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ABSTRACT

The purpose of the study was to assess determin&misolvency of Insurance companies in
Kenya. This study was guided by the following ohjexs: Establishing how the type of contract
contributes to the insolvency of insurance compmame<enya, establishing how under reserving
contributes to insolvency of insurance companistglishing how management contributes to
insolvency of insurance companies, to establishiony regulations contribute to insolvency of
insurance companies in Kenya. The study investigatethe 51 insurance firms registered in
Kenya to establish the possible factors that coute to insolvency. A cross sectional survey
design was employed and a mixed research metholie@po collect both qualitative and
guantitative for the study. The study used quesado®s, interview guides and previous
insurance regulator reports to collect informatibhe completed questionnaires were edited for
completeness and consistency, checked for errar®mssions. Quantitative data was analyzed
using frequency distribution, mean, percentage. sthdy findings are to be of value to the IRA
in establishing policies and regulations to copehwhe problem of insolvency. The total
population size was 255 with the sampling size dgpdif2 selected from the various insurance
companies comprising of chief executive officersyman resource managers, underwriting
managers, claims managers and finance managers.wW2et collected using self-administered
guestionnaire, interview guide and observation wetfThe collected data was analyzed using
Statistical Package for Social Scientist Softw&B3$S). The results of the study were analyzed
using descriptive and inferential statistics and tesults were presented using tables. The
findings of the study revealed that factors thattgbute to insolvency of insurance companies
are type of contract, under reserving, managemashtr@gulations. The study recommends that
the insurance companies should invoke section I2heo Republic of Kenya that requires a
progressive realization of the enforcement of the-third-gender rule to ensure that women are
represented at the insurance companies as notaordguirement of the law but also balance
decision making.

Xi



CHAPTER ONE
INTRODUCTION
1.1 Background of the Study

A stable and vibrant insurance industry of any ¢guramong other things provides the
population with peace of mind in performance ofirthéaily economic activities and boosts
investor confidence (Ambrose & Carroll, 1994).dtfrom these investments that governments
are able to generate revenues to finance theiratipes that may lead to alleviation of hunger,
poverty, achieve universal primary education andegaly raise the standard of living of its
population. In the fifty years since independerenya’s insurance industry has flourished, and
by 2013 Kenya had 51 registered insurance compazbesrote non-life business only, 12 wrote

life only while 14 were composite (IRA 2012).

However, the absolute figures indicated above ¢a@ g misleading impression of the state of
the sector in Kenya. In relative contribution frahe sector contribute is a mere 3.63% of the
Gross Domestic Product in Kenya. A very low conttibn compared to other countries like
South Africa which has a contribution of 11.6%.Nralaysia, it is estimated that 41% of the
population have some form of life insurance in cangon to Kenya that has less than 3.03% of

the population insured (Business Monitor Internadio2012).

One of the fundamentals underpinning this stateffaiirs is the instability in the sector arising
from insolvency of many firms in Kenya over thetlatecades. Although the regulation,
supervision and development of the insurance imgust Kenya is tasked to the Insurance
Regulatory Authority (IRA), the detection and pretien of insurance company insolvencies
still remain a great challenge. Over the past 1l&rgeKenya has seen the collapse of 10
insurance companies of late Blue Shield Insuranmegany and Concord Insurance Company
(Muchene, 2013). The consensus is that inadequate and low loss reserves are the major
contributors of insolvency. Other factors of insmley depend mainly on risk exposure

experienced by individual companies. (Kogi, Marazfid.1).



This problem is not peculiar to Kenya alone. Everéveloped countries the problem persists.
For example in the US and Canadian market, a twitdl02 insurance companies have gone
under between the period 1970 and 2011. Since XB&0Canadian and US insurance industry
encountered three waves of insolvencies, whichod&ud with periods of poor profitability
(Leverty & Grace, 2011). Two waves of involuntaryté¢ook place after 1990, with 57 percent
of all exits since 1970 occurring in the past twemte years. In addition, there has been a shift
in the nature of insolvencies. The number of suwdtitutions under federal supervision has

declined.

In addition, all but one of the institutions supgeed by the federal government in Canada wound
up since 1990 were liquidity risks rather than asolvency risk, reflecting the mandate of the
OSFI to protect Canadian policyholders in instangbere the foreign parent insurer failed. The
number of company insolvencies supervised by poiginegulators in US nearly doubled from

thirteen the 20-year period before 1990 to twemy m the 21 year period after 1990. However,
the difference between insurance industry in deyadoworld and Kenya is that developed world

insurance industry is well developed and regulameasures are solid.

In Africa, within the last decade, certain factti@dve made unprecedented positive impact on
global growth and development of insurance. Thess#ude liberalization of world trade,
increasing efficiency, advances in Information Treabgy and the integration of world financial
system which now provide unparallel economic, egaliuand recreational opportunities. These
developments have created new opportunities farramce business in Africa. This is since the
African market is now open for global exploratiamdacompetition. Conversely, this has poses
new challenges for insurance regulation in Afridaere have a failure of several insurance
companies in Africa which have been connected takwegulation among other factors. The
outcome the complexities affecting the insurana@osen Africa is low insurance penetration as
shown in table 1.

The insolvency of insurance companies is not randoompletely unpredictable. While some
causes of insolvency have remained consistentyothave exhibited changing patterns over
time (Pope & Ma, 2008). Improvements in solvengyesuision and the winding-up of insurance

companies can be achieved through better understpatithe causes of insolvency.



1.2 Statement of the Problem

For consumers, insurance is a key risk managentetégy, so it is important to minimize the
disruption of an insurance company’s insolvencysuter insolvency exposes claimants and
policyholders to an unexpected financial loss andy npotentially be associated with
considerable personal and economic cost. Furthernsurance industry is built on policyholder
confidence that insurance contracts will be fudfilland eligible claims paid. Insurer insolvency

may therefore lead to reduced confidence in firennostitutions.

The performance of the insurance industry in Kesgams to be poor yet the industry's
importance in the financial system cannot be urded: Insurance provides employment
opportunities through its marketing and the disiitn networks such as direct insurance
companies, insurance brokers, insurance agenssaksessors, and loss adjustors. Insurance also
contributes to the Gross Domestic Product (GDRhisf country because it is vital to the well-
being of and smooth functioning of a modern econobike most financial institutions, it is a
conduct for mobilizing monetary from the surplu®memy agents and channelizing them to
more efficient uses. Insurance remains one of thmindices for the level of development of a
nation’s wealth and plays very significant roleghe mobilization of investable resources of an
economy. Besides, insurance is an important safréends in the financial system through its
pooling system (AKI, 2012). This is in addition its basic role of providing protection to the

insured against financial loss as well as beinguaice of security.

However, the Kenyan insurance industry has seercdhapse and placement under statutory
management of 10 insurance companies most of theating with general insurance (Juma,
2010). The collapsed companies include Kenya Natidssurance Company, United Insurance,
Standard Assurance, Access Insurance, Stalliomdnsa, Lakestar Insurance, Access Insurance,
Invesco Insurance, Blueshield Insurance and Conlcautance. Over the same period however,
the industry continued to face a number of chaksnthat had an influence on realization of
further gains in growth. These challenges amongretincluded premium rate undercutting
(23%), claims settlement in terms of volume and<a$ settlement (9%), delays in premium
collection and non compliance with cash and caustesn (9%), inappropriate staff skills in

some areas (7%), fraud (7%) and quality of intenargdservices and customer retention (7%)



(IRA 2013). The massive failure of insurance congatmas prompted the need for a study to

assess the determinants of insolvency of insureaoganies in Kenya.

1.3 Purpose of the study

The study intended to investigate the determinasftsinsolvency in selected insurance

Companies in Kenya.
1.4 Objective of the Study

This study was guided by the following four objges:
1. To establish how the type of contract contributeshe insolvency of selected insurance

companies in Kenya.

2. Establish how under reserving contributes to insety of selected insurance companies

in Kenya.

3. To establish how management contributes to insclyen selected insurance companies

in Kenya.

4. To establish how regulations contribute to insobyeof selected insurance companies in

Kenya.
1.5 Resear ch Questions

The study was guided by the following research toes.
1. How does the type of contract contribute to inspbyeof selected insurance companies

in Kenya?

2. How does under reserving contribute to insolventgedected insurance companies in

Kenya?

3. How does management contribute to insolvency oécsetl insurance companies in

Kenya?



4. How do insurance regulations contribute the insotyeof selected insurance companies

in Kenya?
1.6 Significance of the Study

The study is hoped to help insurance companiesshateholders to come up with performing
and profitable insurance companies. The studytigsliare also hoped to be of value to the IRA
which is the chief insurance regulator. This polayd oversight body may have an insight into
the factors contributing to demise of insurance ganies in Kenya and therefore will be in a
better place to establish policies and regulatimngope with those factors found to have a

significant contributory effect.

The study is also hoped to be of value to the pubho are consumers of the insurance
companies’ products. The public may be able to tstded the tell tale signs of an insolvent
company and hence be able to cushion againstskefiloss. Consumers may also be able to
distinguish the factors which contribute to insoleg in the insurance sector and as shareholders

or stakeholders may influence the factors under toatrol.

Lastly, it is hoped that the results of the studgyrbe of value to theory and scholarship. There
has been a shortage of empirical studies on insaraampanies’ insolvency in Kenya and this
study may be a welcome literary piece on this arb& may help scholars, students and general
readers in this area. Future, researchers canbagsefit from this study by looking at its

limitations and hence coming up with areas forHertstudy.
1.7 Delimitations of the Study

The current study only focused on establish thecefof four broad factors on insolvency of
insurance companies as contained in the sub settlmbmesearch questions only. It was not
possible to enumerate all factors affecting insotye The study also considered the insurance

firms currently in operation as it was not possiolénvestigate the firms which went under.
1.8 Limitations of the Study

Some of the respondents were not comfortable twigeocorrect data sensitive to their
organization. To deal with the challenge, an iniicidry letter was attached to the research
5



guestionnaire detailing the importance of the stadgl the need of maintaining confidentiality.

This motivated the subjects to provide honest arsteethe study questions.
1.9 Assumptions of the Study

The study made the following assumptions;
The study subjects would provide accurate inforamabn the major factors that have rendered
insurance companies in Kenya insolvent. All thelgtsubjects would give unbiased information

in the questionnaire.
1.10 Definition of Significant Termsused in the Study

Agent: This is a salesperson that represents an insei@rmpany or a customer when selling or

buying insurance products.
Contract: Refers to an agreement entered between any titiepa

Fraud: It refers to falsification of claim information byolicy holders, employees or

management personnel of the insurance companies.

Insolvency: In this study, insolvency refers to inability ioEurance companies to honor claims

from their policy holders or debts from their crteds.
Management: In the study refers to the way a Company is rua oy to day.

Regulation: This covers the effectiveness of the insurangelegory authority in enforcement of

regulations in the insurance sector concerningstment, liquidity, claims and governance.

Risk Management: It is how the management of the insurance compani&enya deals with

liquidity, investment and operational risks in th@surance companies.



CHAPTER TWO
LITERATURE REVIEW
2.1 Introduction

This chapter introduces the literature reviewedha study. It was organized as follows: the
development of insurance industry in Kenya, thdisealso reviewed literature on the factors
contributing to insolvency of insurance companidsiclv include management, regulations,
under reserving and the type of contract. The @ediso identified the theoretical arguments
underlying the insolvency problem, and finally d@nceptual framework.

2.2 An overview of Insurance Industry in Kenya

During pre colonial Kenya members of a communioplpd together resources to create a
“social insurance fund”. The “premiums” ranged framaterial to moral support or other
payments in kind. From the fund, “drawings were enadit” to support the few unfortunate
members exposed to perils (Azevedo, 1993). Howetler, history of the development of
commercial insurance in Kenya is closely relatedh® historical emancipation of Kenya as a
nation (Throup, 1988).

With the conquest of Kenya as a British colony ctatgy settlers initiated various economic
activities, particularly farming, and extraction africultural products (Huxley, 1990). These
substantial investments needed some form of pioteeigainst various risk exposures. British
insurers saw an opportunity in this, and estabtishgency offices to service the colony’s
insurance needs. Prosperity in the colony soonfiptstexpansion of these agencies to branch
networks with more autonomy, and expertise to sernthe growing insurance needs. By
independence in 1963, most branches had been drarest to fully-fledged insurance

companies (Maxon, 1993).

Insolvency of firms in Asia has also been studiBtke insolvency in Japan, Singapore, Malaysia
and Taiwan increased greatly in 1997 during theaAdrinancial crisis (Rejda, 2001). The
factors noted to influence insolvency in Asian gahénsurance companies include firm size,

investment performance, liquidity ratio, surpluswgth, combined ratio, and operating margin.
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The factors that significantly affect life insurefmancial health are firm size, change in asset
mix, investment performance, and change in produgt but the last three factors were more

applicable to Japan. The financial health of insaeacompanies in Singapore seemed to be
significantly weakened by the Asian Financial Gisi

The study by Adams, Lin and Zou (2011) indicateat the insurance industry in different Asian
economies is at different stages of developmend, lance they require different regulatory
guidelines. The insurance sector throughout thddnsrgoing through a dynamic environment
where efficiency and competitiveness hold the legurvival. The Indian insurance market is
the fifth largest in Asia in terms of total premiuafter Japan, Korea, China, and Taiwan.
Although India has the second largest populationthe world, it has one of the lowest

penetration rates for property and casualty insteaim Asia (measured by premium as a
percentage of GDP). Hence India is referred to &ggh potential, low penetration insurance
market. With increasing liberalization and foreigarticipation, the risk of insolvency among

Indian insurance firms has gone up substantialty. tBere is a strong need of developing a

framework for predicting insolvency risks in thiescsor.

According to Suela, Darrell (2007), the major caugkinsolvency in Canada were as a result of
inadequate pricing and marginal loss reserves, em@vants in the industry were also prone to
fail as compared to companies who had been inendstfor more than ten years. It was also
established that most of the companies closed leetlee late nineteen ninety’'s and early two
thousand.

In the fifty years since independence, Kenya’s iasae industry has flourished, and by 2013
had 51 registered insurers. Kenya’'s insurance ingllsads within the East Africa Community
(a trading block of Kenya, Uganda and Tanzaniagl, iara key player in the COMESA region,
(Common Market for Eastern and Southern Africa. weteer, although insurance industry is
relatively developed in Kenya, the insurance peatietn is low at 3.16% of GDP (AKI, 2012).
Probably due to the misconception that insuranoacgeis for the elite businesses in the society.
This is so as it started by colonial masters whoewgghly leveled by the natives Africans.



2.3 Type of contract and its contribution to insolvency

A contract is a specification of actions that narpadies are supposed to take at various times,
generally as a function of the conditions that h¢ithavell, 2004). An example is insurance
contract under which (risk-averse) insured pay juem and is covered against a specified risk

by an insurer.

Some party might have incentive to behave oppastigaily at the expense of others. Shavell
(2004) argue that in an ideal world, people caneaaicomplete contingent contract that induces
all the parties to take the ‘right' actions in gvpossible state of world, which leads to a Pareto
efficient outcome. In complete contract all statenature are considered and every action is
considered.

However, it is not possible in reality to determeech state of nature. Implying that the pareto
efficiency finds little application in the real wdras the world operate with asymmetric

information which in most cases leads to the appibo of incomplete contracts in project

(Shayell, 2004).

An incomplete contract has gaps, missing provisiansl ambiguities and has to be completed
(by renegotiation or by the courts) with strictlggitive probability in some states of the world.
(Hart,1995). According to this definition most rearld contracts are incomplete: they are not
contingent on all relevant, publicly available infation they are short-term they are
renegotiated frequently they are interpreted anmdpdeted by the courts of law. Since insurance
industry deals with incomplete contracts, utmosbdydaith and care are required when
determining the kind of contract to enter into. ®ocontracts are prone to risk than others. It is
therefore prudent to investigate whether the typeamtract entered by the firms have any

bearing to insolvency.

According to Hoyt, (1994) great attention has bpaid to the options embedded in insurance
contracts, especially in those nontraditional caets which account for a significant part of
insurance market, i.e., participating insurancetremts, universal life insurance and unit-linked

insurance. Embedded or implicit options often padevpolicyholder the right to make a change



on the time or amount of claims. Nevertheless,jticathl approaches in actuarial science usually

underestimate the value of these options (StakiBglébel, 1995).

However, Schich (2008) contends that underestimatiothese options for a long while could
leave insurance companies in a terrible operatiooadlition. Embedded options tend to increase
the contingent liability of insurance companies.tdut enough liability reserves, insurance
companies could easily get trapped in a solvenisysar even go bankrupt as economy becomes

dramatically unstable.

In 2006, when the subprime crisis took place, atgneany insurance companies suffered from
disastrous impact, which mainly laid in the risk iafolvency. Losses caused by subprime
derivatives not only created great liquidity risksit also jeopardized the confidence of

policyholders on insurance companies' solvencyclwiwould lead to large-scale surrender and
eventually destroy the least hope for insurancepaomes to go through crisis. Studies based on
a generalized form were mainly about the evaluati@thod of embedded options (Carson and
Hoyt, 1995). They all overlooked the specific featuof different insurance contracts, for which

these researches are less adaptable in practice.

For researches that focus on particular insuraoogracts, most of them are about unit-linked
contracts and participating contracts. As for eglitked products, large contributions have
been made by financial and actuarial researchecg she pioneering work in. They recognized
the option-like features in equity-linked produetsd applied the option pricing theory on their
evaluation model. Further researches in this dorctvere focusing on all kinds of options
embedded in unit-linked contracts such as minimurargnteed interest rate and payment. The
problem of valuing another kind of option embeddedquity-linked products, surrender option,
has also been tackled, under different assumpaosby various methodologies (Carson and
Hoyt, 1995).

Babbel (1995) note that as another kind of insweazentracts which also make up a significant
part of the life insurance market, participatingnttacts also attracts great attention from

researchers. In the first place, scholars statteot tesearches with single-period models. Briys

10



and de Varenne (2007) focused on a particulargyaating insurance sold in French market and
managed to valuate both liability and equity osthontract based on classical contingent claim
theory (Santomero&Babbel, 1997)

Briys and de Varenne (2007), indicated that thegerfarther effort on valuation of participating
insurance with guaranteed interest rate and sugreoption embedded. Based on this model,
Grosen and Rigensen(1999) adopted a barrier oftesnework to investigate the impact of
regulatory intervention rules for reducing the insocy risk of the policies . However, all these
researchers are not able to deal with \cligueeStglontracts with annual bonus. Therefore,
scholars also made attempt to construct multi-penwodels. Grosen and Rigensen (1999)
provided a multi-period model to valuate liabilif participating insurance contract with

\cliquet-style" bonus option and surrender optiorbedded.

After considering guaranteed interest rate, bonpiso and surrender option, Grosen et al
(2006) proposed to use a finite difference apprdactpricing contract. Considering a specific
participating scheme used in a particular cour@gilotta (1999) made a further step in this
direction. They considered the valuation problemdoe of the smoothing scheme commonly
used by insurance companies in the UK and set mpar&et model based on the use of a Levy
motion as relevant process for the value of undeglyeference portfolio's returns. Dealing with
this same smoothing scheme, Ballota, Haberman amehgW(2009) further extended the
techniques they developed earlier to allow forda&ault option. Researches mentioned above all
focused on evaluation of participating policy wéahgiven guaranteed interest rate. Aguilar and
Xu (2007) provided a way to determine optimal gaggad interest rates and premiums which
maximize insurers' profit. In his model, he assumegds of return on assets were log-normally

distributed and applied B-S formula to price sudemoption.

2.4 Under reserving and its contribution to insolvency

An insurer needs to set aside enough of the premtorallow fully for the cost of all the claims
that will arise from that business. This meansrsgtin adequate reserve for each claim that is
reported and allowing for claims that have notlyetn notified. If these figures are deliberately
or accidentally set too low then the insurer walbk to have made more profit than it actually
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has. This extra profit may not then be availablemvthe claims are required to be paid and can

lead to the insurer becoming insolvent.

Young (1996) notes that there is often pressureafoinsurer to declare good results. Senior
management can put a great deal of pressure oe feaple setting the reserves to keep them to
a minimum. On classes of business such as liabilligre the claims can take some time to

emerge and be notified and where a claim can takeynyears to settle it can be extremely

difficult to set the reserves. These two factorsmdestrate that insolvency due to inadequate
reserves is not a remote risk. It is probably d@diach most insolvencies to a greater or lesser
extent (Carson and Hoyt, 1995).

According to Santomero and Babbel (1997) researcimeter reserving as a key component
cause of company failure. One of the factors leqdm under reserving is the absence of
adequate internal controls. For example if a compaed a low claims threshold of (£10k),
above which the claim would have to be reportedh® CEO, this could develop into a
reluctance to establish reserves above the £1@khbid. Solid reporting criteria are necessary,
coupled with a no blame culture to engender trust eancourage realistic reserving. This
demonstrates the complex nature of managing a aoynipaa changing market. It emphasizes
the interdependence between the management subsysigks subsystem, human subsystem
and control subsystem. It illustrates the influentalifferent organizational interests between
management and staff and emphasizes the impadiffeaent stakeholders have on a company.
What is clear is that a lack of fit between thessigbems can cause a company to fail (Santomero
& Babbel, 1997).

2.5 Management and its contribution to insolvency

In many ways the insurance industry is easy toreltau do not need to have a big building, lots
of staff or any machinery. All you need to do isisfg the regulatory authorities to let you start a
business, part of which will include having suféct capital. Then it is simply a case of
convincing people to give you money on the prontise you will pay their claims. The cash

comes in up front and paying the claims may be’yeavay (Santomero & Babbel, 1997).
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Lee (2008) indicated that there is great scopeimwiths for dishonest and corrupt individuals to
extract money from the premiums and direct it ®@rtlown personal wealth such that the claims
cannot be paid when they come in. The sums invobadbe huge. Hundreds of millions of
pounds of premiums can be collected by relatively people and even siphoning off a small

percentage of this is a lot of money (Schich & Kikij 2004).

According to Brigham & Philip, (2004) cutting preecan quickly generate large volumes of
business. If reserves are understated, deliberatelyot, profits can appear large. It is not
difficult to see how someone running an insuranoemany, who has a personal financial
interest in it, could be motivated by greed to dwll this course of action. This will be

exaggerated if the individual does not have a conéar the long-term health of the company

and the policyholders.

Most of the reserves and free capital that an arshiolds will be invested. In deciding where to
invest the funds the insurer has to balance thieedies greater expected returns with the need to
limit the investment risk. The danger is that tlaue of the assets drops to below that of the
value of the liabilities. This risk is exacerbatédn insurer has limited free capital to starthwit
(Brigham & Philip, 2004).

A sudden drop in asset values (eg a stock marlshgrcould significantly affect solvency. A
concentration of assets in any one particular degmrticularly prone to this problem. If one
asset forms a high proportion of the portfolio tleedrop in the value of that asset (or even the
total failure of that asset) may have serious oguseces for solvency (O'Connor, 2000). An
insurer also needs to be concerned with the liguafiits assets. It will need to pay claims and if
there is a patrticularly large loss it may need @aveha large quantity of funds available. If the
assets cannot be turned into cash quickly themthaer may not be able to pull together enough
cash to pay the claims. Another possibility is thalling the assets causes their value to drop,
which in turn means that the insurer has to liqadaore assets (Black, Wright & Bachman,
1998).
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Insurance is a complicated business. Although spoieies are relatively simple, some are
much more difficult to understand clearly. Even soofi the concepts, such as the methodology
for computing IBNR reserves, may be hard to graBperefore there is great scope for
companies to go wrong simply through sheer incoempt. This could be at a senior or a junior
level. For example, it is easy to give the mesdageaff to grow the business. It is much harder
to understand all the ramifications of that messag# whether or not profitable growth will be
possible. A simple message to grow may kick ofhair of events that will cost the company
dearly (Black, Wright & Bachman, 1998).

Another example would be one single risk, incolyeanderstood and poorly priced, or badly
worded policy, that gives a company a far highegposxire than it thought it had to a risk
Alternatively there might be an accumulation okrikat the company might not be aware of and
hasn’t bought reinsurance for eg a predominangaayerties in one area that might be hit be a
freak weather event (Schich & Kikuchi, 2004).

2.6 Regulations and insolvency of insurance firms

The globalization of insurance and reinsuranceartigular, means that companies have some
flexibility to choose their regulatory environmeiitis is particularly true for new entrants. The
regulatory environment is just one consideratiobhddaken into account when deciding where to
base a new company, but there is a risk that ndvargs will be attracted to the less well-
regulated environments. Just as electric currertsfithe path of least resistance, new entrants
will seek out regulatory environments that offeaderesistance. This lower resistance may be in
the form of easier and quicker authorization, lowegulatory costs, lower capital requirements

and less onerous on-going requirements to meebwagipfRedman et al, 1992).

This would suggest that unilateral changes to thg wne particular country is regulated will
simply result in business being diverted to a défe regulatory environment. Put another way,
more stringent regulation in one country may redtihee number of company failures in that
particular country, but it will not prevent the ltae from occurring; it will just take place
somewhere else (O'Connor, 2000).
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There have been several European Directives oeelast few decades to try to harmonize the
form of regulation applied across Europe, but nemapt has been made to harmonize the
regulation with those outside Europe. The areasemumaudential supervision cover assets,
liabilities, capital adequacy, accounting, derivesi and reinsurance. Any Member States are
allowed a certain degree of freedom in establishimye stringent rules than the minimum

requirements laid out in the directives. This flekiy has meant that some countries have a

solvency regime that is stronger than others (Redebal, 1992).

Various types of models are used in many countlesya included, the most advanced
countries being those where the regulator has stggiehe use of such models. The main types
of model used include inadequate reinsurance, rgpaavth, poor cost control, insufficient

investment premiums, fraud management and underviag risks (Redman et al, 1992).

In the European Union the Statutory Minimum Solweltargin is determined as a proportion of
the business written based either on premiumswvedear on claims incurred. The advantages of
this approach are that it takes into account eaafpany’s individual experience and it is simple
to administer. However, the disadvantages are itha¢nalizes companies that hold adequate
reserves and/or those that charge adequate prentioimgared with those that do not, is does
not distinguish between companies that write simi@umes but different mixes of business

and it does not distinguish between insurers amdueers (Brigham & Philip, 2004).

An alternative method is to consider the risk peobf the business written. This is the Risk

Based Capital (RBC) approach, where the solvenagimas calculated as a proportion of the

volatility of past profits. The RBC recognizes thelatility inherent in the business and it

penalizes companies that hold inadequate resernvdsabwrites business on inadequate rates
(O'Connor, 2000).

The disadvantages of RBC are the practical diffieslof deciding and include the definition of
profit, the definition of volatility (e.g. does tiefer to observed variation in experience from the
company’s own average or the variation about tltistry average?), the period over which
volatility is measured, how to allow for reinsuranand the security of the reinsurers used and
whether the same proportion should be applied ¢oviblatility of all companies (Brigham &
Philip, 2004)
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2.7 Theoretical framework

A theoretical framework is a collection of inteatdd ideas based on theories. It is a reasoned set
of prepositions, which are derived from and supgmbitty data or evidence. It accounts for or
explains phenomena. It attempts to clarify why gisimre the way they are on theories (Kombo
and Tromp, 2000). This section therefore discuskesunderlying theories underpinning the

insolvency problem in insurance industry in Kenya.

Agency Theory and insurance company insolvency

Several articles written in the 1970s did muchebrek the theory of principal-agency in the field
of economics. In the first article (Spence & Zedkber, 1971), the theory was framed as a
guestion about insurance, but it turned out to batral to understanding the effects of
information asymmetries in other settings. By pessgy incomplete and imperfect information,
market participants do not achieve the optimalcalfmn of resources that would be possible in
the case of possessing complete information. Omtiier hand, timely and relevant information
represents a product for which the appropriate stgskice must be paid (Bolton & Dewatripont,
2005)

In modern corporations, the two sides engageddardract may have different goals and have
different levels of information. This problem islled the “principal-agent” problem. Agents
sometimes have personal goals that do not coinwitte the goals of the principal, thus the
principal must achieve its own, but also the neafdagents. One way is to motivate the agent
using rewards, prohibitions and penalties. In ttase, the qualitative needs assessment and
evaluation of costs results in greater efficienoyl daster problem solving. Insurance firm
operate mostly through agents. However, this maenat without problems (Bolton &
Dewatripont, 2005)

Agency problem occurs when a conflict arise wheoppeethe people (agents) entrusted to look
after the interests of others (the principles) tlse authority or power for their own benefit

instead. It is a pervasive problem and exists actcally every organization. Organizations try
to solve it by instituting measures such as tougteening processes, incentives for good

behavior and punishment for bad behavior, watchumtjes, and so on but no organization can
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remedy it completely because the cost of doingamer or later outweigh the worth of the
results (Daohel, 2002),

Very classical field for the application of agenityeory is the insurance, from where actually
originates a lot of initial motivation and termiogly used in the analysis of principal agent
problems. The critical analysis of the mainstreagengy theory approaches is provided by
Daohel (2002), who takes issues with some traditiomformational assumptions used in the
classical literature dealing with agency problemgsurance. An interesting alternative survival
probability approach to insurance and principalrageroblem is provided by Hlavaéek and
Hlavaeek (2006a, 2006b). The insurance is onlyadriee branches of financial services, which

are successfully analyzed with the use of agenegrih

Another area is the analysis of the financial distrof the banks and the problems connected
with the exit from the banking industry. Besidegg@ contributions dealing with the agency
theory issues in the areas of economic of tramsibevnership analysis and law and economics,
we may identify other widely ranging applications agency theory in the Czech economic
journals. Thus Marek (2004) concentrates on agémegry in the corporate governance, which
is one of the most traditional areas for the im@atation of the agency theory. Marek (2004) is
especially interested in the agency costs, in tidluence on value of the firms and their
measurement. He also mentions some interestingtréiions of agency cost theory in
connection with privatization in transition econ@si Direct application of agency theory to a
specific field provides Krabec (2005) who idensfisources of principal-agent problems in the

health care system.

2.8 Conceptual framework

Mugenda and Mugenda (2003), define conceptual fnarle as a hypothesized model
identifying the concepts under study and their ti@teship. Conceptual framework provides
abstract basis for thinking about what we do anoutibvhat it means, it is influenced by the
ideas and research of others. In this regardsrimhgoan overview of ideas and practices that
shape the way this study was done. This sectiogsgive theoretical structure used in this study.
It takes cognizance of the theoretical and empititerature reviewed. Based on the literature

17



reviewed, insurance company’s liquidity is influedcby the exogenous characteristics of the

insured and programme specific characteristics.
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Figure 1: Conceptual framework

The dependent variable in this study was insolveoicynsurance companies. Insolvency of
insurance companies is influenced by several fadtoat constitute the independent variables.
Based on the literature reviewed the factors tbatroute to insolvency of insurance companies

includetype of contract, under reserving, management amdrgment regulations.
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The moderating variables, which according to Kotf2004) are independent variables that are
not related to the purpose of the study but care leaveffect on the dependent variable, in this
study the moderating variable were the econonticagon of country. Figure 1 shows the

relationship between the independent variables theddependent variable. To ensure that

moderating variables did not influence the depehdenable, the variables were controlled.
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CHAPTER THREE
RESEARCH METHODOLOGY

3.1 Introduction

This chapter introduces the process which were @yegl in carrying out this study. It contains
the following sections: research design, targetupamn, sampling or the respondents of the
study, research instruments methods of data cmltegirocedures and methods of data analysis

and ethical issues.
3.2 Resear ch Design

A cross sectional survey design that employed bo#ilitative and quantitative was adopted for
the study. This design was opted since descriptegearch describes data and characterizes
about the population or the phenomenon being dudithari (2003) also recommends
descriptive research design as it allows the rebearto describe, record, analyze and report

conditions that exist or existed.

According to (Mugenda and Mugenda, 1999), the pegpf descriptive research is to determine
the way things are, the design attempts to obtaformation that describes the existing

phenomenon and involves quantifiable informatioonfrthe sample. In addition descriptive

research involves gathering data that describestgv@nd organizes, tabulates, depicts and
describes the data collection (Glass and Hopki®84 )L

3.3 Target Population

A population is the entire group of individualseets or objects that have a common observable
characteristic (Mugenda and Mugenda 1999).The tfotgulation consisted of 51 registered

insurance companies in Kenya (see appendix lllg fHspondents were a selected from various
levels of these companies. Since the sample wasssibte, and target population the same,

population validity existed and generalizationlod findings was made with confidence.

21



3.4 Sample Size and Sampling Procedure

Sampling is the process of selection of appropnat@ber of subjects from a defined population
(Kothari, 2008). This study used systematic rand@ampling method. Mugenda and Mugenda
(1999) argued that the bigger the sample, the megreesentative of the population it is. In this
case, 50% of the insurance companies was seleated ia from these that the respondents were
drawn. The sample size was 26 insurance compaviish is 50% of the total number of
insurance companies registered in Kenya. From getltance company, one top manager and

three lower level managers were randomly seledtked. gave a total of 104 respondents.

3.5 Methods of Data Collection

Data collection instruments included a survey adifinistered questionnaire that was used to
interview top level management and lower level ngans, an interview guide was also used in
areas where the interviewer felt the answers gweme not sufficient. Thirdly, document

analysis guide was used to gather more secondahng istudy.

Data collection was undertaken for a period of amnth. Questionnaires were administered
after briefing respondents on the objectives asdrasg them of confidentiality.

The questionnaire was self-administered and wasedetl by the researcher and agent to the
insurance Companies, requesting them to complete it

After completion the questionnaires were pickedisTéaffort of personally delivering the
guestionnaire was intended to give high rate gbaase than when posted. The questionnaire
consisted both closed questions -provide boxesh®mrespondent to tick (giving easily coded

information), and open questions - provided a lwoxHe respondent to write answers in.

After beginning with general questions, subsequgumstions were specific questions that
enabled probing for details. Data registers from Itisurance Regulators was also be used since
it was relevant in gathering more information oe thsurance companies.

The study also paid attention to question phrasimgd the order of questions.
Many researchers recommend that general questienasked first, especially easier, less

threatening questions, and that more controveosiaénsitive questions are left for the middle or
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end of the interview (Berg, 2009; Esterberg, 200R)e principal researcher checked all the data

for completeness and accuracy.

3.6 Validity and Reliability of the Instruments

Validity of a questionnaire refers to the extenttoich it measures what it claims to measure
Mugenda & Mugenda (2003). Validity establishesrlationship between data and the variable
of interest. Traditionally validity is defined agegree which an instrument measures what it
purports to measure (Kothari, 2006). In a reseatcinly, the data can be collected through

surveys (interviewing, questionnaires), observatinaexperiments (Cooper &Schindler, 2003).

3.7 Reliability of the Instruments

Mugenda and Mugenda (1999) defines reliability aseasure of the degree to which a research
instrument yields consistent results or data aépeated trials. Berg (1998) explains that, the use
of consistent and systematic line of questions deen unanticipated areas is particularly
important for reliability and for possible replicat of a study. In order to ensure reliability, the
guestionnaire was composed of carefully construgtezstions to avoid ambiguity and in order
to facilitate answers to all the research questidhe questionnaire was then pre-tested in a pilot
study through a sampling of five registered insaeacompanies whereby one top manager and
one low level manager was selected. This gaveah 062 respondents in the pilot study. After

piloting data was analyzed which corrections arjdsithents were done; this ensured reliability.

3.8 Data Analysistechniques

Analysis involved the production and interpretatd@scriptive data to come up with frequencies

whose proportions were presented on tables to suisenthe data and facilitate generation of

information. Frequencies and proportions were beegeed from data entered on SPSS version
17.0. Measure of central tendency was generatdddoribe the data.

Associations between the variables under study vested by Pearson’s Chi square test to show
significance of the relationships between the imthelent variables which were type of contact,
under reserving, management and regulations ofanse companies and the dependent variable

which was factors contributing to insolvency ofurence companies variables.
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3.9 Operational Definition of variables

Table 3.1: Operational Definition of Variables

Objective Variable Indicator(s) Measurement Scale ataDCollection Data
Method analysis
To establish whether typdndependent Length of contract | Number of| Ordinal | Questionnaire | Descriptive
of contract contributes toType of| Type of businesscontract years statistics
insolvency of insuranceinsurance underwritten
companies contract
To establish if undefrindependent Customer vetting Credit history | Ordinal | Interview guide| Descriptive
reserving contributes toUnder reserving Financial disclosure statistics
insolvency of insuranceand insolvency | of insurance Financial status
companies companies of company
To establish iff Independent Formal education & No of trainings| Ordinal | Questionnaire | Descriptive
management contributes td&ole of | product knowledge of attended statistics
insolvency of insurancemanagement inmanagement
companies insolvency Management &
shareholders’
interests
To establish if regulationsindependent Company Government Ordinal | Questionnaire | Descriptive
contributes to insolvencyRegulations andinvestments regulations Interview guide| statistics
of insurance companies | insolvency Rate of genuine
claims reported
Insolvency Dependent Profitability and Profitability and| Ordinal | Financial Descriptive
Insolvency Claim turnaround Claim turn - reports statistics
time around time
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3.10 Ethical Consideration of the Study

Participation was voluntary, and the records weoeed confidentially in a lockable cabinet

which was always closed and only persons involnettié research had access to them.

Any publications or presentations from this stuadyrobt refer to the individual respondent, and

anonymity was maintained by not publishing the nauared addresses of the data sources.

There was also grouping of data in a way that asvicharacteristic of the respondent would not

become known, by code numbers instead of names.

Informed consent from the respondents and findégrance to carry out the study was obtained

from Institutional Research Ethics Committee (IREBCNairobi University.

The researcher also obtained a letter from Unitseisi Nairobi allowing him undertake the

study and an introductory letter explaining thepgmse of the study
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CHAPTER FOUR

DATA ANALYSIS, PRESENTATION AND INTERPRETATION OF FINDINGS

4.1 Introduction

This chapter presents findings from the study enassessment of determinants of insolvency of
insurance companies in Kenya. This chapter begitis presenting background information of
the respondents and then their experiences withddterminants of insurance companies in
Kenya, the chapter also analyses, presents angrete findings of the study in relevance to the

determinants of in solvency of Insurance Compaimé&enya.

4.2 Questionnaire Return Rate

Out of the one hundred and four (104) questioneai@@ministered, ninety seven (97)
constituting 93.3% response rates were collected.

The response rate from the top and lower level gament is given in the Table4.1:

Table4.1: Response Rate

No. Level TOTAL Per cent
Top Level Management 53 54.6
2 Lower Level Management 44 454
TOTAL 97 100

From the questionnaires it was noted that top leveahagement responded to the questionnaires
at the rate of 54.6% while the low level managemesponded at the rate of 45.4%.

According to American Association for Public Opini®Research (AAPOR, 2008), the 93.3%
which is a high response rate from a random samiplEO4 is considered preferable to a low

response rate from sample above 104.
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4.3 Characteristics of the Respondents
This section gives an analysis, presentation atetpretation of the respondents’ gender, age,
level of education, work experience with the orgation, years of the company operation and

the underwriting business.

4.3.1 Gender of Respondents
Table 4.2 shows the distribution according to gemd¢he respondents.

Table 4.2: Sex of the respondents

Gender Frequency Per centage
Male 62 63.9
Female 35 36.1
Total 97 100.0

In all, 63.9% of the respondents were male and%@&edmale, indicating an unbalanced gender

distribution at the insurance companies.
4.3.2 Age of Respondents
Table 4.3 shows the distribution of the respondantiBe insurance companies according to their

age.

Table 4.3: Distribution of Age of Respondents

Age Frequency Per centage
25-35 21 21.6
36 — 55 68 70.1
56 and above 8 5.3
Total 97 100.0

The highest percentage of respondents (70.1%) etgebn age 36 — 55 while the lowest was
56 and above years and stood at 21.6%. This indication that the youth are more engaged in

insurance underwriting than the elderly.
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4.3.3 Level of Education of Respondents
Table 4.4 shows the level of education that theursnsce respondents had attained before
employed at their current workstation.

Table 4.4: Distribution of level of education of respondents

L evel of education Frequency Per centage
Certificate 17 17.5
Diploma 29 29.9
Undergraduate 43 44.3
Post Graduate and above 8 5.3
Total 97 100.0

Table of 4.4 presents levels of education of thepeadents. It indicates that 100.0% o had
formal education. Those with postgraduate and alwere the lowest at 5.3% while those with
undergraduate degree were the highest at 44.3%fi€e and Diploma holders were at 17.5%
and 29.9% respectively.

4.3.4 Respondents underwriting work experience
Table 4.5 shows the level of education that thargrsce respondents had attained at their current

workstation.

Table 4.5: Respondentswork experiencein underwriting

Work experience Frequency Per centage
Less than 3 years 28 28.9
3 to 5 years 54 55.7
5to 7 years 12 12.4
Over 7 years 3 3.0
Total 97 100.0

According to table 4.5, 54 respondents represerifik§o of the respondents had worked in the
insurance industry between 3 to 5 years, whilediwaso have worked for less than 3 years were

28



at 28.9%. It was noted that those who had workethébnveen 5 to 7 years and over 7 years were

at 12.4% and 3% respectively.
4.3.5 Type of insurance underwriting
Table 4.6 shows the business underwritten by trsairémce respondents at their current

workstation.

Table 4.6: Respondentswork experiencein underwriting

Underwriting type Frequency Per centage
Non — Life 32 33
Life 32 33
Composite 33 34
Total 97 100.0

The study sought to know the type of business wmatemg undertaken by the respondents insurance
organization, it was revealed that a slight majoait 34% were underwriting composite while those

underwriting life and non — life were at 33%.

4.4 Factors that contributes to insolvency of insurance companies
This section gives the analysis, presentation atetpretation of responses on the factors that
contribute to insolvency of insurance companie® fi@sponses were distributed to cover type of

contract, under reserving, management and regofatio

4.4.1 Type of contract and Insurance Insolvency

The respondents rating on the extent to which tgpeontract contribute to insolvency of
insurance companies in Kenya were recording anie &G gives the respondents scores. The
ratings were done using a 5-point likert scale vehnamerical values was in ascending order
ranked from 1-to-5 with decreasing order of strengftthe level of agreement assigned to each
of the corresponding statement-factors given. $tlsoAgree and Agree were combined into one
scale while strongly disagree and disagree wereambined into one scale. After the data was
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coded and analysed, findings from the sampled staffonses was presented as shown in table
4.7

Table 4.7: Extent to which type of contract contribute to insolvency of companies

Scale The combined likert Frequency Per centage
10-20 High extent 88 90.7
21-32 Moderate 5 5.2
33-50 Low extent 4 4.1
Total 97 100.0

From table 4.7, majority at 90.7% agrees that tgpecontract contribute to insolvency of
companies in Kenya while 5.2% reserved their resps@and 4.1% indicated that to a low extent

it contributes to insolvency.

To answer research question number 8 sort theapuofithe respondents on the type of contract
as a contributor to insolvency of insurance comggthe sampled employees were asked to rate
the statements that included incomplete contraatpst good faith, risk of contracts, contract
investigation and underestimation. The ratings wevae using a 5-point likert scale whose
numerical values was in ascending order ranked ftam5 with decreasing order of strength of
the level of agreement assigned to each of theegponding statement-factors given. Strongly
Agree and Agree were combined into one scale vdtitengly disagree and disagree were also
combined into one scale. After the data was codeldamalysed, findings from the sampled staff
responses was presented as shown in table 4.7.

Table 4.8: Distribution of contribution of type of contract to insurance insolvency

Scale The combined likert Frequency Per centage
10-20 Agree 83 85.5
21-32 Neutral 6 6.2
33-50 Disagree 8 8.3
Total 97 100.0
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The respondents rated the type of contract as #ilbotor to insurance insolvency at 85.5%
while those who felt that it was not a contributeere 8.3% while those not able to deliver a

score were 6.2%.

The mean given by SPSS as 1v@&s in the scale of 10 - 20 and therefore can teepreted to
denote the fact that most of the sampled respoadeagreed that type of contract is a contributor

to insolvency of insurance companies in Kenya

The standard deviation value was used to deterthegariability of the responses. The standard
deviation given by SPSS was 0.29 therefore an atidic that there was no significant variation

in the responses among the sampled respondents

4.4.2 Under reserving and Insurance Insolvency
The ratings were done using a 5-point likert seal®se numerical values was in ascending

order ranked from 1-to-5 with decreasing ordertodrgyth of the level of agreement assigned to
each of the corresponding statement-factors gi#trongly Agree and Agree were combined
into one scale while strongly disagree and disagr&® also combined into one scale. After the
data was coded and analysed, findings from the lkeahgpaff responses was presented as shown
in table 4.8.

Table 4.8: Perceptions on under reserving as contributor to insurance insolvency

Rate of Under reserving Frequency Per centage
Agree 89 91.8
Neutral 8 8.2
Disagree 0 0.0
Total 97 100.0

Table 4.8 indicated that a greater percentagespioredents (91.8%) considered under reserving
is a contributing factor to insurance insolvencyKienya while 8.2% reserved their opinions
while none of the respondents (0.0%) dissented.

31



4.4.3 Management and Insurance Insolvency
Table 4.9 indicates the perceptions of the respaisdEn management as a factor that contributes

to insurance insolvency in Kenya.

Table 4.9: Perceptions on management as contributor to insurance insolvency

Rate of Under reserving Frequency Per centage
Agree 73 75.3
Neutral 24 24.7
Disagree 0 0.0
Total 97 100.0

The greater majority at 75.5% agreed that managewguweniributed to insurance insolvency in
Kenya. The overall impression was that the managéemas a major contributor as there is none
of the respondents who disagreed and those whovegstheir opinion were 24.7%. It should be
noted that these responses were based on respsnpl@vious experience or dealings with the

insurance companies.
4.4.4 Regulations and Insurance Insolvency.
Table 4.10 indicates the perceptions of the respotsdon regulations as a factor that contributes

to insurance insolvency in Kenya.

Table 4.10: Perceptions on regulations as contributor to insurance insolvency

Rate of Under reserving Frequency Per centage
Agree 47 48.5
Neutral 5 5.2
Disagree 45 46.3
Total 97 100.0

Out of the total respondents interviewed, 48.5%tlod respondents maintained that the
regulations was a factor contributing to the insolwy of insurance companies in Kenya and
46.3% disagreed that this was a factor while 5.2%he respondents gave a neutral opinion.
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This suggests that the respondents were divide@guiations as a contributor to the fact that it

influences insurance insolvency.
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CHAPTER FIVE

SUMMARY OF FINDINGS, DISCUSSIONS, CONCLUSIONS AND
RECOMMENDATIONS

5.1 Introduction
This chapter presents summary of the findings, udision, conclusions reached and
recommendations following the objective of the gtuthis study set to assess the determinants

of insolvency of insurance companies in Kenya.

5.2 Summary of thefindings
Relying on the responses given by the respondérgsesearcher came up with findings which
were used to make conclusions and give recommemdatihe main findings as based on the

result on data analysis in chapter four are gimwehable 5.1 below:

Table5.1: Summary of findings

Demographic Characteristics Finding

* Majority 63.1% of the respondents were male
Gender while female were 36.1% indicating unbalance

gender distribution at the insurance companies.

* Majority of the respondents were between the |age
of 36 and 55 at 70.1% indicating that majority| of
Age of respondents those engaged in underwriting are the middle
youths compared to the elderly (56 and abave)
which stood at 21.6%.

e« The insurance company employees involved in
_ underwriting have undergone through formal
Level of education of respondents _ _ o _
education with the majority having undergraduate

degree at 44.3%.

Respondents work experience in * 55.7% of the respondents had worked their current

underwriting work station for between 3 to 5 years, while thpse
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5.3 Discussions of the findings

This section gives a detailed discussion of thdifigs from this study.

5.3.1 Type of contract

The type of contract is usually critical in detenmg the insolvency of insurance companies
according to Darrel (2007). The findings of thtady showed that 90.7% of the respondents
agreed that type of contract is a factor that couates to insurance insolvency while 5.2%
indicated that it contributed averagely while 4.itfdicated it contributed to a lower extent.
These findings concur with those of Darrel (200V pistudy conducted in Canada to determine
the causes of insolvency which overwhelming majaoitthe respondents cited type of contract

as a major reason for insolvency of insurance conega

5.3.2 Under Reserving

According to Young (1996) pressure from senior nganaent may compel an insurer to declare
good results and since there is great deal of pred® keep the reserve minimum it can be
extremely difficult to set the reserves leadingitmer-reserving. The study revealed that 91.8%
of the respondents agreed that under-reservingnigjar contributor to insolvency of insurance
companies in Kenya while only 8.2% opined it wasrage while none disagreed. Carson and
Hoyt (1995) agreed that to a greater or lessernextender-reserving is a contributor to

insolvency of insurance companies

5.3.3 Management

Management envisages corruption which leads ttandling of insurance procedures within
and insurance companies (Lee, 2008). A higher migjat 75.5% agreed that management
contributed to insurance insolvency in Kenya. Therall impression was that management was
a major contributor as there is none of the respotsdwho disagreed and those who indicating it
contributed averagely were 24.7%. Brigham andi?k#004) confirms this finding by stating
that management is driven by the insurance persqansonal financial interest and does have
the long-term health of the company and the pobtyérs and this risks to insolvency is

exaggerated when the insurance company has lifimé¢ectapital to start with.
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5.3.4 Regulations

O’Connor suggests that the way a country is regdlatill set its regulatory environment status
and indicates that these regulations may lead $olvency of insurance companies. In the
findings 48.5% of the respondents maintained thatregulations was a factor contributing to
the insolvency of insurance companies in Kenya4d8% disagreed that this was a factor while
5.2% of the respondents gave a neutral opinion.o&ting to Redman (1992) since the
respondents agreeing and those disagreeing arse conduit, it means the country has a
strong regulatory regime that is accepted and tegjleia equal measure.

5.4 Conclusions of the study
The following conclusions were made from the firgdirof this study.

From the demographic characteristics of the stitdy,evident that the insurance companies to a
large extent have both the female and male distabs skewed towards male. At the same time
their level of education is largely from undergratiulevel.

Type of contract, under-reserving, management agllations contribute immensely to
insurance insolvency. The five-point linkert scatetype of contract indicated that majority of
the respondents agreed that type of contract ¢anés to insolvency of insurance companies.

5.5 Recommendations of the study

Based on the conclusions of this study, the follviecommendations were made.

1. The insurance companies should invoke section 12WslLof Kenya that requires a
progressive realization of the enforcement of the-third-gender rule to ensure that
women are represented at insurance companies aslyod requirement of the law but
also balance decision making.

2. The insurance regulators should me more stringergniforcing the already available

regulations to curb the risk of insolvency.
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5.6 Suggested areafor further research

The study proposes the following areas for furgtady:

1. An assessment of determinants of insolvency of rarste companies in other
neighboring countries.

2. Assessment of the determinants of insolvency ofirersce companies in Kenya that
targets the composite companies.

3. Assessment of the determinants of insolvency afirersce companies in Kenya target
Life and Non-Life separately.
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APPENDICES
APPENDIX 1: LETTER OF TRANSMITTAL
ALL RESPONDENTS
17" July 2014

WAWERU MILLICENT NJERI
P.O BOX 1084-10400
NANYUKI

Dear Sir/Madam,

RE: DETERMINANTS OF INSOLVENCY IN SELECTED INSURANCE COMPANIES

IN KENYA

| am a student at The University of Nairobi, ThiRampus. | am undertaking a research on the
above subject. This questionnaire is designed tloeganformation about your organization for
use in the study.

The information given will be strictly used for @eanic purposes only and will be treated with
utmost confidentiality.

Kindly respond to all the questions.
Yours faithfully,

Waweru Millicent Njeri
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APPENDIX II: QUESTIONNAIRE
This questionnaire is to collect data for purelg@amic purposes. All information will be treated

with strict confidence. Do not put any name or idferation on this questionnairdnswer all

guestions as indicated by either filling in the ik or ticking the option that applies

SECTION A: PERSONAL INFORMATION

1. What is your Gender?
Male[] Female[]

2. Age group of respondents

15-20[ ] 21-30[] 31-407]] 4D5]
3. What is your academic background
Certificate [ ] diploma[ ] undergraduate [ ] none | ]
4. How long have you been working in this organisa®ion
Lessthan 3years( ) 3to5years ()5to Tsyea() Over 7 years ()
5. How long has your company been in operation? ..................
6. What kind of business do you underwrite? (Pleadedne)

a) Non- life []
b) Life []
c) Composite []

6b. If non- life or composite do you underwrite B3V Yes [ ] No []

SECTION B: factors that contribute to insolvency of insura@@mpanies in Kenya.

Type of contract
7. To what extent does the type of contract contritboiiesolvency of insurance Companies
in Kenya?
a) Very high extent
b) High extent
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c) Moderate extent
d) Low extent

e) Very low extent

8. To what extent do you agree with the following etaénts on Type of contact? Rank by

placing a tick in the appropriate place.

1= strongly disagree, 2=disagree, 3= moderagige 4= agree 5= strongly agree

FactorsUnder Consideration 1 2 3 4 5

An incomplete contract has gaps, missing provisiamsl

ambiguities which contribute to insolvency

Since insurance industry deals with incomplete remts,
utmost good faith and care are required when datarg

the kind of contract to enter into

Some contracts are prone to risk than others

One should investigate whether the type of coneattred

by the firms have any bearing to insolvency.

Underestimation of these options for a long whigild
leave insurance companies in a terrible operatipnal
condition.

Under reserving

9. To what extent does the under reserving contritnitesolvency of insurance Companies
in Kenya.

a) Very high extent
b) High extent
c) Moderate extent
d) Low extent

e) Very low extent
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10. To what extent do you agree with the following etaénts on under reserving? Rank by
placing a tick in the appropriate place.

1= strongly disagree, 2=disagree, 3= moderagige 4= agree 5= strongly agree

Factors Under Consideration 1 2 3 4 5

Sometimes it is extremely difficult to set theaeses

Insolvency can occur due to inadequate reserves

Under reserving as a key component cause of company

failure.

One of the factors leading to under reserving ésahsence

of adequate internal controls

lack of fit between the subsystems can cause a @oyno
fail

M anagement

11. To what extent does managemenntribute toinsolvency of insurance Companies in
Kenya?
a) Very high extent
b) High extent
c) Moderate extent
d) Low extent
e) Very low extent
12.To what extent do you agree with the following etaénts ommanagement? Rank by
placing a tick in the appropriate place.

1= strongly disagree, 2=disagree, 3= moderagige 4= agree 5= strongly agree
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FactorsUnder Consideration 1 2 3 4 5

Dishonest and corrupt individuals to extract mofeym
the premiums and direct it to their own personadlifrecan

contribute to insolvency

Overexposure to liabilities that were difficult neeasure in
advance have certainly played a part in the dowrdh

some entities.

distress due to concentrated exposure is
more often due to companies expanding into aretsda
of their core competences

Failure to keep effective track of growing risk
concentrations and using third parties to brokesirmss
are subject to delegated authority which can lead t

insolvency

Regulation

13. To what extent does regulatiaontribute toinsolvency of insurance Companies in

Kenya?

a) Very high extent
b) High extent
c) Moderate extent
d) Low extent
e) Very low extent
14. To what extent do you agree with the following etaénts on regulations? Rank by
placing a tick in the appropriate place.

1= strongly disagree, 2=disagree, 3= moderagige 4= agree 5= strongly agree
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FactorsUnder Consideration

companies have some flexibility to choose theiufamry

environment

The regulatory environment is just one considenatmbe
taken into account when deciding where to base va

company

ne

unilateral changes to the way one particular cquigr
regulated will simply result in business being died to a

different regulatory environment

some countries have a solvency regime that is gérothan

others
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APPENDIX III: LIST OF REGISTERED INSURANCE COMPANIES - 2013

1. AAR Insurance Kenya Limited

2. A P A Insurance Limited

3. Africa Merchant Assurance Company Limited
4. Apollo Life Assurance Limited

5. AIG Kenya Insurance Company Limited

6. British-American Insurance Company (Kenya) Ledlit
7. Cannon Assurance Limited

8. Capex Life Assurance Company Limited

9. CFC Life Assurance Limited

10. CIC General Insurance Limited

11. CIC Life Assurance Limited

12. Continental Reinsurance Limited

13. Corporate Insurance Company Limited

14. Direct line Assurance Company Limited

15. East Africa Reinsurance Company Limited
16. Fidelity Shield Insurance Company Limited
17. First Assurance Company Limited

18. G A Insurance Limited

19. G A Life Assurance Limited

20. Gateway Insurance Company Limited

21. Geminia Insurance Company Limited

22. ICEA LION General Insurance Company Limited
23. ICEA LION Life Assurance Company Limited
24, Intra Africa Assurance Company Limited

25. Invesco Assurance Company Limited

26. Kenindia Assurance Company Limited

27. Kenya Orient Insurance Limited

28. Kenya Reinsurance Corporation Limited

29. Madison Insurance Company Kenya Limited
30. Mayfair Insurance Company Limited
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31.
32.
33.
34.
35.
36.
37.
38.
39.
40.
41.
42.
43.
44,
45.
46.
47.
48.
49.
50.
51.

Mercantile Insurance Company Limited
Metropolitan Life Insurance Kenya Limited
Occidental Insurance Company Limited

Old Mutual Life Assurance Company Limited
Pacis Insurance Company Limited

Pan Africa Life Assurance Limited

Phoenix of East Africa Assurance Company Lithite
Pioneer Assurance Company Limited

Real Insurance Company Limited

Resolution Insurance Company Limited

Shield Assurance Company Limited

Takaful Insurance of Africa Limited

Tausi Assurance Company Limited

The Heritage Insurance Company Limited

The Jubilee Insurance Company of Kenya Limited
The Kenyan Alliance Insurance Company Limited
The Monarch Insurance Company Limited
Trident Insurance Company Limited

UAP Insurance Company Limited

UAP Life Assurance Limited

Xplico Insurance Company Limited
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APPENDIX IV: INSURANCE PERFORMANCE IN SOME AFRICANCOUNTRIES

Country Life Life Non-Life | Non- Life | Total Total
Premium | Penetration | Premium | penetration| Premium | Penetration
(USD % (USD % (USD %
millions) Millions) Millions)
Kenya 436 1.08 855 2.08 1290 3.16
Algeria 93 0.05 1161 0.62 1250 0.68
Egypt 785 0.31 1033 0.41 1818 0.72
Morocco 930 0.96 1354 1.99 2857 2.95
Nigeria 474 0.18 1354 0.51 1828 0.68
Tunisia 123 0.27 694 1.53 816 1.80
Mauritius | 442 4.00 213 1.93 655 5.94
Angola 57 0.05 1083 0.94 1140 0.99
Namibia 674 55 306 2.5 980 8.00
South 44787 11.56 10084 2.6 54871 14.16
Africa

Source: Swiss Re — Sigma 3/2013
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APPENDIX V : KREJCIE & MORGAN TABLE

Table for D eterm wung Sample Size for a Given Popul ation

"S"is sample size.

LSOU-"CE" Krejcie & Morgan, 1970

M 5 ] =] M 5 M 5 N 5

10 10 100 80 280 162 200 260 2200 338
15 14 110 gk 240 165 a50 265 3000 341
20 19 120 a2 300 169 00 269 3500 246
25 24 130 97 320 175 950 274 4000 351
30 28 140 103 340 181 1000 27a 4500 351
35 G 150 108 360 186 1100 285 S000 357
40 36 160 113 380 181 1200 291 BO00 361
45 40 180 118 400 196 1300 297 F000 364
50 44 190 123 420 201 1400 302 B000 367
55 48 200 127 440 205 1500 306 9000 36E
B0 52 210 132 4B0 210 1600 310 10000 373
B5 =] 220 136 480 214 1700 N3 15000 37s
70 5y 230 140 s00 217 1800 N7 20000 Jrr
75 B3 240 144 550 225 1800 320 30000 3ra
80 B6 260 148 BO0 234 2000 322 40000 3680
g5 70 260 1582 B50 242 2200 327 50000 361
a0 73 270 155 700 248 2400 Gl 75000 382
a5 76 270 159 780 256 2600 335 100000 384

[Mote: "N is population size
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NATIONAL COMMISSION FOR SCIENCE,
TECHNOLOGY AND INNOVATION

Telephone: +254-20-2213471, 9™ Floor, Utalii House
2241349,310571,2219420 Uhura Flighway

Fax: +254-20-318245, 318249 PO Box 30623-00100
Email: secretary@nacosti.go ke NAIROBI-KENYA

Wabsite:www.nacosti.goke
When replying please quate

Ref: No. Dare:

29" September, 2014
NACOSTUP/14/3271/3036

Millicent Njeri Waweru
University of Nairobi
P.O. Box 30197-00100
NAIROBI.

RE: RESEARCH AUTHORIZATION

Following your application for authority to carry out research on “dn
assessment of determinants of insolvency of insurance companies in
Kenya,”” 1 am pleased to inform you that you have been authorized to
undertake research in Kiambu and Nairobi Counties for a period 30™
November, 2014.

You are advised to report to the Chief Executive Officers of selected
Insurance Companies, the County Commissioners and the County
Directors of Education, Kiambu and Nairobi Counties before embarking
on the research project.

On completion of the research. you are expected to submit two hard copies
and one soft cqpy in pdf of the research report/thesis to our office.

Son T
DR. M. K. RUGUTT, PhD, H3(.

Ag. SECRETARY/CEO™

Copy to:

The Chief executive Officers
Selected Insurance Companies.

National Commission for Science, Technology and Innovation is IS0 9001 2008 Certified
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