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Z r 3 c u r e r . e n t  R i s k s :  

Ksst m~nufacturers cannot produce tile ma]or raw material in 

large enough quanti[=es and the supply from the local farmers of 
sorghum or cocoa is limited, consequent on the oil boom which 
diminished f_~rming activities. Most of the raw mazeri~is and 

production ~<achinery are from other countries especially from 

Europe and Asia. This requires a large amount of forelgn exchange 

which is not readily available through the banking system in the 
country. CbtaLninq foreign exchange through bank bidding at the 

African market takes months since each participating bank has 
outbid each other and only a few eventually get to buy the foreign 

exchange at governmen-~ rate. When this fails or proves inadequate, 

manufacturers end up buying foreign exchange at the black market 

wkere the exchange rate is higher than the government rate which 

ranges between ninety and one hundred naira, to the US dollar. 

F r o d u c - ~ i o n  R i s k  : 

Most !nd:istrial boilers make use of gas, but the quantities 

of gas supplied by ~he Nigeria gas company is short of that 

needed by the beverage induszries in Nigeria. Nearly one hundred 

metrzc <ones of gas is flared away every day as a result of 

operational sroblem. In some cases, beverage companles make use 

of electric boilers as an alternative to meet up demand. However, 

electric power failure is not uncommon in Nigerian industries and 

t!.e ~enerators which c.rovide electric power durin 9 power failures 
ale iinlLted Ln thezr capacity. 

The greatest of the production risks involves difficulty in 

obtaining spare parts required for equipment maintena:~ce or 

repiaceme:~ts. Many of the manufacturing companies have joined 

multi natisr_al groups in order to ease their access to equipment 

and spare parts. However, honour:ng their financial obligations 
t o  t h e i r  f _ - r e : c n  a f f i l i a t e s  r e ~ n a L n s  a p r o b l e m  ~,s a r e s u l t  o f  [ t ne  
J i f ~ i s u l t ~ - s  ~n o b t a i n i n g  f o r e i g n  e x c h a ; i g e .  

t;!ass n" " lipg is the most cormucn packaglxg used for 
he',seL~.~es _: N~geria. There are nnly a few gl~ss cc, mp~:~.ies such 

U<HP.e!i ~l~ss C)mpany ~king bcttie supply inadeq<~.ate for 

, " c m m e T c i ~ l  R e e d .  [ n a d e q u a - ~ e  s u p p l y  o f  b o t t l e s  o f t e n  d e ! ~ y s  
p r o d l ~ c t  io :1  s i  t h e  b e v e r a g e  i n d u s t r y  ~ n d  t o  e a s e  t h i s ,  h o t t i e s  R r e  
$1_1t C]] iL :~es !  C 7  er~sou~i  _~] ~ t h e i r  r e t u r n  f o r  r e  - u s e  b y  t h e  b e v e r a g e  
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rl uu~f icr:_~ers, rl'he ~]ass cor~p~nl, ' at Ugheli buys broken bottles 

f:,::n the s~bi:,_~', and recycle~: these to make more bo::les. 

)t?te~ u.~-~ble~'s with bottle packagin,~ t~tclude s~erilizat~on of 

~i<< be, tiles Jue tc tl'.~ fact t k a t  the :leaning agents also imported 

-::d t:!tts R,dds t b  the cost of p~oducti,sn. The glass companies also 

~_e-'/ he~v~]'/ ,:D:~ fcrei4:~ exchange to import its raw materials :o 

ma:~uf]:-~uze :ht bs,~tles and are subjected to the same foreign 

ex<h]:'.~ae prnb,!ems dise~ssed eazl ker. 

[~i]s~lc s,:sttles wh]eh would have served as aired-native to 

qL~ss~ L,o~TI:s a r e  :lot k:tlllZ<d bv beverage ,coq~pdNies Lri },Iigeria 

beclluse t!im:e is [-resently' no means to ~ery,cle pl]st7 te ,St 

.:ie.]u~tei)' St~rlllZ( ~;I_~sttc bottles ~or reuse without damage to 

:to structure. It: additicn, the ~esin base for olastze manufacture 

=s ilso [repot_ted since the producing plant is yet to be completed 

making it more costly to use plastic rather than glass bottle, 

M a r k e t i n g  R i :~k :  

The ma~or marketzng risk ~s failure ,s,f reizbursement for credit 

sales by dzstY=butors on whom the company zeiies for distributiorl. 

Th'_s dtfect, s the tL~rz]over of the beverage product. The total 

tuzrlovez of 2adbury Nigeria Plc for the twe past years is 

tabulated below showing a thirty three percent decrease that was 

a~tributed to ~is~ributor~' failure .~o reimburse r~he company. 

1997 1996 Difference 

~{ ' ; r < ' ~  ' < ' ~ b / ; ~ ' /  A : : : " . ~ l  R~_g,,,~t 199" ,  ,~ 

T h i s  t r a n s ! a z e , i  it<, a , i e c r e a s e  o f  a b o u t  ,one m i i l i c r ~ . ,  e i g h t  h u n d ~ _ e d  

~nd fifty :}teus,-~nd na~-r~ i:] profit. 

Transp<,_<a:!on Risks: 

F ~,:i.'a<:e:[ ~~"~ . :~:]~= is transD,orted, maznlv~ b'/ ro'ad ~,ither in 

7CIlia:am!'/ 'l• -llSTrlbUtCr owne,~ vehicles The distance hetwe~-n Lt{:Vbs 

rs Hi:i,< ts Rb:,u< <'!ght hundred kilometers and t ~kes ~bout nine 

nsu:s '-c, t'- {nsp,a~. ~ ~ l,c:a,J of ~everages. A full tra!i(,~ ~ load 

avera<jel}' carries abcut one thousand crates, each with twerlt!~ .... 

f,o :~ b,)tties or cartoons of beverage, it is not unus~ai for :he 

vehiT~es to b:e.~k down er be involved in road traffic accidents. 

Uhe i];sl~]nce sompanles pa?" f,or vehl,Fle repaiz under comprehensive 

LILS :! ~[1:f'c ~ il;_L= " i I'?," ~ ' .... { :lSklE ~[l,:Kfe 3, fr ez] d,L~vs Y!( t K) A'," eL~ell [ 3! <ille 

' . ' ~ ] . l  " i ' ~  r e k R i r  , c f  t ! i~ i t i%÷t l ;  [ L i L t ' ] "  : :<S - ! i  :nCISt 'h i£Vt~! ~: r l : ;~ i I i iL :  i e : S .  

[ ' [ ! I S  I S  < ] ' f t ' ' : i  R , - J z e ] t  1 3 S S  e s G ~ , , J ' % ~ _ ' /  t , o  r J i s t ~ i [ i : ~ t < ~ h E ;  t':il;D t ~ : ! , J  t '-" 
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take 3~n !£ab!iity rather tha~: comprehensive insurance and the loss 

is ever~.tually turned over to the beverage companies. In [he case 

sf ~ total wr:te off, the ~nsurar~.ce companies will settle on the 

!nsured amount less the applicable excess which almost nets little 

o~ not ~llng . 
Most manufacturing companies insure the broken bottles and 

lost beverage, under the 'Goods in Transit Policy' which offers 

insurance coverage finished goods or raw materials whilst in 

transit. Any loss that occurs during the period is expected to be 
paid by the insurance company provided the insurance company at 
the inception of the policy received an estimate of goods to be 

transported in a },ear and the premium charged adequately. 

As the beverage company transports its firlished products, the 

actnal number and types of beverages transported is expected to 

be supplied to the insurance company within a time frame, these 

should also match the estimates earlier given. The insurance 
company gets ts avoid paying these claims due to the fact that 

these figures are not always returned as required or the}, do not 

match the estimates. Delays in production or" sales are also not 

accommodgted in evaluating these figures. 

RISK M~NAGEMENT PROCESS: 

Companies "-nvolved in the beverage industry have in policy an 

interpal risk managemen~ process based on the four basic step: 

Risk Identification, Risk Analysis, Risk Control and Risk 
Financing. However, these are not always adhered to. 

Some of the risks faced by the beverage industries in Niger!a 
were identified above. The major limitations of <he process are 

in ~_isk anaiys=s and risk control. Risk financing may be in~erna! 

(b,y the company} or external <through insurance companles) . 

Internal risk financing is limited by how much the beverage 

company can retain money in the event of a loss without affecting 

the operations or cash flow especlally with the constraints of 
f<~reign exchRn<Se. Insurance is probably the solution to risk 

f~nan,cing and one which may be of greater interest to the 
- :~ u a r i a i wo r i d. 

Ins~:~Rnc~- is pu~ck~sed by companies in the beverage industry 

t: ~rc, v~de cor~pensat!on to the insured in tile event of an}." perll 

in ~xchanqe for a premium. About forty sixty m~il!on na~ra, 
equivalent to 5.8 m'-!l=on US doll~rs are paid as premium by 

beverage comcanles. However, tke insurance prccess in Nigerla has 

its ~Jwn prcblems and limitations in meet'-ng the needs of the 

beverage compa:~ies. Some of these ~re associated with the numerous 

r~.sks faced by the companies and these make =t impracticable to 

c<:ver all the losses associated. 
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" N o t  a l l  r ~ _ s k s  a r e  i n s u r a b l e " .  T h i s  i s  a c l a u s e  i n c l u d e d  i n  

!r, axy ,of the i:~surance policies and often used as a blanket escape 

wkere <he i:~.s~:~.k, le risk are not specified. It serves as a 

deterrent to ~_::s:ir~nce ourcP._~se ~nd is responsible ±n p~r:: for Eke 

ilstr~ist between< the beverage compat~.~es, their distributors and 

the insurance system. For example, the public liability policy .of 

.i.~% insurR!ic~ e£~llloal]ies has some extension such as the ~roduct 

- t~bl!!t',/, ,,.,<~'~ "h gives indemnity to the mar~.ufacturer. In most 

c a s e s  ~ h e  e x c e s s  u n d e r  t h e  ~ : o l i c y  i s  v e r y  h i g h  a n d  t h e  a m o u n t  

u ' l ~ i ! ] / e ~  c f t e : "  f _ ~ l l s  b e l o w  t h e  p o l i c y  e x c e s s .  I n  a C s t ~ r t  a c t i o n  
a : j a l n s t  : 3 u l R n e s s  N i g e r i a  R i o .  f o r  f o o d  p o i s o n i n g  a f t e r  c o n s u m i n g  
s o m e  b o t t l e s  o f  b i g  s t o u t ,  r rhe  a m o u n t  c l a i m e d  b y  t h e  p l a i n t i f f  

w ~ s  ~ b o u [  f l v e  m i l l i o n  N a i r a .  T h e  l i m i t  o f  l i a b i l i t y  ,of t h e  
i n s u r a n c e  c o m p a n y  p e r  an} ,  o n e  e v e n t  i s  o n e  m i l l i o n  n a i r a .  I f  

~ u d ~ e m e n t  i s  i n  f a v o u r  o f  t h e  p l a i n t i f f  f o r  t h e  f u l l  a m o u n t ,  

G u i n n e s s  N i g e r i a  P l c  w i l l  h a v e  t o  p a y  f o r  t h e  b a l a n c e  o f  f o u r  

i n ~ _ ! l i o n  n a i r a  t o  c o m p l y  w i t h  t h e  j u d g e m e n t .  
W h e r e  t h e  i n s u r a n c e  c o m p a n y  p r o v i d e s  c o m p e n s a t i o l  ~. t o  t h e  

i~'~s~ire,d,  t h e  d e d a c t i b l e  i s  h i g h  a n d  t h i s  p u t s  a l o t  ,of p r e s s u r e  o n  
• 1 t h e  I L l t e r l ] 3 ~  r i s k  f i n a n c i n g .  S o m e  i n s u r a n c e  c o m p a n i e s  s e t  u p  

c a p t i v e  i n s u r a n c e  c o m p a n i e s  t o  u ~ l d e r w r i t e  i t s  i n s u r a n c e  b u s i n e s s  

w i t h  r e d u c e d  p r e m i u m  a n d  a p r o m i s e  t o  h o n o u r  i t s  o b l i g a t i o n  i n  t h e  
even~ of a claim. "he lower p~emium e.~courages greater enrolment 

arid ensures that the company has access Go more funds, and that 
the rkHle':' £s circulated within the conglomeration. Captive 

i n s u [ a n c e  c s m p a ~ ] i e s  a l s o  s e r v e  a s  a i]<eans [ o  m i n i m i z e  r i s k  

exp,  c s u r e  b e c a u s e  L~ w i l l  t e n d  t o  a t t r a c t  l o w  r i s k  c o m p a n i e s  ,or  

i n ~ i ' , ' ! d l ,  l a l s  b.".'i;£, l d i ' } '  w i s h  t o  p a y  m i n i m u m  p ~ e m i u m .  E;<=~mples c f  

c ~ p : : v e s  Ins ' : r zw~:z ;e  c o : - ~ p a n i e s  i n  N i g e r i a  i s  TJNIC N i g e ' ~ i ~  R l c  : n  

:.,i: l :q U:liTed A# r i :<a:i ,f,smpa~'ly (UAC:' ow:: the l~lqesC h(3i :Jing. A]i 

~_he ins.lrance po!~,sies :>f UAC are written by UNIC. 

TP.e i n s u r _ ~ : ' . c e  , c , 3 ~ p a n i e s  s e n d  m s u r v e y o r  t o  i n s p e c t  t h e  

z ' r e m i s e s  o f  t h e  m a n u f a c ~ u r i ? . ]  c c m ~ p a n y  a t  t h e  i n c e p t i o n  o f  t h e  
~ r , l ~ c y  a n d  s u b s e G u e n t ! y  e v e r y  t w o  y e a r s  d e p e n d i n g  o n  : h e  i n s u r a n c e  

CE, mD~l%% ~ . T i le  s l ~ v e v o r s  l ~ ! s ~ c t  ~ h e  p h y s i c R 1  1 , s c a t i o n s  ,of t h e  

,--jenerKing zi~nt a~.ld boilers. The operational flow <'.harts are 

evaluated :3. identif':" a~.d highl~gh~ areas proz:e te risk while the 

i3ss dlt] Rnd fiRanciRl records of the company .~re eva!ua<ed. 

[ t ~ ~p~iz~tis, n~l Charts a~e reviewed t,o take st.ock of the ~isk 

which ex=s< with personnel ~nd put in place necessary safety 

s~  w i d A ± d  [£,3~ N l n i m l z e  o c c u p a t i o n a l  r i s k .  t h e  e x p o s l ~ e  i n v e n t , D i p '  
"~ -l:~" ;m~st  i~is<- b e  i m] i e  ~ t ~ . ' ~ i ! a b l e .  

< 'he  i n s ~ x r ~ : l r e  s u . ~ v e y D r  t a k e s  a i i  t h e  r i s k  n o L ~ l  f ro r~  ~ t h e  
L IIS~] !2 S;~ LOll, A[1R ]~ ' ' ?~S . . . . . . . .  t i ' & ~ S ~  !<7~ l l l S [ ~  1~t C'.O r d  s o f  ~D'~SL e L ' e : ] t  S t t i~% 

r ~ q x l ~ e d  r l  r~H.Ry r o  r e o i a s e  o r  ~ e p a l r  e r ~ u i ~ , ! N e n t s .  F~<)m t h e s e ,  R 

~ : " t~ :~e  c r  he,.,: f ~ < ~ , [ , : e n k i y  f~ l o s s  m a y  ~-,ccur e v  ) l v e s  a n d  t h i s  i s  
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us<:J in deuermining the premium. In addltlon, A system of risk 

ronnro! or measures that need to be taken to prevent or minimize 
loss ~re then set up within the company. These are targeted at 

risk ~';o~dance and risk control. Periodic risk assessment are 
conducted and seminars are organized to reiterate these risk 

control measures. 
The inflexibility of the beverage companies to embrace the 

recommendations by their insurance surveyors often complicates the 

process and frequently leads to friction between the insurance 

companies and the beverage companies. This may be due in part to 
ditrusz between the beverage and insurance companies. In the event 

of a loss whereby any of these guideline are not observed, 

compensation are usually not paid and further fuels the friction. 

RECCOMMENDATIONS: 

In summary the beverage companies in Nigeria recognizing that 

internal risk financing a thing of the past especially with 

foreign exchange constraints should try to llmit their losses by 

embracing the following recommendations 
i. Adkerin 9 to the recommendations of the insurance 

surveyors aimed at loss prevention and risk control. 
2. Regular upgrade and maintain its equipments in order to 

minimize identified risks and possibly lower insurance premiums. 

3. Diversification of investments of the beverage companies 

should be encouraged. Large scale farming for raw materials for 

example may reduce its heavy reliance on imports and limit 
comp!ica~ions with foreign exchange as well as cost. This may lead 

to better srowth in sale and turnover. 

The insurance companies should try to generate better 

dialogue wi~h the beverage companies in order to make their 

recommendalLons more acceptable without lowering the safety 

standards. The use of captive insurance should continue and be 
encouraged to grow in order to increase of number of low risk 

insurable. 

CONCLUS 7.ON : 

The [~e-;erage Ln.iustry in Nigeria is exposed to greater and 
unusual risks when compared with contemporaries Ln developed 

c<'un~ries as a resu!t ef its needing to. rely on ir!ports for its 
rflw m~teri~is and equipment. This process is comg!ic~:ed by the 
!iT~ited acTess to foreign exchange rate. The distrust between the 
beverage and insurance companies has made <he process of external 

r!sk financi:ig not as effective as it could be for the bevelage 

iniustry, it is important that this must be eased since internal 

financing is impracticable without strangulating the opera<ions of 
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7<nt~_s  I a n d  a v o i d a n c e  b e  p r = c t i c e d  a s  m u c h  a s  p o s s i b l e  t o  m ! r K m i z e  
t h e  r i s k s  f a c e d  b y  t h e  i n d u s t r y .  
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