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ABSTRACT 

The main purpose of this research is to throw I ight on a very challenging and 

perhaps less 1I1vestigated issue of the marketing practice of insurance company's with 

respect to fire and lightning insurance polic\ customers. The study is conducted throu g.h 

evaluatlOn and analysis of Ethiopian In su ran ce Corporation's marketing practice for the 

subject matter under the study The study uncovers the marketing practice of ErC for fIfe 

and lightning insurance policy 's customers in line with its marketing mix- i.e. product, 

price, placement and promotion- in order to create, build and maintain beneficial 

exchange Hence; to realize these objective, questionnaires coupled by relevant interview 

has been administered to figure out EICS marketing practice for fire and lightning 

insurance policy On the other hand in order to complement the \al idity of the research 

findings , hou se holds awareness together with their purchasing practice has been studied 

by taking a sample size of 50 respondents in bole-sub city adml11istration . The stu ch· 

come up with the pre\·ailing awareness of house hold, improved method of product 

development and placement Besides ; alternative as well as scientific method of setting 

premium and conducting promotional campaign has been uncovered . In summary, the out 

come of the research is expected to draw pOll1ted attention to Ere'S managers, insurance 

companies in general , government ,customers and the community at large in devising 
I 

competiti ve, healthy and rapidly growing busllless environment for the insurance industr~; 

In the country 
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CHAPTER ONE 

INTRODUCTION 

1.1 BACK GROUND 

The insurance business 10 Ethiopia in its modern application IS a 

recent phenomenon, A branch of foreign insurance company kno'vvn as" 

l3aloisc fire insurance com pa ny "'was opened by an J\ustrian (weinsingcr) 

in Addis Ababa in 1923, For the first time in Ethiopia the company paid 

compensation 10 client in 1929 for damage to his store caused by firc, 

Beginning from this time until the Italian invasion of 1936 some foreign 

msurance companies were operating through their agents ,During 1 he 

Italian occu pation of Ethiopia in 1936-1941,Italian insurance COmpi1.!l!eS 

operated and non-Italian companies 'vvere closed down 

(Tekle giorgis,2004), 

During the pre-military government the Ethiopia economic policy \\ as 

designed in such away that encourages the esta blishment and growt h of 

pri\' a te ov\'ned insurance companies in the economy , But, after the military 

government came to power , in 1974, thirteen private in~urallce companies 

were nationalized in January 1975, and amalgamated to create Ethiopian 

insurance corporation ,As a result of this action the industry was 

monopolized by Ethiopian Insurance corporat io n for about a cou pIc o f 

decades, :'\ftcr the do"\vn fal l of t he military gOH~rnm('nt 1 he exist ing 

government comes up with attract ive as well as ideal econom ic polin' 

which h ighly encou rages the establ ishment & expansion or pri\';l1('h­

owned insurance com panies t o operate in the insurance irld ust 1\ ,OW!! i !1g 

to this conduci\'c economic polin', morc t h;-H"! sc\cn pri\'a\cly ()\'.'IH'<i 

iIlSLlr;lIlCT companies joined 1 he !I1surancc inclustr: since 1 qC) I, 

Ethiopian Insurance Corpor,:lion \\<3.S established by proclamat iOIl \j() 

()SI 1975 on 1" cJanuary 1c)7(), Currently, LIe operating in lhc ins urCl!HT 

industry \\'ith a grand mission of p~ nducing its cLlstomers all efficiellt aile! 

reliable insurance services \\'hich cover life, property and liability risks, 



EIe provides its servIces by gIVIng a paramount importance to its 

customers' safety& satisfaction by making use of the right mix of 

expertise, the most up to date reT& cost. effective strategies. 

EIe has 785,794,000 Total assets in 2005. EIe renders its serVlces 

through six regional, functional main branches situated through out the 

country. 

1.2. Statement of the problem. 

It is natural that every business organization whether small or large, 

private or state owned, domestic or multinational operating in a 

turbulent& uncertain environment. Hence, firms& house holds are 

subjected to a multitude of risks in their day-to-day operation&. every walk 

of life. 

Risk poses a problem to business & individuals in nearly C\'crv walk 

of life. Firms & individua ls employ various risk control techniques that 

ranges from rule of thumb method to insurance . 

Insurance defined from the viewpoint of the individual: " Insurance is 

an economic device where by the individual substitutcs a small certain 

financial loss (the contingence insured against) that would exist if it were 

not for the insurance." But there is €e'§:R~j) understanding among 

business owners / individuals about the benefit of insurance service in 

general& fire & lightning insurance in part icular. 

I3asically fire & lightning insurance is designed to indcmllif\' the 

insured for loss of or damage to buildings, furniture , fixt UITS or ot hcr 

personal property as a result of fire, lightn ing, \vincistorrn, hall . t'\:plos ioll. 

,111(\ () long list of ot hcr perils . 

The marketing practice of insurallec cornpanics should gCij[' \O\\'ards 

attracting, securing, anci sustaining fire and lightning insuriHi( \ polic)'s 

customers.. More over , the marketmg practice should enhance 

effecti~eness and efficiency particularly in the fire and light.ning lDsurancc 

scheme, which function by commensuration with the grand goal of the 
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organization. Lack of awareness of attractive marketing practice results 
~--. 

geared to sl ud\" . 

1.3 The project relevance and objectives 

The le\-cl of awarenes s a b out risk handling techniques 111 genera l and 

msurance 111 particular to gatheT with company's resources and structural 



system would be a corner stone in devising pertinent, sound and effective 
~ 

marketing strategy coupled by a pertinent marketing practice this in turn 

benefits the insurer, insured, society and the national economy at large . 

The over all structure of the company and the established communication 

pattern (system) input, processing, out put and feed back in t.erms of 

deciding the appropriate pricing, promotion , product, and placement. mIX 

plays a pivotal role in performance effectiveness and efficiency. 

Among other specific objectives this project has figured out t.he 

complimentary services, i.e. bank loans that. are available for the fire and 

lightning insurance policy. Basically; the project confined to "named peril" 

coverage .Hence, the project doesn't take in to account " open peril 

coverage" " all risk" rather addresses the practical firc& light.ning 

msurance policy employed by insurers, i.e. " named peril' " namcd peril" 

coverage, the specific perils against which protection is provided is listed 

in the policy, and coverage applies only for damage arising out of the listed 

perils". In line with this, the project intends to devise thc most appropriate 

marketing practice for those complimentary services delivered by other 

than insurance companies which are providing market opportunity for 

insurance companies. There fore, the project is intended t.o examine, 

identify, and find out major dependent variables that dictate the 
r-----

appropriateness, effectiveness and efficiency of the marketing practice 

designed for fire and lightning insurance policy. Consequcntly, the major 

research project endeavor geared towards the following .sBecific object ivcs. 

• To identify hov; \\;ould the marketing practice of fire (y, li ghtni ng 

insurance policy conce ived with a "ery well understanding of the 

companies over all marketing strategy. In other words examining the 

fundamental premises (notion) in the designing of the marketing 

practice towards building beneficial exchange with customers through 

loss preventation, loss reduction, or loss indemnification. 
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• To identify the level of company's involvement in the after sales ser~ice. 

This is manifested in such a way that like providing training to reduce 

the potential losses, follow up, consultancy services and so on. 

• To find out the price scheme mechanism of fire&lighthining insurance 

policy in terms of considering hazards like location, fire preventation 

mechanisms, the nature of the firm, other loss preventation& reduction 

schemes held by the insured 

• To examine the kind of fire& lightening msurance policy coverage 

delivered by the company hand-in-hand with its appropriateness, 

namely direct& indirect lo~ 

• To identifY the promotional mix devised for fire&lightining insurance 

policy together with the sequence and matching effectiveness between 

the target market segment and its accompanying scheme 

• To examine the level of awareness and purchasing practice of 

household about fire and lightning insurance policy 

1.4 scope and Delimitations of the study 

The project has been undertaken m Ethiopian Insurance 

Corporation. Only fire and lightning insurance policy's ~c 

has been uncovered among many other insurance policies . The internal 

structure to gather 'vvith a given resource in the marketing department 

scru!i!]ized. Moreover, the marketing practice of the comp8.ny's fire and 

lightning insurance policy has been studied in the perspective of the 

marketing mixes i.e. product, price , placement, and promotion. 

Due to the acute short age of time and money the project con lined to 
:-

uncover the customers assessment of fire and lightning insurance polic\· 

onh· from the house holcls perspecti\·e. More over ; according to 1 he 
~ 

exploratory research made at the "beginning of the study, t he researcher 

has come to know that there is very poor 3\\'areness ann sales records in 

the past made by the company to house holds compared 10 \'arious types 

of business firms. Besides; according to fire and lightning insurance policy 
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survey manager the long lasting practice m line with fire and lightning 

insurance policy has a track record particularly by individual households 

who have relatively large market value house and owned privately. Hence; 

the researcher has made awareness assessment of bole su b city dwellers. 

The other major limitation lays on lack of relevant secondary data 

which would have been contributing much to the validity level of the 

project finding. This m turn forced the researcher to make various 

assumptions because the lack of specificity and relevance of the data 

available. More over; the limited local r esearch work on relat.ed topics has 

put an impact on the research. 

The remainder of this paper lS organized as follows . Chapt.er two 

presents the essence of the marketing practice of ErC with regard t.o fire 

and lightning insurance policy and examine some of the relevant research 

works related to the su bject of the study at hand. Then, in eha pter Three 

the methodological plan of the study is outlined and a description of the 

essence of the statistical techniques used is given . Chapter Four present.s 

a discussion on the empirical results and its interpretation. Then chapter 

Five concludes the paper by discussing the study's implications and 

presenting some remarks. 
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CHAPTER TWO 

THE LITERATURE REVIEW 

2.1 Marketing concepts 

Marketing is the anticipation, management, and satisfaction of 

demand through the exchange process, (Philip kilter, 2001) on the 

other hand Charles F. Phillips defined marketing ;in such a way that 

marketing is planning and executing the conception, pricing, 

promotion and distribution of ideas, goods, and services to create 

exchanges that satisfy individual and organizational objectives. 

Although management is not treated as a separate function, it 

should be emphasized that it is involved in carrying out all of the 

functions of marketing 

(Charles F. Phillips, 1964) identified that two marketing authorit.ies 

point out that the basic goals of the marketing concepts are "t.he 

orientation of all marketing functions to ward the customer, and t.he 

making of all management decisions in the light of customer needs 

at minimum expense with optimum sales volume and profits" 

Marketing mix is a term used to describe the combination of 

the four inp'uts that constitute the core of an organization's 

marketing system. These four elements are the product offerings, the 

price structure, and the promotional activities, and dist.ribut.ion 

(sometimes called placement) system . The other name for market.ing 

mix is the 4ps as all the element.s start \vit.h p.( Philip kot.ler, 20(1) 

t.he four " ingredien ts" in t.he marketing mix are interrelated . 

2.1.1 Product planning and development process 

Product is the first and most important element of the 

marketing mix product strategy calls for making coordinat.ed 
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decisions on product mIXes, product lines, brands, and packaging 

and labeling (Ibid) 

In planning its market offer or prod uct the marketer needs to 

think through the five levels of the product: The most fundamental 

level is the core benefit, the fundamental benefit, and service that 

the customer is really buying.Also the second level; the marketer has 

to turn the core benefit into a basic product. At the third level the 

marketer prepares an expected product, a set of attributes that 

buyers normally expect and agree to when they buy the product. At 

the forth level, the marketer prepares and augmented product, one 

that includes additions services and benefits that distinguish the 

company's offer from that of competitors. At the fifth and final level 

the marketer prepares a potential product which encompasses all 

the augmentations and transformations that the products might 

ultimately undergo. (Ibid, 214) 

The development. process for new products should begin with 

the selection of an explicit new product strategy. This strat.egy t.hen 

can serve as a meaningful guideline through out the step by st.cp 

development process used for each individual new product .Here t.he 

purpose of selecting an effective overall new product st.ratcgy is to 

identify the Strategic role that new products are to play in helping 

the company achieve its corporate and marketing goals. 

2.1.2. Pricing 

In economics and business, the prIce IS the assigned numerical 

monetary value of the a good service or asset .The concept of price is 
, 

central to micro economic where it is one of th~ most import.ant. 

variables in resources allocation theory (also called price t.hcory ). 

Price is also central to marketing where it is one of the four variables 

in the marketing mix that business people use to develop' a 

8 
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marketing plan.(De.nnis E.Garrett,1986)price may be defined as the 

value of product attributes expressed in monetary terms which a 

consumer pays or is expected to pay in exchange and anticipation of 

the expected or offered utility, price is there fore, a link that binds 

consumers and the company. It helps to establish mutually 

advantageous economic relation ship and facilitates the transfer of 

owner ship of goods & services from the company to buyers . 

Pricing is considered by many to be the key activity within the 

capitalistic system of free enterprise. The market price of a product 

influences wages, rent, interest, and profits that is, the price of a 

product influences the price paid for the factors of production - labor, 

land, capital & entrepreneurship. Price thus is a basic regulator of 

production.. In its role as allocates of scarce resources, price 

determines what will be produced (supply) and who will get how 

much of the goods and services that are produced (demand). 

Therefore, price affects the firms competitive position, market share 

and marketing program.( Ibid) 

2.1.3 Placement 
• 

According to American marketing association, "I\. channel of 

distribution or marketing channel, is the structure of and int.ra 

company organization units and extra company agents and dealers 

whole sale and r etail through which commodity, product or service is 

marketed" 

.. "Marketing channels are the combination of agencies through 

which the seller, who is often, through not necess~ly the ultimate 
\ 

user "(John A. Howard ,200 1) 

A distribution channel moves goods from producers to 

consumers. It over comes the major time , place, and possession gaps 
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that separate goods and servIces from those who would use them. 

Marketing channel members perform many functions; buying, 

carrying inventory negotiation, conducting marketing research and 

servIcmg. 

2. 1.4. Promotion 

Promotion is one of the important components of company's total 

marketing mix. Its intent is to inform, persuade, and influence 

people. promotion involves an on gOIng process of communication 

between an organization and its target market. "Promotion is the 

element in an organization's marketing mix that serves to inform, 

persuade and remained the market of a product and / or the 

organization selling it, in hopes of influencing the recipients feelings, 

beliefs, or behavior" ( w.J.stanton,2001) having considered "who says 

what to whom and for what purpose", the next are a concern is 

"how". Developing the promotional mix entails selecting and blending 

different channels of communication in order to achieve the 

promotion mix, the one of the four major components also involves 

the careful blending of several elements like advertising sales 

promotion , personal selling, publicity and public relations to 

accomplish the organization's promotional objectives. 

2.2. Risk management's probability Distribution ro 
2.2.1. Risk Management 

l~isk is a condition in which there is a possibility of an adverse 

deviation from desired out come that is expected or hoped for. Risk is 

uncertainty regarding loss (Williams, 1998). Thus, risk is potential 

variation in outcomes. If loss is certain to occur, it may be planned 
.-

for in advance and treated as a definite, known expense. It is when 

there is uncertainty about the occurrence and threatened as a 
]0 



definite, known expense. It is when there is uncertainty about the 

occurrence of loss that risk becomes an important problem. If only 

one out come is possible, the variation and hence the risk is o. If 

many out comes are possible the risk is not O. The greater the 

variation, the greater the risk (Ibid) 

It is not uncommon for the terms peril and hazard to be used 

interchangeably with each other and with "risk". However to be 

precise, it is important to distinguish these terms. Peril is defined as 

the cause of loss. It is a contingency that may cause a loss. we 

speak of the peril of "fire" or "windstorm" or "hail" or "theft" each of 

these is the cause of the loss that occurs (Dorfmant 1998). on the 

other hand, A hazard is a condition that may create or increase the 

chance of a loss arising from given peril (Ibid). More over, There are 

three basic types of hazard. 

A physical hazard is a condition stemming from the physical 

characteristics of an object that increases the probability and 

severity of loss from given perils (Williams, 1998) where as, moral 

hazard is dishonesty or character defects in an individual that 

increase the frequency or severity of loss (Ibid , P.38). But, morale 

hazard is carelessness or indifference to a loss because of the 

existence of insurance (I bid). 

Risk management is derived as a systematic process from the 

identification and evaluation of pure loss exposures faced by an 

organization or individual, and for the selection and implementation 

of the most appropriate techniques for treating such exposures. 

(Vaughan 1995). Basically there are vanous tools of risk 

management available for individuals and firms. 

After the risk manager has identified and measured the risk 

facing the firm, he must decide how best to handle them. The five 
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basic tools of risk management are (1) avoidance (2) retention 

(including self insurance) (3) loss prevention and reduction, (4) 

combination or increasing the number of units exposed to the loss, 

and (5) transfer to others (including the purchase of insurance) ( 

Williams ,1971) 

Avoidance means that a certain loss exposure is never 

acquired, or an existing loss exposure is abandoned. Where as, 

retention is the most common method of handling risk by the firm 

itself. This retention may be passive or active. Active retention may 

or may not be self insurance - is a special form of planned retention 

by which part of all of a given loss exposure is retained by the firm -

the retention is passive when the risk manager is not aware that t.he 

risk exists and consequently does not attempt to handle it 

(Harrington, 1999) 

Loss prevention and reduction measures attack risk by 

lowering the chance that a loss will occur or by reducing its severity 

if it does occur. loss prevention and reduction has the unique ability· 

to prevent or reduce losses for both the individual firm and society. 

(Williams, 1971) on the other hand, with regard to combination risks 

are pooled or combined when the number of independent exposure 

units under observations increased., But, transfer is manifest.ed in 

two ways first , the property or activity responsible for the risks may 

he transferred to some other person or group of pe rso n s. Second the 

risk but not the property or ac tivity may be transferred. 

(Trieschmanny and ,James, 1998). 

Insurance is not one of the afore- mentioned five basic tools of 

risk management, but it is easily the most important illustration of 

the transfer technique and the key st.one of most risk management 

programs. 
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2.3 Probability distribution 

2.3.1 Law of large numbers 

The law of large numbers, a basic law of mathematics, states 

that as the number of exposure units (in other words, persons or 

objects exposed to risk) in creases, the more certain it becomes that. 

actual loss experience will equal probable loss experience (Vaughan 

1995) hence, the degree of objective risk- is defied as the relative 

variation of actual from expected loss diminishes as the number of 

exposure units increases. The low of large numbers states that t.he 

great.er the number of exposures, the more closely will the actual 

results approach the probable results that are expected from an 

infinite number of exposure. (Ibid, 121). There fore, by applying the 

law of large numbers, the insurance company can predict accurately 

the birr amount of losses it will experience in a given period. The 

relative accuracy of the company's predictions increases as thc 

number of exposures in the insurance pool increases. If losses can 

be predicted accurately, then the costs can be budgeted and shared 

in advance if the appropriate premium is charged. The substitut.ion 

of a small certain premium in place of a large uncertain loss 

motivates many consumers and businesses to purchase insurance. 

2.4 The nature and function of insurance 

2.4.1 Risk sharing and risk transfer 

Insurance is a complicated and intricate mechanism , and i1 is 

consequently difficult to derive. However, in its simplest aspcct it has 

1:\vo fundamental characteristics transferring or shifting risk from 

one individual to a group and / or sharing losses, on some equitable 

basis, by all members of the group (Williams, 1971) 

13 



Insurance can be defined from two points of view. 

From an individual point of view insurance is an economic 

device where by the individual substitutes a small certain cost (the 

premium) for a large uncertain financial loss (the contingency 

insured against) that would exist if it were not for the insurance 

(Vanghall, 1995) 

Insurance is the protection against financial loss provided by 

an insures. The primary function of insurance is the creation of the 

counterpart of risk, which is security insurance does not decrease 

the uncertainty for the individual as to whether the event will OCCUf, 

not does it alter the probability of occurrence, but it does reduce the 

probability of financial loss connected with the event from the 

individual's point of view, the purchase of an adequate amount of 

insurance on a house eliminates the uncertainty rewarding 0. 

financial loss in the event that the house should burn down. 

From the social point of view, insurance is an economic device 

for reducing and eliminating risk through the process of combining 0. 

sufficient number of homogeneous exposures into a group to make 

the losses predictable for the group as a whole (Ibid) 

Insurance is a device by means of which the risks of two Of 

more persons or firms are combined through actual or promised 

contributions to a fund out. of which c.1aimants are paid. From the 
\ 

view point of the insured, insurance is a transfer device. From the 

view point of the insure, insurance is a retention and combination 

..device. The distinctive feature of insurance as a transfer device is 

that it involves some pooling of risks, i.e. the insurer combines the 

risks of many insured. Through this combination the insurer 

improves ability to predict its expected losses. 
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Insurance does not prevent losses, nor does it reduce the cost 

of losses to the economy as a whole. As a matter of fact, it may very 

well have the opposite effect of causing losses and increasing the 

cost of losses for the economy as a whole. The existence of insurance 

encourages some losses for the purpose of defrauding the insurer, 

and in addition, people are less careful and may exert less effort to 

prevent losses than they might if the insurance did not exist also the 

economy incurs certain additional costs in the operat.ion of the 

insurance mechanism Not only must the cost of the losses be borne, 

but the expense of distributing the losses on some equitable' basis 

adds to this cost (Teklegiorgis, 2004) 

2.4.2 Basic characteristics of insurance 

An insurance plan or arrangement typically has certain 

characteristics. They include pooling of losses, payment of fortuitous 

losses, risk transfer and indemnification (ibid, P.63) 
~,-----

Pooling or the sharing of losses is the heart. of insurance 

pooling is the spreading of losses incurred by the few over the entire 

group, so that process, average loss is substituted for a actual loss. 

In addition, pooling involves the grouping of a large number of 

exposure units so that the law of large numbers can operate to 

provide a su bstan tially accurate prediction of fu ture losses ideally. 

there should be a large number of similar, but. not. necessarily 

identical, exposure units that are subject to the same perils, thus , 

pooling implies (1) the sharing of losses by the entire group, and (21 

prediction of future losses with some accuracy based on the low of 

large numbers. (Igid, P.64) 

By pooling or combining the loss experience of a large number 

of exposure units an insurer may be able to predict future losses 

'with some accuracy from the viewpoint of the insurer, if future losses 
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can be predicted, objective risk IS reduced. Thus, another 

characteristic often found in many lines of Insurance IS risk 

reduction based on the low of large numbers. 

If there are a large number of exposure units, the actual loss 

experience of the past may be a good approximation of future losses. 

As the number of exposures increases, the relative variation of actual 

loss from expected loss will decline. Thus, the insurer can predict 

future losses with a greater do green of accuracy as the number of 

exposures increases. This concept is important since an insurer 

mus t charge a premium that will be adequate for paying all losses 

and expenses during the policy period. The lower the degree of 

objective risk, the more confidence an insurer has that the actual 
I 

premium charged will be sufficient to pay all calms and expenses 

and provide a margin for profit. 

A second characteristic of private insurance is the payment of 

fortuitous losses. A fortuitous loss is one that is unforeseen and 

unexpected and occurs as a result of chance (Ibid). In other words, 

the loss must be accidental. The low of large numbers is based on 

the assumption that losses are accidental and occur randomly. 

Risk ·transfer is another essential element of insurance wit.h t.he 

exception of se lf insurance, a true insurance plan a lv,·ays involves 

risk transfer. Risk transfer mea ns that a pure risk IS t.ransferred 

from the insured to the insurer, \vho tjrpicaUy is 111 a st.ronger 

financial position to pay the loss than the insured (Ibid P. 65). Fro;n 

t.he viewpoint of the individua l, pure risks that. a re typically 

transferred to m s urers include the risk of premature death , poor 

health, disabilil': , destruction and theft of property, and liability 
.." ~ 

lawsuits. 
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A final characteristic of insurance is indemnification for losses. 

Indemnification means that the insured in restored to his or her 

approximate financial position prior to the OGcurrence of the loss 

(Ibid). Thus, if your house burns in a fire, the home owner's policy 

will indemni(y you or restore you to our previous position. If you are 

sued because of the negligent operation of an automobile your 

automobile liability insurance policy will pay those sums that you 

are legally obligated to pay similarly; if you are seriously disabled, a 

disability income policy will restore at least part of the lost wages. 

2.4.3. Requisites of insurable risks 

In spite of the usefulness of insurance In many context s, not 

all risks are commercially insurable. Insurers normally insure only 

pure risks. However, not all pure risks are insurable. Certain 

requirements usually must be fulfilled before a pure risk can be 

privately insured. The characteristics of risks that make it feasible 

for private insurers to offer insurance for them are called Lhe 

requisites of insurable risks (Harrington, 1999) for practical reasons; 

insurers are not willing to accept all the risks that others may wish 

to transfer to them. To be considered a proper subject for insurance, 

certain characteristics should be present. 

A risk could be considered an ideally insurable risk if II 

sat.isfies the six conditions discussed below. 

Large number of exposure Units 

There must be a sufficiently large number of homogeneous 

exposure units to make the losses reasonably predictable (Ibid) . 

Ideally there should be a large group of roughly similar but not 

neCf~ssarily identical, exposure units that are subject to the same 

peril or group of perils. Insurance is based on the operation of the 

law of large num bers. A large num ber of exposure units enhance t.he 
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operation of an insurance plan by making estimates of future losses 

more accurate. The purpose of this first requirement is to enable the 

insurer to predict loss based on the law of large numbers. Boss data 

can be compiled over time, and losses for the group as a whole can 

be predicted with some accuracy. The loss costs can thcn be sprcad 

over all insured in the underwriting class (Ibid P.169) 

Accidental and unintentional loss 

The loss must be fortuitous or accidental the loss must be the 

result of a contingency that is, it must be something that mayor 

may not happen. It must not be something that is certain to happen. 

(Ibid). If the insurance company knows that an event in the futurc is 

inevitable it also knows that it must collect a premium equal to the 

retain loss that it must pay plus an additional amount for the 

expenses of administering the operation. Depreciation, which is a 

certainty, cannot be insured, it is provided for through a sinking 

fund. Furthermore, the loss should be beyond the control of the 

insured these meads that it an individual deliberately causes a loss, 

he or she should not be indemnified for the loss. 

The requirement of an accidental and intentional loss IS 

necessary for two reasons (Dormans, 1984). First if intentional losses 

were paid, moral hazard would be substantially increased, and 

premIums would nse as a result in relatively fewcr persons 

purchasing the insurance and thc insurer might not have a 

sufficient number of exposure units to predict future losses. 

Second, the loss should be accidental because the low of large 

numbers is based on the random occurrence of events. /\ delibcrately 

cau~d loss is not a random event since the insured knows when the 

loss will occur. Thus, prediction of future experience may be highly 

inaccurate if a large number of intentional or nonrandom losses 
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occur. The law of large numbers is useful in making prediction's only 

if use can reasonably assume that future occurrence will 

approximate past experience since we assume that past experience 

was a result of chance happening .. the predictions concerning the 

future will be valid only if future happenings are also a result of 

chance. 

Determinable and measurable loss 

The loss produced by the risk must be definite and measurable 

this means the loss should be definite as to cause, time, place and amount 

(ibid). We must be able to tell when a loss has taken place, and we must 

be able to set some value on the extent of it. 

No catastrophic loss 

The loss must not be catastrophic. This means that a large proportion of 

exposure units should not incur losses at the same time (Ibid.P.148). The 

insurance principle is based on a notion of sharing losses and inherent in I his 

idea is the assumption that only a small percentage of the group will suffer loss 

at anyone time. Basically, pooling is the essence of insurance . if most or all of 

the exposure units in a certain class simultaneously incur a loss, then the 

pooling technique breaks down and becomes unworkable. Premiums must bc 

increased to prohibitive levels, and the insurance technique is no longer a viable 

arrangement by which losses of the few are spread O\'er the entire group. 

Calculable chance of loss 

The insurer must be able to calculate both the average frequency 

and the average severity of future losses v,rith some accuracy_ This 

requirement is necessary so that a proper premium can be charged that is 

sufficient to pay a ll claims and expenses and yield a profit during the 

I policy period (Harrington 1999). 

Certain losses, however, are difficult to insure because the chance of 

loss connote be accurately estimated, and the potential for a coda strophic 

loss is present. 
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Economically feasible premium 

The cost of the insurance must not be high in relation to the 

possible loss. The insurance must be economically feasible for the 

insurance to be an affricative purchase; the premiums paid must be 

substantially less than the face value, or amount, of the policy. (Ibid). 

The probability of loss must be reasonable, or else the cost of risk 

transfer will be excessive. The more probable the loss the greatcr the 

premium will be. And a point wdimately is reached when the loss becomes 

so certain that when the insurer's expenses are added on, the cost of the 

premium becomes prohibitive. At this point insurance is no longer feasible 

because the insured will not be willing to pay the necessary premium. 

2.4.4. Benefits and costs of insurance J 
Insurance has peculiar advantages as a device to handle risk and so 

ought to be used to bring about the greatest economic advantage to 

society. 

Indemnification for loss ,/ 

Indemnification permits individuals and families to be restored to 

their former financial position after a loss occurs - as a result they can 

maintain their financial security since they are restored either in part or in 

whole after a loss occurs, they are less lithely to seek financial assistance from 

relatives and friends (Dormans, ] 984). 

Indemnification to business firms also permits firms to remain in business 

and employees to keep thei.r jobs. Suppliers continue to receive orders; and 

customers can still receive the goods and services t.hey desire. The community 

also benefits because its tax base is not eroded. Busi.nesse s and families \\'ho 

su ffer unexpected losses are restored or at least maid closer to their former 

economic position. The advantage to these individuals is obvious SO CiC1Y also 

gains because these persons are restored to production and tax reycnu cs are 

increased. In short, the indemnification function contributes greatly to family and 

business stability and therefore is one of the most important social and economic 

benefits of insurance. 
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Less worry and Fear 

A second benefit of insurance IS that worries and fears reduced. This is 

true both before and after a loss. (Ibid, 242). 

Source of Investment funds 

The insurance industry is an important source of funds for capital 

investment and accumulation premiums are collected ·.in advance of the 
'-

loss, and funds not needed to pay immediate losses and expenses can be 

loaned to business firms. These funds typically are invested in factories , 

housing developments, and new machinery and equipment the 

investments increase society is stock of capital goods, and promote 

economic growth, insurers also invest in social and economic development 

projects (Ibid). 

Reduced cost of capital 

Because the supply of invest able funds is greater than it would be 

without insurance, capital is available at a lower cost than vv()uld . 

otherwise be possible since the total supply of loadable funds is increased 

by the advance payment of insurance premiums, the cost of capital to 

business firms that borrow is lower than it unsold be in the absence of 

insurance. This result brings about a higher standard of living because 

about a higher standard of living be caches increased/ lhvestment itself will raise 

production and cause lower prices than would otherv,ise be the case. !\lso. be 

cause insurance is an efficient device to reduce risk , investors may be drilling to 

enter fields they would otherwise reject as two risky. Thus, society benefits by 

increased services and neK products the earmark of increased living standards • (lbid 244). 

Loss control 

Another social and economic yawl of insurance li~ in its loss control 

or loss prevention activities- a Hough the main function of insurance is 

not to 'reduce loss but mere ly to spread losses among members of the 

insured group, Insurers are nevertheless vitally interested in keeping 

L 
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losses at a mmlmum- m surfers know that if no effort is maiden this 

regard, losses and premiums would have a tendency to rise. It is human 

natur_e to relax vigilance when it is known that the lo<;s will be fully paid by 

the insurer. Further more, in any given year, a risk in loss payments 

reduced the profit to the insurer, and so loss prevention provides a direct 

~llelu~ of increased profit. (Ibid). 

Enhancement of credit 

Insurance enhances a person's credit insurance makes a borrower a 

better credit risk because it quarantines the value of the borrower's 

collateral, or gives greater assurance that the loan will be repaid. 

Aid to small Business 

Insurance encourages competition because without an insurance 

industry small business would be a less effective competitor against big 

business. Big business may safely retain some of the rises that if they 

resulted in low, would destroy most small businesses. Without insurance, 

small business wou ld involve more risks and would be a Jess attractive 

outlet for funds and energies (Teklegiorgis, 2004) 

----2.4.5 Fire insurance v 

Fire insurance is designed to indemnify the insured for loss of or 

damage to buildings furniture, fixtures, or other personal property as a 

result of fire, lightning, windstorm, hail explosion, and a long list of other perils 

(Tckle Giorges, 2004) originally only fIre was an insured peril, but the number of 

perils insured against has gradually been expanded over the years. 

There are 1:\'10 basic approaches with respect to the perils for which 

coverage is provided under the first approach , called "named peril" coverage : (he 

specific perils against which protection is provided are listed in the policy. nnd 

cO\'crage applies only for damage arising out of the listed perils under the 

second approach, called "open peril coverage» the policy lists the perils for 

\\;hich ~overage is not provided and loss from any peril not excluded is 

covered (Ibid) 
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In fire insurance coverage may be provided for both direct loss (i .e. the 

actual loss represented by the destruction of the asset) and indirect loss (i.e. the 

loss of income and/ or th~ extra expense that is the result of the loss of the use of 

the asset protected) 

2.4.5.1 Fire and lightning policy 

This policy provides indemnification to the insured for loss of or damages to 

property by fire or lightening at any time during the tenure of the policy. Indemnification 

is equal to the value of the property at the time of the happening of its destruction with 

out exceeding the policy amount (Tekelgiorigis 2004) Insurable property includes. 

Premises stocks and materials in the business and belonging to the insured goods hf!Jd by 

the insured in trust or on commission for which the insured is responsible, fixtures, fittings, 

machinery etc ... 

The conditions of this policy states that the insurer will not be liable for any 
, 

misrepresentations, omissions or miss description of the insured property. The policy is 

not normally issued on a long term basis. Moreover; the value at risk is declared and 

agreed beforehand. The insured is required to make monthly declaration Lo in surer 

concerning (Ibid) 

1. the average value at risk on each day of the month 

2 . the average of the highest value at risk in each week of the month 

3. the highest value at risk during the mouth, and 

4. the value at risk on a specified day of the month . 

All insurance coyer under fire policy pertaining to the building or the property 

contained in it ceases immediately when there is a fall or displacement of a su bSLanLial 

part of the insured building thereby increasing the risk of fire. 

The policy does not cover:-

• Losses by they during or after the occurrence of a fire 

• Loss/ damage to property arising out of climatic conditions, inherent chemical 

reaction , et c . .. 

• burning of property by order of any pu blic au thority or subterranean fire 

• Fundamental risks. 

Moreover , unless expressly staged in the policy, fire insurance policy does not 

give cover for goods held in trust or on commission any work of art exceeding Birr 

150 Manuscripts plans, drawings, models, securities, documents of any kind, 

stamps coined or popper money, cheeks and the like. 
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Chapter three 

Method of study 

The project has been conducted based on primary and secondary 

data. The primary data is obtained from house holds of bole sub city 

administration. Besides; it was secured from managers ,-,vho are working in 

Ethiopian Insurance Corporation. In line with this, these primary dat.a has 

been gathered by administering questionnaires coupled by int.erviews. On 

the other hand; the secondary data ineludes important documents 

company's publication together with various News letters, ,-broachers and 

special publications. Moreover; the researcher has made special effort with 

regard to securing relevant data through various literatures ~' rit t cn by 

different scholars specializing 10 insurance and the Ethiopian nationa I 

bank insurance legislation. 

3.1 ·The Nature of the sample for households' assessm.ent 

The population is defined as all Addis Ababa dwellers tr:at h ave their 

own house. This selection is made on account of accessibility and taking 

into account the fire and lighting insurance policy's expert's illustrat.ion 

about the low level of awareness and purchasing practice with regard to 

non business houses 

The study was conducted on Addis Ababa household dwellers. The 

researcher has, employed a mUltistage sampling method. This method is 

illustrated briefly as follows 
'r 

Firstly; t.he overall Addis Ababa a dministratio n is organized int () 1 () 

su lJ ci ti es . Hence; wit.h the assump! ion that t.h e most de\'C~ lopcd and at the 

same time relatively similar houses are built. in bo le sub city. More O~~T on 

t.he bases of the finding in the early stage of this st.udy through exp lorato ry 

research the usual practice for fire and lightning insurance policy is 

evident in such away that it is the need of relatively houses which has a 

" higher market value coupled by private houscholds . 
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Secondly; so long as bole sub city is concerned there are 11 kebeles . 

There fore, in one hand there is an acute shortage of time and money for 

this project endeavor, on the other hand; there is lack of information with 

regard to house distribution together with relevant data about the nature 

of the houses. In line with this; the researcher has forced to employee a 

stratified sampling through the available 11 kebeles. There after; the writer 

has selected kebelle 03/05 stratum as a unit of analysis for the subject. 

matter at hand. Even though kebelle 03/05 don't have recent data about 

the number of private house holds, they have provide t.he tot.al number of 

houses according to 1996 E.C records which accounts for 2145. 

Thirdly; the writer has selected 50 households on the basis of their 

house number list through simple random sampling method. Hence; the 

questionnaire is administered for the households who are incorporated in 

the sample as a sample element. 

3.1.2 Methodology used for analysis of responses of 

households 

Basically; after the questionnaire IS gathered, the researcher has 

made considerable effort to increase its validity through cleaning, editing 

and coding .so long as open ended questions is concerned, and 

interpretation of the responses together with summarizing into closely 

related grouping has been made. On the other hand; closed ended 

questions has been tabulated hand - in hand with tallying the frequencies. 

In line . with this; tabulat.ion, percentage and r e lati\·e grading has been 

used for analysis purpose. 

3.2 Methodology used for assessment of the marketing 

practice of EIC 

All the marketing mix elements i.e. pnce, product, placement and ... 
promotion, has been examined in this project. In line with this; a 

questionnaire has been designed independently for all the marketing mix 

variables. Hence; these questionnaire has been administered by using convenient 
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sample through individuals' status, type of expertise together with their role in 

EIC with regard to fIre& lightning insurance policy in particular and over all 

marKeting practice which IS manifested througn product development, 

placement, pricing and promotion. 

The questionnaire has been supported through relevant interviews. The 

collected primary data has been analyzed and interpreted tallying t.abulation, 

percentage and relative frequency. 

With regard to secondary data sources the researcher has used EIC'S 

magazmes, broachers, pamphlets, news letters and internal records. Besides; 

Addis Ababa city fIre brigade six years fIre accident recorded data has been used 

for determining the would be objective risk in the coming years. Similarly; the six 

years data has been regressed by making time as an independent yariable O\'cr 

the dependent variable of number of houses burnt. The regression has been 

made both through least equate method and application of STATA econometrics 

soft ware. Consequently; the researcher has take in to account Ayat Real estate 

village as a unit of analysis for developing empirical manual / class rating 

method for fire and lightning insurance policy. Morc over; even though t.here arc 

around 3000 houses built in Gerjje area real estate village their price ranges from 

957 ,000 up to 452,000 birr. Owning to Ayat real estate workers unwillingness to 

provide the number of houses built in each price category, the writer has for ced 

to choose the least price list as a unit of analysis to come up with a gross 

premium amount for those 3000 houses. 

To this end; even though it is worth to tal<:e into account all den fs / 

customers for fIre and lightning insurance policy, due to the acute shonagc oC 

timc, information and money the researcher has confmed to pri\'atc O\\Twd 

households. 

Chapter four 

4. Discussion and analysis 

4.1 Product development 

Fire is a chemical reaction and it is a combination of three things. 

The three things which should be combined to create fire are fuel, heat 

and oxygen. These three things knm,v as the fire triangle. Since a t.riangle 
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is no more a triangle if one side of it is missed, there is no fire if one of the 

combinations needed to create fire doesn't exist. 

There fore, putting fire out means depriving one of its vital 

components or separating two of them. 

4.1.1 The definition of the policy and its scope of cover. 

The basic fire and lightning policy seeks to indemnify the insured for a 

direct loss of or damage to property as a result of fire or lightning. 

Moreover, damage caused by explosion of boiler or gas used for domestic 

purpose is also covered under the policy. 

In order to constitute fire with in the meanmg of fire and lighting 

Insurance policy ,the following three important conditions must be 

fulfilled:-

a) There must be actual ignition 

b) there must be something on fire which ought nol to be on fire 

and 

c) The fire must be accidental or fortuitous, in its ongm as far as 

the insured is concerned. It must not be willful or intentional on 

the part of the insured. 

Other types of loss / damage as listed below are also covered 

though not directly caused by fire or lightning 

Smoke damage caused by fire with the context it has in the policy 

Property damaged by water or other extinguishment of the fire 

Property blown up to prevent fire from spreading 

Losses incurred by the insured in attempting to check t he progress 

of a fire or to save property. This could be in the form of damage to 

property removed from a burning bui ld ing caused by rain or da.mage 

during removal. 

However, the insured must take reasonable steps as soon as 

possible to protect the removed property. The reason why such losses 
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are covered by the insured during his duty m trying to mmlmlZe the 

loss. 

Even though fire is the proximate cause, if the insurer can bring up 

evidences which show or prove that:-

a) The fire was caused by an expected peril 

b) There was insured's consent or willfulness as to the cause' of the 

fire; the insured cannot claim indemnity under the firc and 

ligh ting policy. 

In relation to fire and lightning insurance policy the question 

of liability is inevitable. Because there are causes where liability is 

denied when excepted perils playa part as proximate cause of fire . 

For example; fire caused by its own fermentation or heating is not 

covered. 

4.1.2. Subject Matter insured 

The property insured under a fire policy comprises the following: ­

Buildings (such as offices, hospitals, warehouses, factories etc'.) 

Contents therein and thereon (other than stock), the propcrty of thc 

insured or held by him in trust for which he is responsible. 

Stock, either manufacture's or retailer's 

Special perils 

Anyone or all of the following special perils can be included 10 the 

fire and lightning cover at an additional premium 

a) Perils of chemical type:- Explosion, spontaneous fermentation 

or heating:- the explosion of steam pressure vesse ls (boiler) 1S 

not covered because it is more properly treated under engincering 

policy. Explosion caused by domestic utilities is aiso not covered. 

However concussion damage by explosionof dust like \·cgetable oil 

mills, boot and shoe factories, silos etc. and explosion of 

inflammable vapors in paint factories is covered. 

b) Social perils:- Riot, strike and civil commotion (RSCC) damage 

effected by labor disturbances or by malicious persons is covered 
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with additional premIUm. Damages undertaken with intent and 

regarded as malicious damage. 

Exclusion 

i) Damage arising out of confiscation, requisition or destruct.ion 

by government. order 

ii) Damage arising out of cessation of work 

iii) Damage by theft 

iv) Damage to in occupied buildings 

c) Perils of nature: Storm, flood, earthquake land slide etc. flood is 
" 

often caused proximately or remotely by storm. For this reason 

flood cover is usually one written as an extension of storm cover. 

The policies also have an excess applied to ensure t.hat small 

it.ems of general maintenance do not. become the subject of 

claims. 

d) Miscellaneous perils:- Escape of water, impact damage and 

aircraft damages. 

4.1.3. General Exclusion 

The standard fire and lightning policy does not cover the following: 

1. Damage caused by 

a) riot or civil commotion, unless these perils are specified in the 

schedule of the policy and 

b) War, invasion, act of foreign enemy, hostilities, civil war , 

rebellion, revolut.ion, insurrection or military or usurped PO\\'(T. 

2 . Any loss or expense resulting from or in consequence of 

a) Ionizing radiation, contamination by radio active; nuclear fuel or 

nuclear waste etc . 

b) Radio active toxic explosive or other hazardous properties. 

3. Loss or destruction or damage caused by pollution or contamination bUl 

this shall not exclude destruction of or damage to the property insured, 

not otherwise excluded, caused by:-
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a) Pollution or contamination which itself results from a peril 

insured against, 

b) Any peril hereby insured against which itself results from 

pollution or contamination. 

4. Any property more specifically insured by or on behalf of the insured. 

5. Consequential loss or damage of any kind or description exce pt loss of 

rent if such loss is included in the cover under the policy. 

4.2 product pricing 

According to the findings figured out from the administered 

questionnaire coupled by interview conducted to experts working in the 

pricing of fire and lightning insurance policy the following product pricing 

method and procedure has been uncovered in Ethiopian Insurance 

Corporation. 

The company employers a manual class rating method extensively 

through the consideration of such factors as the class of business , thc 

profitability of the product, the nature of business , etc .. . in general. Bit 

only in motor vehicle insurance policy that individual rating has been 

employed through the consideration of customer's claims experience. 

Basically, among the various rating methods the company u~s 

experience rating- under an experience rating plan, the cl.ass, or manual 

rate is adjusted up word or downward based on past loss experienc;:e. The 

most distinctive characteristic of experience rating is that the insured's 

past loss experience is used to determine the premiu m for the next policy 

period . In line with this the expert has pinpoint the strength of this 

method in such away that it specifically evaluates the insured client and if 

no claim is reported he / she can benefit through No claim bonus. where as, 

it has a \\'eakness that it does not consider the amount of claims made 

whether it is smaller or bigger. There fore, the insured may lose no claim 

bonus in case of motor vehicle insurance. 

According to the prevalent practice of ErC the fire and lightning 

insurance policy is designed only to cover direct loss. But for the indirect 
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loss they have designed an independent policy l.e. Consequential loss 

claim policy. 

The company has a survey department for fire at:ld lightning 

Insurance policy. According to the Ato Tadella who is a team leader in the 

survey department the follO\/v-ing procedure and method is adapted in order 

to calculate the risk for fire and lightning insurance policy. 

Firstly; the client comes up with the gross estimate which needs to 

be covered through the policy. There after, ErC team of experts goes 

through detailed study about the maximum loss which would occur at a 

time. This maximum loss is known as estimated probable maximum loss 

(EPML) .Among others the team of experts studies the following important 

points, such as:-

• The value of the building 

• The value of items / contents in the building 

• The distance between various buildings in the premises_ 

• The nature of items contents with respect to the degree of hazard 

• Other contingent materials and conditions which might increase 

the degree of fire accident 

• The nature of power the house uses i.e. electric supply by public 

or private 

• Fire prevention and reduction scheme used. 

• The past history of the clients premIses to gather with 

surrounding houses past history 

• Technical soundness- i.e. in engineering terms about the setting 

location and distance between various buildings in the premises. 

• The possibility /probability that a fire accident in one building 

\vould jump to the next. It is evaluated through the kind of 

rna terials in between them like, dry grass electric line etc. __ _ 

Finally on the basis of the afore mentioned consideration and analysis the 

team of experts determine EPML- estimated probable maximum loss. This 

is a value that could be totally destroyed in one fire out break then, ~IC 
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will purchase reinsurance for the EPML amount from other international 

insurance companies. There after; the remaining amount of the insured 

property (house) will be put in the pool of the company's over all fire and 

lightning insurance policy clients to come up with the rate which would 

be applied on the given sum insured .Even though the company doesn't 

calculate a loading cost value for fire and lightning insurance policy, they 

add up the loading cost value consists of administration and other 

expenses coupled by a profit margin- through contextual analysis by a 

team of experts for each fire and lightning insurance policy holder to find 

out the gross premium. 

The researcher has made considerable effort to devise the most 

scientific method for determining a gross premium for households. The 

following table shows the six years fire accident data which is secured 

from Addis Ababa fire brigade. 

Table 4.1 Number of houses Burnt 
I Year , Number of Houses 

I
i Burnt 

(y) 
1992 : 146 
1993 : 110 
1994 146 : 

1995 176 
1996 158 

I 1997 ' 417 

Least squares Method: The least squares equation for linear regression is 
given by: 

Y=a+bX 
Where: Y = the number of accidents computed by the equation 

y = actual number of houses burnt 
a = Y intercept 
b = slope of the line 

X = Time period 
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Year Number of Houses Time Xy 
Burnt Period 

(y) X 
1992 146 1 1 146 .------
1993 110 2 4 220 

-

~1-9-9-4-~----1-4-6----+_--3--~--9---1 __ ~38 
1995 176 4 16 
1996 158 5 
1997 417 6 

ly= 1153 LX=2 1 

LX 2 LY-LXLXy (91X1l53) - (21X4800) a - - --'------'--'---------'-------'-------'--'-----'-
- nL X2 - (LXY - 6(91) - (21Y 

_ (104923) - (200800) 

546 - 441 

4123 
= 

105 

= 39.27 

b = J1LXy -LXLY = 6(4800) - (21XI153) 

nLXe - (LX Y 6(91) -(21Y 

28800 - 24213 

105 

4587 

105 

= 43.69 

Y = a + bX = 39.27 T 4369X 

25 
36 -1 

LX2 = 91 i 

LXy = 4800 

704 
790 

2502 
LXy= 
4800 

The number of houses predicted to be burnt in year 7 and 8 will be: 

Y7 = 3927 + 4369(7) = 345.10 

Y~ = 39.27 + 4369(8) = 388.79 

33 



I 

f 

· reg houses time 

Source I SS df MS Number of obs = 6 
---- -- -------+------ -- -- -- --- ---- --- ------ -- F( 1, 4) = 4 .51 

Model I 33397.7286 1 3339 7.7286 Prob> F ~ 0.1008 
Residual I 29595.1048 4 7398.77619 R-squared = 0.5302 

--- ---- ------+-- -- - - ---- - ----- -- --- - - --- - - -- Adj R-squared = 0.4 127 
Total I 62992.8333 5 12598.5667 Root MSE 86.016 

houses I Cod. Std. Err. P> I t I 195% Conf. Interval) 
-- -- - -- - -- -- -+ --- - - - -- -- - -- -- - -- -- - -- -- - -- -- --- -- - -- - - - -- --- ---- --- -- - - --- - -- -

time I 43.68571 20.56179 2 .1 2 0.101 - 13.40297 100.7744 
_cons I 39.26667 80 .07667 0.49 0 .650 -183.0618 261. 5 951 

So long as Addis Ababa city administration administrative structure is 
concerned, there are 10 sub~cities. Therefore, with the assumption that 
the total accident has equal proportion in every sub~city, it is logical to 
distribute for the whole sub cities in equal proportion. Therefore: 

34510 
=y 7 s b ,= ~ 35hollses 

1I -C/,.' 1 1 

By taking Bole sub-city administration as a case of the study, the number 
of houses expected to be burnt accounts for 35 houses. There after there 
are 11 kebelles which exists in the sub-city. Hence according to the 
empirical estimate there are 2500 houses in each kebelle and with the 
assumption that there is a greater similarity with regard to the nature of 
houses with the 3,000 houses Ayat real estate village in gerjiee, the 
number of houses expected to be burnt in ayat residential village will be 

35 
= Y7 k.bill. = - ~ 3houses 

11 

= 3(3000) ~ 4hollses 
2500 

= 4 houses a re expe cted to be burnet in Ayat resident.ia l village in year 7 

Pure premium = Total expected losse s 
Number of exposure units 

= 
4( 452,000) 

3000 
1808000 

=---
3000 

= 603 

34 



II 

Gross premium = pure premium 
1- Loading<% 

Because there is no such a thing that loading percentage is calculated for 
fire and lightening insurance policy and due to the limitation of data 
provided by EIC coupled by acute shortage of time, the writer has forced to 
use the usually loading percentage explained by various fire and lightning 
insurance policy in many books with the assumption that it would be 
subjected to adjustment if things are in the right track. 

603 

1-20% 

603 

80% 

= 753.75 

4.3. Fire and lightning insurance policy placement 

According to the finding of the questionnaire administered to 

uncover the placement method and procedures used by ETC, the team of 

experts in the head office has made the following responses for the 

questionnaire and the supporting interview employed. There after, through 

rigorous analysis and interpretation, the following placement practice has 

been adopted by EIC. 

Basically; there is no an independent and self - sufficient placement 

method devised for fire and lighting insurance policy. In linc wit0 the. over 

all placement method is concerned , the company uses personal selling 

most frequently followed by agents and telephone selling lastly . Besides ; 

the company uses its own sales forces to sale fire and lightning insurance 

policy at regional branch office, local branches, contact offices and 

msurance brokers . But, the company doesn't use head office as a means 

for placement of fire and lightning insurance policy. 

Even though the company has adopted personal selling method to 

reach to the customer, it is advisable to extend personal selling method 

wider. This is done through adopting personal selling mechanism by using 
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everY employee as a sales representative not m the formal working day, 

rather in their day- to- day life through convincing customers to buy firc 

and lightning insyrance policy: There by; the company needs to develop a 

sort of commission package together with an important variable for 

employees for internal career advancement. In other words; developing 

awareness among employees to be an economic diplomat for selling the 

company's image in general and fire and lightning insurance in particular. 

The most appreciable practice made by the company lies on its effort 

to exploit the potential niche market created through the banks and 

financial institutions requirement for insurance coverage for those clients 

who provide collateral to take bank loan. In line with this, among others 

they have designed a specific product for mortgage loan, so that the 

insurance company pays the amount of loan if the debtor fails. 

With regard to the type of criteria used by the company to establish 

a placement method to the un reached regions and areas of the country to 

discharge its social responsibility together with expanding its market, the 

company grade market feasibility prior factor followed by infrastructure 

feasibility. 

4.4. Promotion 

Ethiopian Insurance Corporation develops a promotional strategy in 

order to exercise the major tasks of providing information, persuading and 

communicating with actual and potential customers, The paramount 

objective of the promotion strategy geared forwards developing basic 

understanding through the notion of awareness creation effort. In line tvith 

this; it. has devised sub objectives for conducting a promotional campaign 

in such away that aware ness creation stands prior to all sub objectives 

followed by an effort 1.0 ensure credibility. On the other hand; the 

considerable effort aimed at remaining customers comes to the third stage 

followed by differentiating its service from competitors in the insurance 

industry. 
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Even though EIC has adopted all kind of promotional methods to 

reach to both actual and potential customers, advertising has got the 

highest emphasis to persuade custome!:,s followed by personal selling. 

Besides; it uses sales promotion through providing of no claim discount for 

those clients who don 't have made a claim in the period for the expired 

insurance policy coverage. And, it is worth to mention EIC's considerable 

effort to promote the overall company's image in general and fire and 

lighting msurance policy in particular through publicity and public 

relations. 

,With regard to fire and lightning insurance policy EIC has d~signed 

an independent promotional practice that is carried out through the 

preparation and distribution of English and Amharic broachers .on t.he 

other hand; the blending of the promotional mix takes into account 

important factors such as the nature of the market, the types of customers 

hand in hand with the nature of the product to be promoted. In line \,vilh 

this; in terms of their relative weight assigned for decision making purpose 

the nature of the market has got a lion share followed by the types of 

customers to whom the promotion intends for. where as; the nature of the 

product has got due consideration. 

Along with the media selection process in EIC is concerned various 

imperative process in EIC is concerned various imperative fact.ors t.akes 

into account. They are objective of the advertisement ,media circulation 

,t ime &location of buying decision as well as requiremcnts of the message 

.so long as advertisement as one of the most emphasized promot ional 

met.hod is concerned, E IC uses out door advertising as all the Lime it is 

available for customers. Besides, Television a dvertising employed 10 reach 

to the larger segments of the actual and potential buyers. Moreover next to 

radio advertising news paper and magazines used for advertising purpose. 

Amharic language is the most frequently used with the assumption 

that all clients have the knowledge. Even though it is not a common 

practice made by the company, it' uses English language in order to reach 
, 

to international target market. 
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As it has been stipulated in the grand mission of EIC, it provides its 

service by making of the most up to date lCT and cost effective strategies. 

Hence, to realize those paramount objective, it as developed a website:­

http/ /\\rww.eic.com .et which is being used as one of media to reach to 

customers. This is done through loading of new products in the websit.e 

together with releasing publications about the new offices and progressive 

new activities. 

It is worth to remark that the company needs to adopt a personal 

selling mechanism through effectively using all of its employees as an 

economic diplomat for the company i.e. the act of selling company's imagc 

regardless of being their normal duty, usually while they are carrying out. 

their day to day courses of life in the society as personal selling 

mechanism .More over, together with an increment in the const1!uction 

industry of the country the company should devise a special promotional 

campaign arrangement to cultivate the newly flourishing real est.ate village 

in Addis Ababa. 

Among others the company's effort with regard to developing the 

public awareness about msurance service through a regular programs 

transmitted in radio and newspaper is appreciable .Besides; their effort to 

introduce new insurance policies hand in hand with organizing seminars 

for those products like for a horticulture business men's. 

4.5 Households perspective in light of insurance serVIce 

awareness and purchasing practice 

In the study, 50 samples of households In Hole sub cit\' 

administration kebelle 03 /05 were participated In completing 1 he 

questionnaire administered. From these household respondents 10 (20%) 

were female and 40 (800/0) were male. The personality dimension in terms 

of how they responded to uncertain future event.s hand in hand wit.h their 

awareness level about insurance is given in the following table. 
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Table 4.2 Awareness of households about insurance service 

I 
Sir. 
No 
1 

12 

Item No 

What kind of personality characteristics do you 
have in line with uncertain future condition 

D Risk taker 10 
D Risk neutral 10 
D Risk averse -<1'0 

Are you aware of the availability of Insurance 
servIce 

D 
D 

Yes 
No 

50 
o 1------+-----------------------------------------------

3. What are the major benefits of insurance? 
D Indemnification for loss 50 
D Peace of mind 50 
D Source of any funds 30 
D Loss control 30 
CJ f I Enhancement 0 credit _~ 30 

200;(> 
20% 
60%> 

100% I 
100%> 
60% I 

600/0 

According to table 4.2 among the total simple of respondents about 20% 

accounts for those individuals who have a personality dimension of being 

risk takers. Similarly equal nUI11:ber of respondents represents a 

personality dimension of risk neutral. But· individual respondents who 

possess a personality dimension of risk averse accounts for thc lion share 

among the surveyed respondents. (i.e. 60%) Hence it is logical to dcvelop a 

sort of deduction in such away that there is a possibility of attracting 

those individuals who possesses risk averse and risk neutral personality 

dimension by adopting sound promotional mix_ Besides, owning to the fact 

th?-t all of the surveyed respondents are aware of the availability of 

insurance service as a tool for handling risks associated with uncertain 

future events , It is worth to conduct the necessary effort to cultivate these 

potential customers. 

With regardrto the level of awareness about the bCl1efilS of insurance 
\ -

all of them is cognizant of indemnification for loss and peace of mind. On 

the other hand equally among the surveyed household respondents 60% of 

them have basic understanding about the other benefits of insurance 
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other than the of afore mentioned once, namely source of investment 

funds, loss control and enhancement of credit. 

4.5 . 1 Result of the analysis 

Table 4.3 responses of households regarding insurance purchasing 

practice 

In the following table the researcher has made descriptive analysis 

about the household respondents insurance purchasing practi ce in 

general and fire and lightning insurance policy in particular with greater 

emphasis. 

Table 4.3 Assessment of households fire and lightning insurance 

purchasing practice 

Sir. No 

~-

2 

3 

Item No r 

Have you ever purchase any insurance policy 

DYes 20 

D No 30 

If you purchase insurance policy what kind 

of insurance policy you bought 

D Fire and lighting policy 8 

DMotor vehicle insurance policy 9 

DOthers 3 

What type of risk handling techniquc do you 

use for a fire peril? 

D Risk avoidance 

D Risk transfer 

D Risk retention 

30 

40% 

60% 

40% 

45% 

1
15% 

I 

I 
I --

L 
D Self insurance i 12 ! 24°;() 

_ ---'--__ D _ _ O_th_ e_r ___________ L _J ~6% 
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On the basis of table 4.3. Among the total number of household 

respondents only 20% of them have ever purchase different types of 

insurance policy. But 60% ef them don't .taking into account only those 

household respondents who have bought insurance policy 40% of them get 

insured for fire and lightning policy .on the other hand, 45% of thc 

household respondents have bought motor vehicle insurance policy. More 

over, In line with supporting the grand share of Motor Vehicle Insurance 

Policy Ethiopian Insurance Corporation has made 2.9 billion birr for life 

and property indemnification purpose in the past 30 years of its service, 

but 43.2% of these payment accounts for indemnification of motor vehicle 

affairs. On the other hand, other insurance polices accounts for only 15°1cl. 

With regard to the type of risk handling techniques employed by 

household respondents for a fire peril about 60% of them have replied that 

they used to use risk avoidance. On the other hand, about 24% of the 

respondents use self insurance. Finally, 16% of thc house hold 

respondents replied other methods. 

4.5.2 promotional method assessments 

In the following table the writer has made assessment about the 

level of awareness of household respondents together with their basic 

understanding about the promotional method conducted by insurance 

compames. 
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Table. 4.4 promotional methods assessment from the perspective of 

respondents. 

Sir. No Item No 0/0 

-~ 

1 Have you ever come across with any 

kind of promotional campaign made by 

any insurance company? 

DYes 50 100% 

DNo 0 

2 Have you ever come across with any 

kind of promotional campaign made by 

ErC about fire and lightning insurance 

policy 

D Yes 50 100% 

D No --

- -
3. What kind of promotional method you 

have come across 

D Advertising only 30 60% 

D Advertising and sales promotion 20 40%) 

Table 4.4 shows that all of the household respondents have come 

across with a promotion conducted by insurance companies. Similarly, 

again all of the respondents have come across with the promotional 

campaIgn made by Ethiopian Insurance Corporation. In line with these, 

60% of the respondents h ave come to learn about EIC fire and lighting 

policy through advertisement. on the other hand; 40% of them h ave come 

across through advertising a nd sales promotion. 

In line \vith the kind of feeling / understa nding does advertisement 

made by EIC creates up on the surveyed house hold respondents majority 

of them have come to agree that it makes them only being aware of the fire 

and lightning policy. But they failed to give the ir consent for thc abi lity of 

the a dvertisement to convince them to purchase fire and lightning 

Insurance policy. There fore EIC should conduct intensive consumer 
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research for the subject matter we have at hand, there after, It should 

devise the advertisement for fire and lightning insurance policy geared to 

wards convincing potential customers to purchase insurance. 

4.5.3 Relationship assessment between bank loan and fire 

and lighting insurance policy 

In the following table the writer has made ngorous effort in line with 

conducting the prevailing relation ship between bank lean i.e. complementary 

product for fire and lightning insurance and fIre and lightning insurance policy. 

Table 4.5 The relation ship between insurance and Bank loan 

Sir. No Item No I 0/0 

- - -------
1 Have you ever grant bank loan by providing 

your house as collateral? 
I 

DYes 8 i 16% 

DNo 42 184% 

2 Do banks enforce you to purchase fire and I 
lightning insurance policy? I. 

D 
Yes 8 1 100% 

D 
No -- L-

According to table 4.5 it is evident that all of the household respondents 

have bought fIre and lightning insurance policy with a paramount objective of 

granting loan from banks and other fmancial institutions. Hence; it is worth to 

consider the greater degree of relationship between bank loans provided by banks 

and other financial institutions and the purchasing practice of fIre and lightning 

insurance policy 

On the basis of the afore mentioned relationship between bank loans and 

fIre and lightning insurance policy EIC needs to devise special arrangement to 

cu ltivate the niche market advanced through the households effort in Lhe 

enhancement of credit claims. These could be realized through enhancing 

information networking mechanism to attract mortgage loan demanders. More 

over EIC needs to develop bilateral agreement with banks and other financial 

institutions with regard to exchanging of valuable information and other 

economic matters. 
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Chapter five 

Conclusion and Recommendation 

5. 1. Conclusion 

It is a natural phenomenon that every enterprise whether small or / 

large, profit making or not for profit, domestic oriented or international 

operating in a turbulent economic and social environment. Hence; firms 

and house holds are subjected to a multitude of risks in their day ,to day 

operation. Risk which is uncertainty regarding loss, poses a problem to 

businesses and individuals in nearly every work of life. 

Basically; there are two broad categories of alternatives to handle 

thc risks associated with every walk of life. These alternativcs are 

applicable for both general perils in every course of action and fire and 

lightning perils in particular. To mention they are secunng msurance 

service through purchasing of various insurance policy and non -

insurance risk handling tools, namely risk avoidance, loss control , risk 

retention and risk transfer. 

Ethiopian Insurance Corporation was established by proclamation 

No. 68/1975 on 1st January 1976. currently, EIC operating in thc 

insurance industry for three decades with a grand mission of providing its 

customers all efficient and reliable insurance services which cover life, 

property and liability risks . EIC provides its service in general and fire and 

lightning policy in part icular by giving a paramount priority to its 

customer's safety and satisfaction by making use of the right mix of 

expertise, the most up to date ICT and cost e ffect ive strategies. EIC is 1 he 

largest insurance company in the country and it renders its services 

through six regional / fun ctional main branches. More over it has 22 loca l 

branches situated through out the country besides; EIC has 785, 794,000 

total assets in 2005 . 

Based on the factual research findings of the project the following 

points are summarized. 
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In line with fire and lightning insurance policy, it covers only direct 

losses occurred from the perils listed in the policy. But, the policy does not 

cover indirect losses which would occur as _ a result of the fire peril. on the 

other hand; EIe provides an independent insurance policy which 

accommodates the demand of customers for indirect loss through t.he 

policy i.e. consequential loss policy. 

With regard to premium setting mechanism employed by t.he 

company for fire and lightning insurance policy it relies only on experience 

rat.ing coupled by individual calculation of the loading cost value for 

. insured. Even though EIe establish a fire survey department to come up 

with realistic and relevant estimate of the rate assigned for each ir;.sured , 

there is a considerable deficiency to calculate the risks due to lack of 

adequate data and information coupled by relatively weak and inefficient 

instruments used. But the writer has come up with a scientific alternative 

method of assigning premium through manual/ class rating method 

together with its accompanying loading cost calculation approach. Even 

though this model has many flows with respect to translating into practicc 

owning to lack of adequate and relevant data inputs, it would be a sound 

model in a situation where adequate and relevant data and informa tion 

had been accessed. 

Basically; there IS no independent and self sufficient placement 

method devised for fire and lightning insurance policy. But Ere made the 

placement through its regional branch office, local branches, contact 

offices and insurance brokers. In line with this it uses personal selling 

Telephone selling and Agents as a means to reach to customers. 

EIC'S grand promotional strategy stems from its motto t.o ensure 

fundamental a\vareness among customers about. insurance service in 

general and fire and lightning insurance policy in particular. By the same 

token; in order to realize the grand promotional strategy, every efforts of 

the promotional campaign strives to wards awareness creation, ensuring 

credibility, differentiating from competitors, and reminding customers. The 

company adopts all types of promotional methods - namely advertising, 
45 

/ 



personal selling, sales promotion and pUblicity. In line with this it gIves 

due consideration for factors such as objective of the advertisement ,media 

circulation, requirements of the message and time and location of ,buying 

decision with respect to media selection. More over, ErC has designed a 

web site which serves as a tool for enhancing effective communicat.ion with 

the customers and the general public about its overall activities. on the 

other hand; it uses the web site as one of the medium to reach to 
, 

customers in such a way that new products are loaded as well as the 

opening of new offices with its accompanying progress are released in the 

web site. 

According to the survey analysis made with respect to households' 

awareness and purchasing practice of fire and lightning insurance policy, 

all of the respondents have a basic knowledge about th~ benefits of 

acquiring fire and lightning insurance policy,. albeit their knowledge 

IS not back up by purchasing practice as a whole: About 18% of the' 

respondents have purchased fire and lightning insurance policy. But; All 

of them have acquired the policy in order to take bank loans by providing 
,-

their house as a collateral. 

5.2 recommendations 

To tackle the major problems uncovered through out this study the 

following recommendations are suggested. 

ErC needs to be cognizant of the newly flourishing real cstale 

development as a niche target market. Consequently; as the \ researcher 

has illustrated in the discussion and analysis part of the paper, th~{e is 

enough ground to devise a manual / class rating approach for such type of 

village where the nature, type and costs of houses are significantly would 

fall under similar category. Hence; ErC should develop a data base system 

that would help to calculate the loading cost value consist.s of all 

administrative and other expenses coupled by a profit margin. On the 

other hand; EIC together with other insurance companies should enhance 
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bilateral cooperation with Addis Ababa fire brigade in line with improving 

their data maintenance which needs to be designed to serve the general 

and particular interest of insurance companies, the fire brigade and the 

society at large. 

According to the finding of the researcher uncovered through 

interview conducted to marketing manager of ErC, there is unhealthy 

competition among insurance companies particularly so long as a firc and 

lightning policy is concerned. There fore; the national bank of Ethiopia 

should devise a controlling mechanism in the general operations and 

premium setting mechanism for all insurance companies to enhance 

healthy competition and at the same time to discharge its responsibility to 

protect the customers together with ensuring rapid, well structured and 

sustainable development in the insurance industry. 

According to the empirical finding through the survey conducted in 

bole sub city administration households, they have awareness about t.he 

insurance service in general and the EIC'S existence in the Insurance 

industry; albeit it is not back up by detail knowledge about the package of 

benefits available in the insurance service. Besides; most of the house 

holds who don't purchase fire and lightning insurance pointed out that thc 

promotional campaign made by EIC about fire and lightning insurance 

policy is not designed in such a way that convince customers to purchasc 

it. On the other hand, most of the respondents thought (with out 

information and knowledge based on facts) t.hat the premium is very high 

for fire and lightning insurance policy in comparison to the expeet.ed 

benefit of the policy. there fore EIC'S promotional campaign needs to be 

geared towards providing lessons about the major benefits, necessary 

formalities, the value of the package of benefits in relation of the premium, 

and the ~fficiency and effectiveness of bureaucratically proced ures there in 

to acquire fire and lightning insurance policy. 

Among others personal selling method IS one of the dynamic 

promotional mixes that enable EIC to secure some of its customers for fire 

and lightning insurance policy. It deploys such effort through its own sales 
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force and brokers. More over; it is worth to devise a mechanism which would 

accommodate all of its employees as an economic diplomatic to sell the 

companies image and fire and lightning insurance policy. This is ginning to be 

carried out through convincing every employee to engage in such course of 

activity while he/ she is pursuing normal course of life in the society. hence; the 

company should design a means to compensate such effort through providing 

of reasonable commission, integrating the contribution w"ith the employce's 

career development and acknowledging the outstanding performers by 

recording them through public notice recognition. 

According to the empirical findings uncovered from respondents, 

majority of the households who acquire fire and lightning insurance policy 

with the ultim a te objective of s ecuring loan fmm banks and financi a l 

institutions. even though exploiting a niche market created from bank loan 

demanders by providing their house as a collateral is appreciable, ErC 

should work very hard to spread the very basic understand of fire and 

lightning insurance policy as an indepe ndent product which provides a 

package of benefits for the insured besides a compleme ntary product for 

bank loan. 

Taking in to account the exemplary deeds vyith regard to responding 

to the newly flourishing horticulture industry in the country, it is logical 

for the researcher to come up with the insight about the possibility of 

organizing an ad hoc committee which would design a n ew type of insura nce 

policy on the bas is of the demand of the customers. There fore; ETC needs 1.0 

assess the marke ting and technical fe a sibility of combining fir e and lightning 

insurance policy with consequential loss policy for those customers who may 

refuse to pay administrative and other expenses coupled by profit margin for each 

policy. 

Finally, Erc should devise a special arrangement m ay be through 

bilateral arra nge ment with regard to exc hanging of informat ion a nd other 
, 

relevant resources with commercial bank of Ethiopian and other banks to 

exploit the market for fire and lightning insurance policy whi ch ste ms from 

its benefit as an enhancement of credit claims. 
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Addis Ababa University 

Faculty of Business and economics 

Masters of business Administration 

(MBA) Project 

The purpose of this( questionnaires IS to conduct a study on the topic 

"Assessment of the marketing practice intends to attract, secure and sustain flrc 

and lighting insurance policy ' s customers- a case study of Ethiopian insurance 

corporation" as a partial fulfillment of the requirement for the masters of bus mess 

administration. First and for most I would like to appreciate your willingness to fill 

this questionnaire . 

I kindly assure you that all the information you provide will be confidential 

and intends to be used only for research purpose 

Product 

Thank you 

Abraham Hailemariam 

1. Does your company's fire and lightning policy covers indirect loss ') 

D Yes D ~o 
2 If your answer for question No I is Yes would you specify th e major items / Goods 

included in the compensation for indirect loss 

3 Would you make a check (v') make for the subject matter insured under fire and 

lightning policy 



[I 

DBuildings 

D Contents there in and there on in the building 

D Stock 

If any other please specify _______________________ _ 

4 Does the fire and lightning policy covers specIal perils') 

DYes D No 

5 If your answer for question No 4 is yes, would you specify the special perils covered') 

6 Would you list out the points to be considered by the insurer and the insured" 

7 Is there important factors which would be considered in the designing of fire and 

lightning insurance policy" 

DYes D No 

8. If your answer for question No 7 is yes, please specify the factors considered together 

with the weight? 

9. Does your comp'any conduct continuous as sessment program to fi gure out the 

changes in the severity and frequency of the I ikel ihood of risk occurrence" 

DYes D ~o 
10 If your answer for question No 9 IS yes, Please specify how the program IS 

conducted" 
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11. is there an and ad hoc committee which would engaged in the designing of special 

fire and lightning insurance policy on the basis of empirical finding from feasibility 

study for a selected group of customers ') 

12 . If your answer for question No 11 is No , please specify the reason why it doesn ' t 

exist in your company') 

13 . If the questions listed from 1-12 doesn't fully helps you to tell the characteristics and 

consideration s made in fire and lightning insurance policy, please li st out the 

procedures , characteri stics and considerations made in real practice') 
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Addis Ababa University 

Faculty of Business and economics 

Masters of business Administration 

(MBA) Project 

The purpose of this questionnaires is to conduct a study on the topic 

"Assessment of the marketing practice intends to attract. secure and sllsta in 

fire and lighting insurance policy's customers:- a case study of Ethiopian 

insurance corporation" as a partial fulfillment of the requirement for the 

masters of business administration. First and for most I \\ould like to 

appreciate your willingness to fill this questionnaire. 

I kindly assure you that all the information you provide \\'i ll be 

contidential and intends to be used only for research purpose 

Thank you 

Abraham Hailemariam 

I. Questionnaire 

1, What kind of personal characteristics do you have 111 line wi th uncertain fUlUrc 

conditions') Put (./) mark 

D Risk taker 

D Risk neutral 

D Risk a\erse 

sex (put (./) mark 

DMale D female 

3. Are you a\vare of the a\'a ilabi liIY of insurance service? 

DYes DNo 

-t, If your al1s \\"er for question No 3 is yes. \\ould you specify among the 

follo\\ing benefits of insurance by making a check (./) mark ') 

D Indemnification for loss 



o Peace of mind o Source of investment funds o Loss control o Enhancement of credit 

If any other pleasespecifies ____________________ _ 

5. If your answer for question No3 is yes. what you kind of insurance policy you 

are aw·are of among the following alternatives? Please make a check mark (/) o Fire and li ghtning insurance policy o Life insurance policy o Burglary& house breaking insurance policy o Motor vehicle insurance policy o Marine insurance policy 

If any other please specify _____________________ _ 

6. Ha\·e you ever purchase any insurance policy? 

o Yes 0 No 

7. If your answer for question No 6 is yes, please specify the types of insurance 

policy yo u brought? 

8. Have you ever thought of fire accident would occur in your home') 

o Yes ONo 

9. If your answer far question No 8 is yes do you purchase fire and lightning 

insurance policy? 

o Yes o No 

10. If \ our answer for question No 9 is yes would you specify the insurance 

company you bought from') 
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11. If your answer for question No 9 is No, what type of risk handling technique 

do you use for a fire peril? 

D Risk avoidance 

D Risk transfer 

D Risk retention 

D Self- insurance 

Ifan), other. please specify _____________________ _ 

12. Do you know that Ethiopian Insurance Corporation deliver fire &lighting 

insurance policy'? 

DYes D No 

13. Have you eyer come across with any kind of promotional campaign made 

by any insurance company? 

DYes D No 

14. Have you ever come across with any kind of promotional campaign made by 

Ethiopian Insurance Corporation? 

DYes D No 

15. 1 r your answer for question No 14 is Yes, would you make a check (..I) mark 

among the following promotional methods you encounter? 

DAdvertising 

D Sales promotion 

D Personal selling 

Dpublicity 

16. If you ha\e come across with the adve rti sement made by EIe about fire 

acc ident "would you make check (..I) mark for the kind of fee ling 

understanding it creates up on you') 

D Makes you a\\are of the fire and lightning policy 

D Convince me to purchase fire and lighting policy 

D It doesn't make you feel any thing 



If any other please specify ___________________ _ 

17. If you don't purchase fire and lightning insurance policy, would you specify 

the reasons that make you not to purchase? 

-D I thought that fire accident will never happen 

D It is unwi se to pay for fire and lightning policy 

D I thought that the premium is very huge. 

If any other please specify _____________________ _ 

18. Have you ever thought of transferring the uncertain lose i.e. due to fire 

accident in your house with a certain minimum cost i.e . premium 

DYes D No 

19. I f your answer for question No 18 is yes and at the same time if you don·t 

hought it ,would you spec ify the reason why you don·t bought" 

20. Have you ever get bank loan by providing your house as collateral? 

DYes DNo 

21. Do banks enforce you to purchase fire and lightning insurance policy" 

DYes D No 
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Addis Ababa University 

Faculty of Business and e'conomics 

Masters of business Administration 

(MBA) Project 

The purpose of this questionnaires is to conduct a study on the topic 

"Assessment of the marketing practice intends to attract, secure and sustain fire 

and liglTting insurance policy's customers:- a case study of Ethiopian insurance 

corporation" as a partial fulfillment of the requirement for the masters of business 

administration. First and for most I would like to appreciate your willingness to fill 

this quc:stionnaire. 

r kindly assure you that all the infonnation you provide \\ill be confidential 

and intends to be used only for research purpose 

Thank you 

Abraham Hailemariam 

/ Placement 

1. Is there an independent and self sufficient placement method devised for fire 

and lighting insurance policy? 

DYes DNo 

J If your answer for question No is yes. would you specify the method \'our 

company adopt to sell lire &lighting in surance policy? 

3. Among the following placement methods which one does your company 

employee? Specify the degree of\\"eight by making a check (/) mark 



1. for the most frequent 

2. the second frequent 

3. the 3rd frequent 

D Personal selling 

D Telephone selling 

DAgents 

-+ . Does the company uses its Owen sales force for selling fire&lighting insurance 

POlicy; D D 

Yes No 

5. I r your answer is yes for question No 4 would you make a check (/) mark for 

the following alternative placement? 

D Head office 

D Regional branch office 

D Local branches 

D Contact offices 

Dlnsurance brokers 

6. If your answer for question No 6 is more than one alternative, would you 

specify each of the alternatives contribution to total fire&lighting insurance 

pol icy sales for the past five years? 

-----... 4---

1997 19~_3 _~ 1994 1995 1996 Areas 

----_._---

---j---_. ~'------_._--
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7. Banks usually calls for insurance coverage in order to grant mar gage loan, 

consequently, is there any mechanism adopted to exploit those potential 

customers as a niche market? 

DYes DNo 

8. If your answer is yes for-question No 7. please would you specify it? 

..... 

9. r f your answer is no for question No 7. please \\'ould you speci fy the reason? 

10. Doses your company has ever aware of the potential niche market as a result of 

the newly flourishing real estate village. 

DYes D No 

11. If your answer is yes for Question 10 does your company implemented it in to 

action 

DYes D No 

12. If your ans\\'er for question No 11 IS No. please specify the stage of 

de\'elopment together with its problems 

13. How you sort out the number. qualification and of peoples directly participatcd 

in placement of insurance policy. 



.. 

Head office 

Regional 

office 

Horal branches 

Contact office 

brunch 

Qualification 

12compe Dip Degree Post grad 

14. Is there any problem you face in line with insurance brokers? 

DYes D No 

15. If your answer for question No 14 is yes, please specify them? 

16. What kind of criteria used to establish placement method for the un reached 

regions of the country? 

D Market feasibility 

D Infrastructural feasibility 

D Availability of trained man pmver 

D Socio political factors 

If any other please specif"}; _____________________ _ 

4 
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Faculty of Business and economics 

Masters of business Administration 

(MBA) Project 

The purpose of thi s questi onnaires is to conduct a study on the topic 

"Assessment of the marketing practice intends to attract, secure and sustain fire 

and lighting insurance policy' s customers:- a case study of Ethiopian insuranc e 

corporation" as a partial fulfillment of the requirement for the masters of business 

admini stration , First and for most I would like to appreciate your willingness to fill 

th is qu estionnaire , 

I kindly assure you that all the information you provide will be confidential 

and int c:nds to be used only for research purpose 

Thank you 

Abraham Hailemariam 

PRODUCT PRICING 

1, Does your company use Manual / class rating method? 

DYes DNo 

I IC yo ur answ'er for question No 1 is yes, pl ease specify how you are rat in g" 

3. D OL'S your company use Indi\idual /merit rat in g method? 

DYes D No 



~- ---~-~ 

4. If your answer of question No 3 is yes, please specifY how you are rating? 

5. If your ansWer for question No 3. Is yes, which approach doe-s your company 

adopts among the following alternatives,) 

D Judgment rating 

D Schedule rating 

D Experience rating 

D Retrospective rating 

Ifany other pleas specifY __________________ _ 

6. I f your ansv,;er for question No5 is '"Judgment rating" would you explain its 

. strength and \"eakness in its application in practice? 

Strength Weakness 

7. If your answer for question No 5 is "schedule rating" would you explain its 

strength and weakness in its application in practice? 

Strength Weakness 

R. I f your ans\\er for question No 5 is "Experience rating" \\ould you explain its 

strength and \\eakness in its application in practice? 

Strength Weakness 

2 



9. If your answer for question No 5 is "retrospective rating" would you explain its 

strength and weakness in its application in practice? 

Strength Weakness 

10. Does your company's fire and lightning insurance policy covers both direct 

loss and indirect loss. 

DYes D No 

II. If your answer for question No 10 is yes, how do you calculate premium fo r 

the fire and lightning insurance policy. 

12. Does your company use statistical data from Addis Ababa fire brigade to 

calculate the objective risk for the coming year? 

DYes D No 

13. If your answer for question No 12 is Yes, please specify the procedures you 

employee to predict the would be fire accident? 

I .. L Does your company uses comm ittee members In the process of setting a 

premiulll for fire and lighting in surance policy? 

D Yes D NO 

15 . I f your ans\\"er for question \jo 1-1- is yes \\ould you specify its strength? 



~~------~---------

16. Dose your company specifically computes a "loading cost value" for fire and 

lightning insurance policy? 

DYes DNo 

17.lf your answer for question No 16 is yes, would you specify how you compute 

a loading cost \·alve') 

18 . Does your company's computation of a pure premIUm comply \\·ith the 

scientific application (i.e. Total expected losses)? 

No of exposure units 

DYes D No 

19.1 f your ans\yer for question No 18 is No would you specify the method 

ltechniques you employ? 

20. dose your company s computation of a gross premlUm comply with the 

scientific application (i.e. pure premium) 

I-loading percentage 

DYes D No 

21 If \our ans\\"er for question No 20 IS no. \\·ould you specify the method 

techniques you employ·? 

22 [r the questions from 1-21 doesn °t properly helps to illustrate the premium 

setting mechanism procedure, please specifies the procedure techniques used 

briefly? 
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this questionnaire, 

I kindly assure you that all the information you provide will be confidential 

and intends to be used only for research purpose 

Thank you 

Abraham Hailemariam 

Promotion 

I. What is the grand promotional strategy used by your company. please specify _ 

I What is the objective of your company's promotional campaign? Please make 

a check (.,/) mark for the following all alternatives') 

D A \\areness creation 

D To ensure creditability 

D To differentiate from competitors 

D To remained customers. 



Ifany other please specify --------------------

3. If your answer for question No 2 is more than one alternative would you make 

a scale in terms oj emphasis by writing from 1 i.e. the most emphasized to 5 

and lor 6 the least emphasized. 

D Awareness creation 

D To ensure credibility 

D To differentiate from competitors 

D To remained customers 

D Any other 

Rank 

4. Among the following promotional method which one does your company 

employs please make a check (/') make? 

D Advertising 

D Personal selling 

D Sales promotion 

D Publicity 

D Public relations 

5. Does your company devise an independent promotional mix for fire &Iighting 

insurance policy? 

DYes D No 

6. I r your answer for question No 5 is yes . \\ould you specifY the blending or the 

promotional mix? 

7. If your anS\\'er for question No 5 is No. \vould you li st out the hindrances/ 

obstacles for devising an independent promotional mix for fire insurance? 

D Economically not feasible 

D Lack of skilled man power 



D Lack of awareness by the management 

If any other please specify __________________ _ 

~. Make a check (.,/) mark for factors your company considers to make a decision 

about the promotional mix? 

D Funds availability 

D Nature of the market 

D Geographic scope of the market 

D Types of customers 

DNature of the product 

Ifany other please specify __________________ _ 

9. If your answer for question No 8 is more than one alternative, please specify 

their rank of consideration? 

D Funds availability 

D Nature of the market 

D Geographic scope of the market 

D Types of customers 

D Nature of the product 

D Others 

Rank 

10. would you rank the frequency that your company gave from the highest to the 

lowest ( 1- for more frequently used and 5 for least frequently used) 

D Adverti sing 

D Personal selling 

D Sales prOl11otio~ 
D Publicity 

D Public relations 

II. Make a check (.,/) mark for the factors considered in media se lection and state 

their relative importance in consideration by ranking. 

Rank 

D Objective of the advertisement 



D Media circulation 

D Requirements of the message 

D Time and location of buying decision 

D Cost of media 

12. Make a check (/) mark for the types of media your company uses? And state 

their relati\c frequency and emphasis made by your company? 

D 
D 
D 
D 
D 
D 

Television 

Radio 

Ne\\s paper 

Magazines 

Direct mail 

Out door advertising 

If any other 

Please specify _______________ _ 

Rank 

13 . Make a check (/) mark for the languages your company uses to transmit its 

message. And. please specify their amount of emphasis to gather with its 

reasons for se lecting? 

DEnglish 

DAmharic 

DOromiffa 

o Tigrina 

other languages 

Rank 

I .. L Dose your company ha\ 'e a web site? 

D Yes 

Reason for selecting 

DNO 

15. If your answer for question No 1..+ is yes. do you employ it as one of a media 

to reach to customers? 

DYes DNo 



16. If yo-ur answer for question No 16 is yes please specify how and what kind of 

promotional activities carried out by your company? 

17. Does your company uses the whole employee as an econollli(O dil,lonud 

'"the act of selling company" s image regardless of being their duty . usually 

while they are carrying out their normal course of life in the society as a 

personal selling mechanism. 

o Yes ONo . 

18 . If your ans\ver for question No 18 No please specify the reasons for not using? 

19. Does your company have devised a special promotional arrangement for a 

ne\\ly flourishing real state village i.e. like ayat real state village? 

o Yes 0 No 

20. If your answer for Question No 19 is yes, please specify the promotional 

arrangement your. Company has made. 

21.1 f your ans\\er for question No 19 is no please specify the reason \yl1\ your 

company does not devise promotional arrangement? 

22. By taking mortgage loan granted through \ ·anous commercial banks as a 

complimentary product for fire &lighting insurance policy, does your company 

adopt a mechanism to attract thi s niche market? 

o Yes 0 No 



[ 

r 

[ 

23. If your answer for question No 22 is yes, please specify the kind of mechanism 

devised. 

24. If your ansv,'er for question No 22 is No please specify the reason \\"hy your 

company doesn"t devise a mechanism. 

25. Does your company made an effort to develop lIlsurance servIce awareness 

through a regular program? 

DYes D No 

26. If your ansv;er for question No 25 is yes, please specify the media that your 

company uses? 

27. If your answer for question No 25 IS no please specify the reasons for not 

implemented? 

28. Is there any audio response machine \vhich serves as a mechani sm ror 

enkrtaining customer compliant') 

DYes D No 

29. If your answer for question No 28 IS no. please specif~ the reason for not 

usino c · 
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