviso appears in business interruption policies as a

prerequisite to any claim being paid for business interruption

following damage to property of the insured, at the premises

insured and used in the business, unless that property is used

against material damage by the event which caused the

interruption in business and the material damage insurer has

either admitted liability to pay the claim for the damage.
The above proviso suggests that the peril in the business interruption policy must,
without exception, have a coinciding period within the material damage cover if a
claim is to become payable. Boland et al., (2000) gave the following two main
reasons for the inclusion of the warranty:



i the insurer knows that there are funds for completing the
rebuilding and this may limit the length of the interruption
period; and

ii. the insurer will obtain the benefit of any warranties that may
apply to the material damage cover (there are no equivalent
warranties in a business interruption policy).
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Label (1) in Figure 2.2 represents sources of threats to organizations’ assets. Label
(2) contains the buildings used for business activities: machinery in case of
manufacturing companies, inventories and other office equipments. If organisation
does not have good risk management in place, any of the listed perils can occur
thereby leading to early business closure. On the other hand, a good risk
management only reduces the frequency of the perils which can operate at
unexpected time. Where the property is not insured, then the business owner needs
to source for loans to reinstate the damaged property, and if the business is unable to
raise funds, then its survival hangs on the balance. The availability of insurance
policy will enable the damaged property to be reinstated only. The business owner
will still loose the profit and some of the major customers to competitors during a



period of interruption, that is, the time taken to put the building or property in order.
The presence of Bl enables the business owner to overcome these identified
problems.

I11.Materials and Methods

The studied population comprised all the registered SMEs in Niger Delta Region.
This study relied on primary data such as questionnaire to elicit appropriate
information from the owners/operators of SMEs. A purposive sampling technique
was used to select 389 SMEs’ owners in the four major cities in NDR through
research assistants. Copies of questionnaire sent out were validated by Loss
Adjusters and insurance practitioners. The distributions of SMEs in the NDR are as
follow: Benin City, 130; Asaba, 89; Warri, 90; and Rivers, 80. The selected
businesses operated by the SMEs’ owners according to industry classification are
showed in Table 1 below. Phi and Cramer’s V were the statistical tools used to
determine the extent of SMEs’ risk exposures and mitigation method employed.

Table 1: Selected SMEs’ by industry classification

Valid | Cumulative
Frequency | Percent | Percent [ Percent
Valid Manufacturing 86 22.1 22.1 22.1
Processing 45 11.6 11.6 33.7
Service 224 57.6 57.6 91.3
Building/Construction 27 6.9 6.9 98.2
Others 7 1.8 1.8 100
Total 389 100 100
Source: Field Survey, 2016.
IV.Results

Table 2a below shows SMEs’ risk exposures in respect of the point of responsibility
assumed for goods supplied to customers. At the point where SMEs’ customers are
made to be responsible immediately goods are sold to them (hereafter, point 1)
revealed that SMEs’ risk exposure in terms of theft (30.4%) and failure of major
customers to pay for credit sales (32.9%) is 63.3%, while fire disaster (20.3%) and
death/insolvency of major customers (13.9%) constitute other two risks at point 1
(34.2%). The risk exposure of theft (31%) and fire disasters (31%) due to SMEs’
acceptance of responsibility only to the point where goods sold are loaded to
customers’ vehicles (hereafter, point 2) constitute 62% of SMEs’ risk exposure. The
SMEs’ risk due to assumed responsibility to deliver goods purchased from them to



customers’ warehouse (point 3) constitutes about 69.4% in the following

distribution: failure of major customers to pay debt, 36.1%; theft, and 33.3%.

Table 2a: SMEs' point of responsibility in respect of goods supplied to customers,
ement to mitigate risk exposure

business risk exposures and Insurance arrang

SMEs' point of responsibility in respect of goods supplied to

Insurance arrangement to
mitigate risk exposure

customers Yes No Total
At point of sale (Point | Business Theft 12(33.3%) 36(29.5%) 48(30.4%)
1) (40.9%,158/386) risk —
exposures | Fire disaster 9(25.0%) 23(18.9%) 32(20.3%)
Failure of major 8(22.2%) 44(36.1%) 52(32.9%)
customer to pay their
debt
Death/Insolvency of 6(16.7%) 16(13.1%) 22(13.9%)
major customers
Others 1(2.8%) 3(2.5%) 4(2.5%)
Total 36(100.0%0) | 122(100.0%0) 158(100.0%0)
At point where goods Business Theft 7(41.2%) 19(28.4%) 26(31.0%)
are loaded from SMEs’ | risk S
warehouse (Point 2) exposures Fire disaster 6(35.3%) 20(29.9%) 26(31.0%)
(21.8%, 84/386) Failure of major 3(17.6%) | 16(23.9%) 19(22.6%)
customer to pay their
debt
Death/Insolvency of 1(5.9%) 7(10.4%) 8(9.5%)
major customers
Others 0(0%) 5(7.5%) 5(6.0%)
Total 17(100.0%) 67(100.0%0) 84(100.0%0)
At point where the Business Theft 25(49.0%) 23(24.7%) 48(33.3%)
goods loaded from risk —
SMES' warehouse are | exposures Fire disaster 1(2.0%) 17(18.3%) 18(12.5%)
f;c';‘;fgﬁd o customer's Failure of major 20@T1%) | 28(301%) 52(36.1%)
(Point 1) (37.3%, glézttomer to pay their
144/386
) Death/Insolvency of 1(2.0%) 11(11.8%) 12(8.3%)
major customers
Others 0(0%) 14(15.1%) 14(9.7%)
Total 51(100.0%0) 93(100.0%0) 144(100.0%)

(100%, 386)

Source: Field survey, 2016. *Three respondents omitted




As can be seen in Table 2a, the bulk of these SMEs’ risk exposures (73.1%,
282/386) do not have insurance mitigation approach. Figures 1 and 2 revealed the
patterns of insurance risk mitigation approach employed by the SMEs which is
lower than those who do not have insurance for every exposure. However, Figure 3
shows that more insurance mitigation approaches were used by SMEs to cover
exposure to theft at point 3.

Furthermore, the table revealed that SMEs’ risk in respect of the sub risk
exposures discussed above for responsibility assumed is more at point 1 (40.9%,
158/386), followed by point 3 (37.3%, 144/386). The extent of relationship between
SMESs’ risk exposures and the operators’ responsibility for goods sold to customers
is contained in Table 2b. For instance, the SMEs’ risk exposure at point 1 is
moderately high but not significant (Cramer’s V = 0.527, p > 0.05). Also, there is
high but not significant relationship between point 2 and the operators’ risk
exposure (Cramer’s V. = 0.578, p > 0.05). However, point 3 is significantly strong
with SMES’ risk exposure (Cramer’s V =0.832, p < 0.05).

Table 3a: SMEs' major sources of raw material, means of conveying goods purchased to business

location and Loss/damage to purchased goods

Loss/damage to purchased
. . goods
Means of conveying goods purchased to business
location Yes No Total
Owned van / SMEs' major | Within the 14(12.1%) 15(14.9%) 29(13.4%)
Vehicle (55.8%, | sources of business location
217/389) raw material | Within the state 53(45.7%) 30(29.7%) 83(38.2%)
Within the 49(42.2%) 56(55.4%) 105(48.4%)
country
Total 116(100.0%) | 101(100.0%) | 217(100.0%)
Hired van / SMEs' major | Within the 21(33.9%) 10(16.7%) 31(25.4%)
Vehicle (31.4%, | sources of business location
122/389) raw material | Within the state 22(35.5%) 21(35.0%) 43(35.2%)
Within the 19(30.6%) 29(48.3%) 48(39.3%)
country
Total 62(100.0%) | 60(100.0%) | 122(100.0%)
Relation/Friend's | SMEs' major | Within the 5(20.0%) 6(24.0%) 11(22.0%)
van/vehicle sources of business location
(12.9%,50/389) | raw material | Within the state 10(40.0%) 6(24.0%) 16(32.0%)
Within the 10(40.0%) 13(52.0%) 23(46.0%)
country
(100%, 389) Total 25(100.0%) | 25(100.0%) 50(100.0%)

Source: Field Survey, 2016.




Table 3a shows the SMEs’ owners/operators major sources of raw materials used
for their businesses and the risk posed due to means of conveying them to business
location. As can be seen in the table, for materials conveyed through own
van/vehicle (55.8%, 217), for materials conveyed through own van / vehicle
(55.8%, 217), 86.6% of them was sourced within the state (38.2%) and in the
country (48.4%). In respect of materials conveyed through hired van/vehicle
(31.4%, 122/389), 39.3% was sourced outside the state of SMEs’ operation. When
relations’/friends’ vehicles/vans were used to convey raw materials (12.9%), exactly
78% of the SMESs’ materials were sourced from within the state (32%) and outside
the state (46%) respectively.

In general, SMEs’ operators/owners are more likely to use owned/personal
vehicles to convey raw materials to business locations (55.8%) than hired vehicles
(31.4%). Only 12.9% used borrowed vehicles from friends/relations to convey their
materials to business locations. In all cases, various means of conveying materials to
SMESs’ locations exposed the operators to various degree of risk or loss (see Figures
4, 5 and 6). As showed in Figure 4, losses to goods purchased are more common
within the state than those bought outside the state when personal vehicles were
used. Also, more losses were experienced within the city/town of business locations
and within the state when hired vehicles were used. More losses were experienced
within the SMEs locations than outside the state when using hired vehicles (Figure
5). Similarly, more losses were recorded for goods transported within the state than
outside the state of SMEs location when friend’s/family’s vehicles were used
(Figure 6). Table 3b reveals the relationship between risk exposures and various
means of conveying the goods to business locations. It also reveals that there is a
moderately high relationship between risk exposure and owners’/operators’ vehicles
(Cramer’s V = 0.564, p > 0.05); hired vehicles (Cramer’s V = 0.621, p > 0.05); and
Friend’s/family’s vehicles (Cramer’s V = 0.572, p < 0.05).

V. Discussion of the findings, conclusion and recommendations
This study was carried out basically to assist SMEs’ owners on how to reduce risks
militating against their businesses. An investigation into risk management approach
adopted by them has not been so helpful. In particular, one of the findings of the
study revealed that SMEs’ losses were strongly associated with means of conveying
raw materials to business locations such as using business’ vans/vehicles (Phi &
Cramer’s V = 0.564, p < 0.05) and hired vans/vehicles (Phi & Cramer’s V = 0.621,
p < 0.05). The responsibility assumed by the SMEs’ owners and lack of deliberate
plan by them to protect the future earnings of their businesses were found as other
evidences against SMEs’ shutdown. In this case, they relied on self-insurance, that
is, no formal arrangement in place to transfer the insurable risks to insurance



undertakings. The few of them that took insurance policy stopped at assets and
contents protection — material warranty insurance. This also partly explains why
many of the SMEs examined in this study have incurred huge losses caused by fire,
theft and property damage in the last five years. It was also noted that the mitigation
method (self insurance) employed by SMEs’ operators exposed their businesses to
more threats rather than reducing them. However, SMEs’ owners can reduce part of
their exposures to risks by making sure that their goods are carried on insured
vehicles/vans. They can also make the SMEs’ suppliers to be responsible for safe
delivery of all materials purchased from them. Otherwise, the continued ignorance
of SMEs’ owners on how insurance companies can assist them to grow their
businesses through business interruption insurance will always lead to early
shutdown of SMEs’ businesses whenever insurable perils operate and no other
formal means to recoup the losses. Thus, it becomes imperative therefore for them
to consider business interruption insurance as a vital tool to recoup loss of future
profits whenever there is business failure through fire incident or any of the insured
perils.
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APENDIX

Table 2b: Symmetric Measures for SMESs’ point of responsibility in respect of
goods supplied to customers, business risk exposures and Insurance arrangement

to mitigate risk exposure

Monte Carlo Sig.

95%
Confidence
Interval
Lowe
SMES' point of responsibility in Asymp Appr r Upper
respect of goods supplied to Valu | .Std. | Appr OX. Boun | Boun
customers e Error® | ox. T° | Sig. Sig. d d
At point of Nominal  Phi 527 .639 | .627° 579 .675
sale by Cramersv | 527 639 | 6272| 579 | .675
Nominal
Ordinal Gamma 471 144 496 .620 | .6228 574 .670
by
Ordinal
N of Valid Cases 158
At point Nominal by  Phi 578 .618 | .640% | .592 .688
where Nominal cramer | .578 618 | .640° | 592 | .68
goods are SV
:Paded Ordinalby ~ Gamma | 512 | .186 | 1.615| .106 | .129* | .095| .162
rom .
suppliers’ Ordinal
warehousi N of Valid Cases 84
ng
At point Nominal by  Phi .833 .000 | .000% | .000 .008
where the  Nominal Cramer' | 833 000 | .000°| .000| .008
goods SV
loaded .
from Ordinal by Gamma | .794 115 | 3.248 .001 | .00%% | .000 .012
SMEs' Ordinal
warehouse N of Valid Cases 144
are
delivered
to
customer's
Location

Source: Authors’ Computation, 2016.
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Figure 1: SMEs' point of responsibility in respect of goods sold to
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Table 3b: Symmetric Measures for SMEs' major sources of raw material, means of conveying
goods purchased to business location and Loss/damage to purchased goods

Monte Carlo Sig.

95% Confidence
Interval
Asym
Means of conveying goods p. Std. | Appro | Approx Lower Upper
purchased to business location Value | Error® | x. T¢ . Sig. Sig. Bound Bound
Owned Nominal by  Phi 0.564 0.053 .0492 | 0.027 0.07
van / Nominal
Vehicle Cramer' 0.564 0.053 0492 | 0.027 0.07
sV
Ordinalby  Gamma 0.563 | 0.117 1.39 0.164 1672 0.13 0.204
Ordinal
N of Valid Cases 217
Hired Nominal by  Phi 0.621 0.05 .0462 | 0.025 0.067
van / Nominal
Vehicle Cramer' 0.621 0.05 .0462 | 0.025 0.067
sV
Ordinalby ~ Gamma 0.852 | 0.134 | 2.497 0.013 .0152 | 0.003 0.028
Ordinal
N of Valid Cases 122
Relation/  Nominal Phi 0.572 0.477 4962 | 0.446 0.546
Friend's by
van/vehi Nominal Cramer's 0.572 0.477 4962 0.446 0.546
cle \4
Ordinal Gamma 0511 | 0.234 | 0.473 0.636 .6662 | 0.619 0.713
by
Ordinal
N of Valid Cases 50

Source: Authors’ Computation, 2016.




Figure 2: SMEs’ point of responsibility in respect of goods sold to
customers=At point where goods( sold alie loaded from SMEs' warehouse
Point 2
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Figure 3: SMEs' point of responsibility in respect of goods sold to
customers=At point where the goods loaded from SMEs' warehouse are
delivered to customer's location (Point 3)
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Figure 4: SMEs' means of conveying goods purchased to business

location=Own van / Vehicle
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Figure 5: SMEs' means of conveying goods purchased to business
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Figure 6: SMEs' means of conveying goods purchased to business
location=Relation/Friend's van/vehicle
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