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 Abstract  

The study examined the issues and challenges of oil and gas insurance business development in Nigeria. Primary 

data were used and obtained from questionnaires and personal interviews. The study employed simple averages and 

percentages to analyze the responses from the formulated questions and interviews. The study concluded that the oil 

and gas insurance business has posed a lot of challenges in the industry as a result of inadequate financial 

capability and manpower to underwrite oil and gas insurance businesses in Nigeria. The study recommended that 

underwriting staff should be trained and retrained to acquire the necessary skills for the oil and gas insurance 

business in the sector. The insurers should form Nigeria oil and gas pool where a large proportion of risks can 

effectively be managed. Operators in the oil and gas industry should float energy insurance company with an 

expected minimum share capital of N200 billion in order to accommodate some of the risk and challenges in the 

sector.                                         
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1.0    Introduction   

Despite the fact that oil and gas insurance appears to be most profitable business in the Nigerian insurance industry; 

but, the sector is posed with a lot of challenges in the Nigerian insurance market due to internal and external 

variables (Egoro & Andabai, 2017). Hence, underwriters have not been able to tap from the abundant resources 

available and provide relevant cover for the operators in the industry. The study conducted by Hansell (2005) 

reveals that Nigeria underwriters have not fully participated in oil and gas insurance business in Nigeria; because, oil 

and gas insurance undertaking is recently introduce in Nigeria. Theoretical work by Ogunlawa (2001) shows that it 

was not until 1975 when Nigeria Insurance Corporation (NICON); set up oil Insurance Department through a 

foreign technical support from Sedgwick’s Insurance Brokers of London. Sam (2000) posits that their main 

objective was to penetrate into the foreign energy reinsurance market. NICON and other insurers played active role 

in the oil and gas insurance until the late 1980s.  

Sotunde (2006) concludes that because of the devaluation of the naira, the oil companies then started to insure their 

facilities in dollars, having obtained the required format approved of the Federal Ministry of Finance to do so. In 

1988, NICON first insured Dollar-denominated policies with “cut through clause” inserted to enable the insured 

have direct access to the foreign reinsure. Tola (2005) stressed that premiums are paid in dollars directly to the 

reinsures through reinsurance broker and claims similarly paid in dollar directly to the insured in the same process. 

Later in the mid-1990s, Industrial and General Insurance Companies (IGI) joined NICON through the assistance of 

foreign reinsurance brokers to place oil and gas risks with the captives of the multinationals, United Kingdom  based 

brokers like Sedgwick’s (now merged with Marsh), Risk Solutions, to mention but few, were very active in the role.  

At that time these insurers who were involved in placing Dollar denominated policies did so only as fronting 

companies (post offices).  

Adeola (2001) observed that the Nigerian oil and Energy Insurance Pool was formed in 2001 (only launched in 

2003), to jump-start the building that will require the capacity that will enable the local market play a role in the 

Nigerian energy insurance. However, they raised only US $2.4 million in over 2 years. This amount cannot ensure 

any significant participation in the oil and gas insurance. It is suggested here that each line be increased from US 

$750,000 to $1,000,000, if the pool would make any meaningful impact (Ogunlana, 2006). Andabai (2012) stressed 

that the NNPC consolidated insurance package which insured 70% of its assets in dollars and 30% in naira gave the 

Nigerian insurers the opportunity of participating in the insurance of oil industry. Sina (2004) concluded that today, 

in view of the local content policy of the Federal Government of Nigeria, the other oil companies now allow 

Nigerian insures to retain some percentage of their risks locally. 

 

mailto:priyehc@yahoo.com


Journal of Finance, Banking and Investment, Vol. 4, No. 2, September, 2017. www.absudbfjournals.com. 
 

ISSN: 1596-9061     124 
 

Adeola (2001) confirmed that oil and gas insurance has remained one of the most profitable and challenging 

business to the underwriter in most countries of the world. Hansell (2005) stated that the nature of oil and gas risks 

is such that the need for oil and gas insurance is gradually becoming a compulsory one. Idigo (2001) argued that the 

risks involved in exploration, production refining and marketing of oil and gas are various and enormous in nature. 

It includes third party liability, fire and explosion, personnel liability, marine and terrorist risks among other. 

Ogunkanmi (2004) concluded that a major concept of risks, which is of particular value to the underwriters, is that 

of the “downside” risks.  

Andabai (2010) observes that oil and gas insurance has provides a considerable volume of premium income to the 

world’s insurance market and in particular to the Nigeria insurance market. Ogunlawa (2001) affirms that the 

business environment is quite challenging, hence it becomes imperative for the Nigeria insurance market to grasp 

the huge opportunity that available in the oil industry. The work of Tola (2005) reveals that oil and gas business 

involve the major joint venture companies such as SHELL, EXXON, MOBIL, TOTAL, AGIP, CHEVRON, 

TEXACO and STATOIL. This also involve the dependent lease operators, the geographical contributors, the drilling 

contractors, the product distributors and channel of marketing companies equipment suppliers and a host of others 

who are faced with different levels of exploration, development and production of oil or gas.  

Imonina (2005) concludes that this is why we believe that oil business is the last frontiers for those rugged 

individuals who dare to risk fortune and life to achieve a dream. Insurance as a form of risk management is therefore 

necessary. Dinsdale (2007) stated that pipelines are laid to evacuate oil to different stations, where separation into 

different components parts are of oil, water and gas take place. The gas is flared or taken through another process 

while the crude oil which has been separated passes through pumps and trunk lines to an oil terminal where it 

undergoes further separation before being exported or pumped through pipelines to refineries for refining (Andabai, 

2012). Chiejina (2004) further explains that the refining stage, which consists of several processes involving 

complex and sophisticated plant equipment take place at the refineries to produce various petroleum products. 

Nigeria has four refineries for this purpose, namely-two in Port Harcourt, one in Warri and the other in Kaduna. 

Insurance in the oil industry can be separated into oil and non-oil insurance such as motor, fire employers’ liability, 

etc. in a nutshell, we are concerned with oil and gas insurance, which as far as the Nigeria insurance market is 

concerned, is still in its infancy.  

Reinsurance problem: As a result of heavy exposure and value of the oil insurance market, the underwriters should 

have the ability to rise up to the level of capacity needed to cope with the ever increasing and the spread of risks on 

which insurance re-insurers on their part do not often want to over-expose themselves on any risk hence part from 

the leader who may accept a reasonable percentage of the risk, others may just sign small proportion. Hence, for just 

one policy, as many as 20 to 30 reinsurance companies may be required (Adeola, 2001). Just like underwriting 

department, the claim department must also be well equipped with modern information system, well qualified staff 

that is also exposed to both foreign and local training programmes. The claim section of an oil underwriting house 

must understand all the clauses, condition, limitations and exclusions contained in the various oil policies. They also 

must be able to share information and experience with other players on claim and also on global level. Hence, a 

local oil underwriter must be in touch with the outside world to meet the challenges of the local market (Ogunkanmi, 

2004). 

Marketing problem: Odele (2004) views that marketing of oil and gas insurance has not been effective. Researchers 

revealed that this is due to the inability of intermediaries (agents and brokers) to prove that the Nigeria insurance 

market has the capacity to underwrite oil and gas insurance. There is need to improve and increase the capacity base 

of underwriters, from N5billion to at least N30 billion (Hansell, 2005). This will help to solve the problem of 

marketing of oil and gas insurance policies. Omotayo (2003) concludes that the main activities within the oil and gas 

industry generally come under the followings: i) Exploration ii) Exploitation (drilling and production) iii) 

Transportation (by oil tankers and barges iv) Oil and gas processing v) Refining vi) Marketing and distribution. 

Afolabi (2006) reaffirmed that the risk involved in oil exploration, production, refining and marketing of oil and gas 

are various and enormous in nature.  

The theoretical work of Andabai (2010) posits that oil and gas energy insurance can be defined as the insurance of 

all operations and assets relating to the exploration, exploitation, drilling, refining, storage and transportation of oil, 

gas or other petrochemical risks such as insurance of assets, operations and liabilities arising out of production and 

consumption of intermediate and final products or chemicals derived from crude petroleum. The purpose of oil 

insurance is to protect all parties against the financial consequences of accidents, which may lead to injury to 
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damage to property (Sina, 2005). All general principal of insurance such as limit of indemnity, period of cover, 

excess and principal exclusions are firmly embodied in oil and gas insurance.  

The only major difference is that like all target risks values are high and require technical and financial capacities to 

be absorbed and retain a small percentage of the risk. In oil exploration and production, numerous hazards arise 

during construction and operation of oil facilities. The underwriters should be concerned with the fixed and floating 

structures as well as industrial plants whether onshore or offshore used in the extraction of oil or gas, such items 

include platforms and drilling units, pipelines, cranes and loading equipment (Chiejina, 2004). Sina (2004) observed 

that for oil producing companies to cover the risks associated with exploration and development of crude oil, will 

arrange insurance policy to cover the following risks: control of well, extra expenses, Seepage, pollution, clean up 

contamination and Third party Liability. 

2.0    Methodology 
Data used for the study were obtained from the primary sources through questionnaires and personal interviews. 

Questionnaires were administered to collect information from the operators and policy holders. Hence, direct 

approaches were used to administer questionnaires to the insuring public in anticipation of the time constraint at our 

disposal and to get the best result through personal contacts.                                       

2.1   Analysis and Discussion  
In considering whether oil and gas insurance actually pose challenges for the Nigeria insurance market, respondents 

were asked to indicate their responses which are as follows:  

Table 1: Does oil and gas pose challenges for the Nigeria Insurance Market? 

Respondents Yes No Total 

Insurers 40 (66.67%) - 40(66.67%) 

Insuring public 7(11.67%) 3(4.998%) 10(16.67%) 

Oil & gas insurance operators 8(13.33%) 2(16.67%) 10(16.66%) 

Total 55(91.67%) 5(8.33%) 60(100%) 

Source: Field data, 2017. 

The result in table 1 above indicates that 55 of the respondents which represent 91.65% of the sample agreed that oil 

and gas insurance pose challenges for the Nigeria Insurance Market while the remaining 5 of the respondents which 

represent 8.33% of the sample did not agree. The respondents who agreed that oil gas insurance pose challenges for 

the Nigeria Insurance Market were further asked to indicate how Nigeria underwriters react to these challenges. 

Table 2 shows their responses. 

Table 2: Reaction of Nigerian underwriters 

Category (C) Responses (R) 

Positive (P) 25(45.45%) 

Strongly (S) 15(27.27%) 

Below expectation (BE) 10(18.18%) 

Negative (N) 1(1.82%) 

Non-Challantly (NC) 4(7.28%) 

Total 55(100%) 

Source: Field data, 2017.    

Table 3: Risks involved in oil exploration in Nigeria 

Risks Responses 

Fire 5(8.33%) 

Exploration 7(11.67) 

Spillage 11(18.33%) 

Pollution 15(25%) 

Numerous 22(36.67%) 

Total 60(100%) 

  Source: Field data, 2017. 
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Table 3 shows that 8.33% of the sample believed that fire risk is involved in oil exploration, 18.33% opined that it is 

spillage, 25% believed it is pollution while 36.67% believed that the risks involved are numerous. The respondents 

were thus asked whether the minimum paid up capital required for underwriters underwriting oil and gas risks are 

adequate. The responses were shown in the table 4. 

Table 4: Minimum paid up capital is not enough for oil and gas underwriters. 

Respondents Yes No Total 

Insurer 10(16.665%) 30(50.025%) 40(66.67%) 

Insuring public 5(8.3375%) 5(8.33375%) 10(16.67%) 

Oil & gas insurance operators 5(8.33375%) 5(8.33375%) 10(16.67%) 

Total 20(33.33%) 40(66.67%) 60(100%) 

Source: Field data, 2017. 

The result shown in table 4 above indicates that 40 of the respondents which represent 66.67% of the sample believe 

that the minimum paid up share capital required for underwriters underwriting oil and gas risks are not adequate 

while the remaining 20 respondents agreed that the share capital requirement for such underwriters are enough. The 

respondents were asked whether the Nigeria underwriters have enough financial capacity to underwrite oil and 

insurance. Their responses were as down in table 5. 

Table 5: Nigeria underwriters have enough financial capacity. 

Respondents Yes No Total  

Insurers 3(5.001%) 7(11.6669%) 10(16.67%) 

Insuring public 1(1.667%) 4(6.663%) 5(8.33%) 

Oil & gas insurance  operators 6(10.002%) 39(64.998%) 45(75%) 

Total 10(16.67%) 50(83.33%) 60(100%) 

Source: Field data, 2017. 

Table 5 shows that 50 of the respondents believed that underwriters did not have enough financial capacity to 

underwrite oil and gas insurance business whereas only 10 respondents indicated that underwriters have enough 

financial capacity to underwrite oil and gas insurance business.                          

3.0   Conclusion and Recommendations  

Oil and Gas insurance provide adequate cover for oil and gas operators who are exposed to endless risks of 

exploration, production, marketing, national and global distributions. Thus, the Nigerian underwriters are expected 

to meet up these challenges in order to take full advantage of the business in Nigeria. Hence, the study recommends 

that underwriting staff should be trained and retrained to acquire the necessary skills for the oil and gas insurance 

business in the sector. The insurers should form Nigeria oil and gas pool where a large proportion of risks can 

effectively be managed. Operators in the oil and gas industry should float energy insurance company with an 

expected minimum share capital of N200 billion in order to accommodate some of the risk and challenges in the 

sector. 

 

3.1    Contribution to Knowledge 

The study was able to expand the existing literature and updated data that will enable researchers and scholars to use 

it for further studies. The study concluded that the sector has posed a lot of challenges in the industry; as a result of 

inadequate financial capability and manpower to underwrite oil and gas insurance businesses in Nigeria. The factors 

responsible for this can be traceable to corruption at all level, economic and political instability, lack of political 

will, absence of proper regulatory framework and inability to implement the formulated policies by the regulatory 

authority (NAICOM) 
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