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Abstract: This study sets out an original concept of the decomposition process of insurance operations.
The first part of the paper presents the concept of the process, the process-based approach and process man-
agement. The further part identifies the processes carried out in insurance companies and discusses the pur-
poses of implementing them. The final part of the study presents an example of the practical application

of the process-based approach to issues of financial management of an insurance company.
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1 Introduction

Insurance companies are an important part of the finan-
cial market, which is now facing an ever more competi-
tive struggle, and a need for more and more risk
protection. The activities of insurance companies
in these conditions require a new approach. This study
assesses that the process-based approach to insurance
activity is adequate for the conditions for changes
inthe insurance business environment. It provides
for consistent foundations for many observations on the
financial management of insurance companies; it ena-
bles the decision-making processes to be tracked,
to monitor the legitimacy of costs incurred; it sets out
conditions for generating accurate and important — both
strategically and operationally — cost information, in-
cluding on the processes and activities undertaken.

2 Processes, process-based approach
and process management

The functioning of any organisation can be presented
by showing a group of interrelated processes, organi-
sation, while minimising the operating costs of these
processes. This approach offers the greatest potential
for improving the effectiveness and cooperation be-
tween organisational units pursuing the process,
and enables the whole organisation to function more
efficiently [1, pp. 14-15]. The literature reveals
anumber of definitions of the concept of process.
T. Pszczotkowski defines a process ‘as a series
or arange of events occurring in time and treated as
a whole due to certain distinctive features’ [12, p. 185].
According to J. Zieleniewski, ‘a process is many con-
secutive events that are interdependent in some way’
[16, p. 16]. According to M. Porter, ‘a process is a val-

ue chain in which the amount involved in the creation
or delivery of a product or service increases through the
implementation of various activities. Each subsequent
activity performed in the process should be adding
anew value to the effect of prior activities’ [11, p. 3].
According to P. Grajewski, ‘a process is a set of se-
quential steps that are interrelated with cause-effect
relationships. The results of the preceding actions are
the input of the subsequent ones. Every action or set
of actions can be described as a process by which
a certain initial value (effort) brings about a result (vol-
ume converted, enriched with added value), which is
the result of the process’ [5, p. 55]. M. Trocki,
M. Romanowska define processes ‘as sets of activities
implemented in the organisation in cause-effect rela-
tionships, carried out to achieve the pursued objective
by teams of performers at many workplaces, in many
organisational units’ [13, p. 64]. J. Brilman defines
aprocess ‘as a set consisting of a sequence of opera-
tions performed to achieve pre-determined results’
[2, p. 287]. According to E. Skrzypek and M. Hofman
‘a process is a logical sequence of consecutive or con-
current actions, the implementation of which leads
to meeting customer expectations, both internal and
external, by providing him with a product, service
or documentation in accordance with his requirements’
[14, p. 12]. K. Perechuda defines a process ‘as a set
of concurrent tasks running in parallel, conditionally
or sequentially, leading to changes inthe assets
of a company from the input to the final results in the
form of a product or service’ [10, p. 88].

Gathering from the above definitions, the authors most
often define a process as a sequence of actions (opera-
tions) performed in parallel or sequentially, condition-
ally, which aim to produce a product or service.
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Table 1. Differences between the traditional and the process-based approach to business management
(source: [13, pp. 10— 11])

management objects Workplaces

Characteristics Static aspect Dynamic aspect
Term Structural Management Process Management
Elementary

Work operations

Complex
management objects

Organisational units as a grouping of work
positions: lines, sections, branches, units,
divisions, offices, levels, departments

Processes as a grouping of opera-
tions: phases of processes, partial
processes, processes, complexes
of processes

Component
of management

Functions as groupings of repetitive tasks,
people as employees of organisational units,
resources as resources of organisational units

Tasks as a series of actions, people
as participants in the processes,
resources as means of process im-
plementation

At the same time, they emphasise the need to meet the
internal and external expectations of the customer, as
well as indicate the need for order, to organise activities
in time and space.

Targeting an organisation (a company, an institution)
towards the processes occurring in it is called the pro-
cess-based approach or orientation. This approach as-
sumes that each entity is a set of mutually interwoven
processes, whose identification allows a better under-
standing of wvalue creation, where streamlining
and continuous improvements increase the effective-
ness of the enterprise and customer satisfaction [9,

p. 40].

A process-based approach to managing business organ-
isations (process-based management) is currently
the dominant paradigm in management. It is character-
ised by changing from the classic perception of the
organisation, which is based on the logic of specialisa-

tion and grouping similar functions to try and create
larger units i.e., changing into a new organisation fo-
cused on gathering resources from various areas around
building value for their customers. In this approach,
the processes are the basis for the allocation of tasks,
development, evaluation

resources, for training,

and rewarding of employees [1, p. 17].

Differences between the traditional and the process-
based approach to business management are shown
in Table 1.

Process management is defined as a comprehensive
and systematic continuous use of influence concepts,
methods and tools of influence on the processes taking
place in the organisation, aimed at achieving the goals
of the organisation and best meeting the needs of its
external and internal customers [9, p. 57]. A process
management diagram is shown in Fig. 1.

Process management
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Analysing processes
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measures (continuous
improvement
of processes)
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Figure 1. A process management diagram
(source: [8, p. 186])
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The aim of process management is to:
e reduce the duration of processes,
o reduce costs of processes,

e increase the quality of the processes and of prod-
ucts/services,

e increase the productivity of employees,
o strengthen the competitive advantage.

The idea of process management has many advantages,
among which can be mentioned:

e it is better than the conventional description of the
organisation’s activities,

e a greater ability to assess and influence the effec-
tiveness of the entire organisation, in particular its
clearly separated parts of processes,

e the process description of the organisation makes
it easier for the employees to explore the operation
(the reference process) with a parallel, optimistic
prospect of their own impact on the results
achieved,

e greater predictability of behaviour of employees
strongly motivated to achieving results in all areas
of the organisation’s activities, and not only in those
that are verified by external customers’ expecta-
tions,

e a potentially big opportunity to reduce the cost
of the organisation’s activities through very flexible

forms of using all the resources of the organisation,
including human resources,

e a significantly higher level of operational flexibility
than in a functionally, classically configured organi-
sation — achieved by the high level of responsive-
ness to expectations of customers,

e a potentially positive impact of the process-based
organisational system on the learning and the devel-
opment of both employees and the entire organisa-
tion [1, p. 39].

The entry point for process management is to identify
the processes to determine what processes are needed
in the organisation so that customers receive the ex-
pected product/service. For each process, there should
be targets set for its implementation, taking into ac-
count the objectives of the organisation as well as cus-
tomers’ requirements.

3 The concept of insurance business process
decomposition

The purpose of the business of insurance is to provide
specific insurance related to the offering and granting
protection against the risk of the effects of random
events [15, Art. 3 point 1]. The activities of insurance
companies as well as of other organisations operating
in a competitive market is focused on the customer’s
needs and satisfaction, as shown in Fig. 2.
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Figure 2. Market orientation of insurance companies
(source: [4])
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The issues of a process-based approach to the business

of insurance are usually neglected in the numerous

publications on insurance. The only exceptions are the

works of A. Karmanska [6], A. Karmanska,

K. Kedziora and M. Lament [7] and L. Gasiorkiewicz

[3, 4]. A. Karmanska, for the purposes of modelling the

activity-based costing, singled out the following pro-

cesses carried out in the framework of the insurance

business:

e marketing,

e sales of insurance products,

e reinsurance of insured risk,

e management of insurance fund deposits,

e process of compensation or benefits and recourse
proceedings,

e preventive process,

e administering the collections of insurance statistics,

e process of managing finance,

e human resource management,

e managing insurer’s infrastructure and regional net-
work.

Then, the author presents a functional map of the de-
composition of the insurance company, highlighting the
first, second and third degree processes and auxiliary
processes. According to A. Karmanska, the insurer is
justified to use the gradation of operational processes
and singling out processes at the interface between
the insurer, the customer, and the processes in the
background of this relationship.

First-degree (primary) processes include:

e marketing,

e selling insurance products,

e compensation.

Second degree (secondary) processes include:

e insured risk reinsurance,

e insurance company's investment management,
e prevention,

while third degree processes include:

e administering the collections of insurance statistics.

The auxiliary processes are: human resource manage-
ment, financial management, and managing the region-
al network.

A. Karmanska, K. Kedziora, M. Lament - for the needs
of financial accounting, distinguish the following pro-
cesses:

e sales of insurance products,

e compensation and benefits and recourse proceed-
ings,

e reinsuring insured risks,

e managing the insurance company’s investments,

¢ financial management.

The processes highlighted by the authors are part of the
processes listed by A. Karmanska, and the sub-
processes are identical. The authors do not specify
in their work the criteria according to which they made
the division of the processes.

According to the author of this study, the processes
carried out at insurance companies can be divided into
three groups, namely: the primary, secondary and the
management (general) processes. The primary process-
es are those related to the primary task of insurance
companies, as specified in the Insurance Activity Act
(providing insurance cover). These include insurance
agreements and — in case of occurrence of an event
specified in the contract — the liquidation of damages.

Secondary processes are processes that support
the implementation of the primary processes. Thanks
to this support, the primary processes can produce
the expected results. ‘“The products’ of these processes
are often not visible to external clients, but have a sig-
nificant impact on the financial management of insur-
ance companies.

Management (general) processes are processes de-
signed to ensure the effective planning and operation
of the primary and secondary processes, and the effec-
tive management of the insurance company.

A decomposition of the processes carried out in the
insurance companies is presented in Fig. 3.

The objectives of the insurance business processes are
presented in Table 2.

The decomposition process of insurance business:

e is better than the conventional description of the
organisation’s activities,

e gives a greater ability to assess and influence
the effectiveness of the entire organisation, in par-
ticular its clearly separated parts of processes,

e makes it easier for the employees to explore
the operation (the reference process) with a parallel,
optimistic prospect of their own impact on the re-
sults achieved,
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Table 2. The objectives of the insurance business processes
(source: own study)

Process

The objective of the process

Conclusion of insurance
contracts

Acquiring a premium from current and future customers in accordance
with the strategic objectives of the insurance company

Loss adjustment

Deciding the scope of liability, and the amount of compensation adequate to the extent
of the damage, in accordance with the requirements of laws and internal regulations
of the insurance company and the settlement of claims ending with the payment

of compensation / benefits due

Marketing management

Planning and implementing marketing activities to support the implementation
of the sales and image building objectives of the insurance company.

Product management

Optimisation of the product offer tailored to the current and future needs of customers,
according to the strategic objectives of the insurance company

Managing the sales network

Organisation and maintenance of an optimal insurance products sales network

Financial accounting

Providing timely and correct records of business events, as well as providing financial
reporting and the timely payment of financial obligations of the insurance company

Investment activity
(investment deposits)

Achieving a high return on investment at a given level of risk, taking into account
the need to ensure the liquidity of cash

Technical provisions

Financial security of current and future liabilities of the insurance company toward
customers arising from insurance contracts

Reinsurance of insured risks

Ensuring the financial security of the insurance company by dispersing the insurance
risk (increasing the insurance capacity, the stabilising the performance of the insurance
company and protecting against catastrophic risk)

Insurance statistics

Creating an internal system of reporting on insurance activities

Legal support and debt
collection services

Ensuring uniform principles of legal support and debt collection services
of the company and its regional units

Human resource
management

Selection of employees with optimal qualifications for the position and for the
implementation of an incentive and remuneration policy of the insurance company

Information technology
support

Needs analysis and implementation of projects and maintenance of the IT infrastructure
of the insurance company

Infrastructure maintenance

Needs analysis and securing the fixed assets and insurance forms necessary
for the operations of the insurance company

allows an opportunity to reduce the cost of the or-
ganisation’s activities through very flexible forms
of using all the resources of the organisation, in-

cluding human resources,

provides a significantly higher level of operational
flexibility than in a functionally, classically config-
ured organisation — achieved by the high level of re-
sponsiveness to expectations of customers,

brings a better understanding of the processes
of decision-making in the financial management

of insurance companies.

A further part of the paper presents the cash flows us-
ing the example of one of the primary processes, name-
ly the process of concluding insurance contracts.

4 Analysis of financial flows in the process
of concluding insurance contracts

The process of concluding insurance contracts,
from the point of view of financial management, can
be broken down the following actions, as shown
in Fig. 4.
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insurance

contracts

> The conclusion of an insurance contract — one-time payment
L~ The conclusion of an insurance contract — paid by instalments
-~ The charging of the premium provision

> The charging of the broker's commission

The process > The accrual of deferred acquisition costs

of concluding ——> The charging of reinsurance premium

——> The charging of the reserve premium. net of the reinsurer
————> The charging of reinsurance commissions

> The deferred settlement of reinsurance commissions at a time
——> Changes in the assets after posting customer payments
———> Transfer of a fee payable to the intermediary

——> Transfer of the reinsurers' share of the premium

> Transfer of the reinsurance commission

——> Payment of the broker's commission

Figure 4. Activities carried out in the process of concluding insurance contracts
(source: own study)

The process of concluding insurance contracts has
a multi-directional impact on the financial performance
of insurance companies. This applies both to activities
carried out in the process, as well as to the costs associ-
ated with the implementation of the process. The values
of assets and liabilities change, as do the positions
of the insurance technical account and of the profit
and loss account. This causes changes in the financial
performance of insurance companies. A model of fi-
nancial flows in the process of concluding insurance
contracts is shown in Fig. 5.

Legend:

1 - the conclusion of an insurance contract — a one-
time payment,

2 - the conclusion of an insurance contract — payment
by instalments,

3 - the charging of the premium provision,

4 - the charging of the broker's commission,

5 - the accrual of the deferred acquisition costs,

Q.
9.

10 -

11 -
12 -
13 -
14 -
15 -
16 -

17 -

the charging of the reinsurance premium (propor-
tional reinsurance),

the charging of the reserve premium, net of the
reinsurer,

the calculation of the reinsurance commissions,

the deferred settlement of reinsurance commis-
sions at a time,

the costs of implementing the process of conclud-
ing insurance contracts,

posting customer payments,

transfer of a fee payable to the intermediary,
transfer of the reinsurers’ share of the premium,
transfer of the reinsurance commission,

payment of the broker's commission,

transfer of the technical result to the general profit
and loss account,

transfer of net profit (loss) attributable to the lia-
bilities.
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BALANCE SHEET INSURANCE TECHNICAL
(ASSETS) ACCOUNT
e . e End
Specification End of period Specification of period
Receivables 14 \ < Premiums 21267
A 2 A
Other compo- 1 Insurance 4,5,8,9,
nents of assets 1 activity costs A 10
Prepayments Technical
and accruals 5,8 result
Total assets

BALANCE SHHET

(LIABILITIES

Specification

End of period

Equity capital

17

Process
of concluding

inusrance contracts

A

Insurance
Technical
provisions

A

Reinsurers'
share

of technical
provisions

TOTAL PROFIT
AND LOSS ACCOUNT

Specification End of period
Technical
result 16 <
Net profit
(loss)

Other liabilities
and
special funds

12,13

A

15

Prepayments and
accruals

4,69

Total equity
and liabilities

Figure 5. Model of financial flows in the process of concluding insurance contracts

(source: [4])
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Table 4. The impact of the activities carried out in the process of concluding insurance contracts on the formation
of the balance sheet, the insurance technical account and the general profit and loss account
(source: own study)

Activity

Balance sheet

Insurance technical
account

General profit and loss
account

The conclusion of an insurance
contract — a one-time payment

Raises the sum of assets
and liabilities

Improves the technical
result

Improves earnings

The conclusion of an insurance
contract — payment by instal-
ments

Raises the sum of assets
and liabilities

Improves the technical
result

Improves earnings

The charging of the premium

It does not change the
total assets and liabilities

Worsens the technical
result

Worsens earnings

The charging of the broker’s
commission

It does not change the
total assets and liabilities

Worsens the technical
result

Worsens earnings

The accrual of deferred acquisi-
tion costs

Raises the sum of assets
and liabilities

Improves the technical
result

Improves earnings

The charging of reinsurance
premium

It does not change the
total assets and liabilities

Worsens the technical
result

Worsens earnings

The charging of the reserve
premium, net of the reinsurer

It does not change the
total assets and liabilities

Improves the technical
result

Improves earnings

The charging of reinsurance
commissions

Raises the sum of assets
and liabilities

Improves the technical
result

Improves earnings

The deferred settlement of rein-
surance commissions at a time

It does not change the
total assets and liabilities

Worsens the technical
result

Worsens earnings

Changes in the assets after
posting customer payments

Assets items are changed
without changing the total
assets

They do not change the
technical result

No change in earnings

Transfer of a fee payable to the
intermediary

Changes liability items
without changing the total
liabilities

It does not change the
technical result

No change in earnings

Transfer of the reinsurers’ share
of the premium

Changes liability items
without changing the total
liabilities

It does not change the
technical result

No change in earnings

Transfer of the reinsurance
commission

Assets items are changed
without changing the total
assets

It does not change the
technical result

No change in earnings

Payment of the broker’s com-
mission

Reduces the total assets
and liabilities

It does not change the
technical result

No change in earnings

The impact of the activities carried out in the process

of concluding insurance contracts on the formation

of the balance sheet, the insurance technical account

and the general profit and loss account is presented

in Table 4.

The analysis of financial flows, of a sample process
shows that the decomposition process of insurance
business creates conditions that significantly improve

the monitoring of the financial situation of an insurance
company. It enables a thorough analysis of the impact
of individual processes — and activities implemented as
part of them — on the financial results of insurance
companies and enables appropriate actions to be taken

in this regard.
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5 Conclusion [6] Karmanska A. - Rachunkowos¢ zarzqdcza ubezpie-
czyciela. Modelowanie na podstawie rachunku
The use of a process-based approach results in the per- kosztéw dziatann (Managing Insurer's Accounting.
ception of the insurance company as a dynamic organi- Activity Costs Account-Based Modelling). PWN
sation with a number of processes aimed at achieving Polish Scientific Publishers, Warsaw 2003.
certain objectives. This perception of insurance compa- [7] Karmanska A., Kedziora K., Lament M. - Rachun-
nies can improve the efficiency and effectiveness kowos¢ finansowa zakladéw ubezpieczeri (Finan-
of their actions and also fosters: cial Accounting in Insurance). Difin, Warsaw
o the transparency of the insurance company, 2003. o . )
e consistency of the objectives of individual processes (8] Nowosielski S i Model.owanze p roces?w £o%po-
. , . darczych w literaturze i praktyce (Business Pro-
with customers' expectations, . . )
o ] ) o cesses Modelling in the Literature and
o identification with the decisions taken, in Practice) [in] Podejscie procesowe w organi-
e participation and involvement of the implementa- zacjach (Process-Based Approach in Organisa-
tion personnel in the operations area of each pro- tions) (scientific ed. S. Nowosielski). Prace
cess, naukowe Uniwersytetu Ekonomicznego
¢ identification of bottlenecks. elimination of duplica- we Wroclawiu (Scientific Works of the Univer-
tions of effort, sity of Economics in Wroctaw), Wroctaw Uni-
e shortening and simplifying the processes occurring versity of Economics ~Publishing House,
in the insurance company, Wroctaw 2009.
e optimisation of operations, [9] Nowosielski S. - Procesy i projekty logistyczne
) ) (Logistics Processes and Projects). Wroctaw Uni-
* reducing the costs of operations, versity of Economics Publishing House Wroctaw.
¢ defining the powers and responsibilities. 2008.
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