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SELECTED APPROACHES TO EVALUATION OF THE BEST
NON-LIFE INSURANCE COMPANY IN THE POLISH INSURANCE
MARKET

Dubravska M.

Abstract: This article deals with the identification of the best non-life Polish insurance
company according to selected approaches. Four indicators were selected for evaluation
such as growth of brutto written premium, asset leverage, reserve ratio and investments to
technical provisions. The results of financial analysis were evaluated by Method of distance
from imaginary object. This ranking of insurance companies was next compared with two
approaches.
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Introduction

Every economic entity operating on the market has to continually analyse its
activity and the results which it has achieved. Every decision-making process in
a company should be aimed not at losing its position on the market but at
improving it and remaining competitive. The financial analysis elaborated in
a company evaluates essential economic indicators and draws conclusions for
the company.

Its financial situation is one of the key factors influencing a company’s position on
the market. In a free economy it has the biggest influence on creating the corporate
image connected with the external and internal environment of the company. The
role of financial analysis is to define which factors have been involved in creating
the corporate financial situation and to what extent. That requires creating
systemization and identifying the performance of these factors (Kotuli¢ and
Pavelkova, 2014).

Consumers in the financial market compensate the lack of information by selecting
the most attractive offers in terms of high interest rates or investment returns.
(Armeanu et al., 2014) So we find very important to analyse various approaches to
evaluate the best insurance company.

Insurance companies have achieved a special place among financial institutions as
mentioned by various authors, such as Kafkova and Pukala (2012), Liberko et al.
(2012) and Pukala (2012). The main aim of insurance companies is their business
activities in the area of insurance, as well as in the area of financial investments
with temporary free financial resources (Sira, 2014). Insurance companies are not
exceptions to this rule; ultimately, if they are not careful, the insurance safety of
their clients can come under severe threat.
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Financial Analysis of Insurance Company

The basic directory used for financial analysis of a company can also be applied for
financial analysis of insurance companies. Certain modification is needed,
however, due to the unique character of insurance activities (Sira, 2012b). This
results from the fact that most firms outside the insurance industry can estimate
their costs almost exactly before pricing their products. Insurance companies,
however, must fix prices without knowing the exact costs included in the offered
services. The second difference is that an insurance company must manage its
portfolio and investment performance (Sira, 2012a). This is the only way to
achieve its goals and fulfil the requirements of controller e.g. insurance
supervision.

Both mentioned portfolios are exposed to risk. The risk is present in many
activities (Ennouri, 2013). Risk is a set of measurable future results of a particular
activity (Sitek, 2013). Portfolio performance is influenced by the risk of loss
occurrence, something which cannot be predicted. The investment portfolio
depends on capital market fluctuation and on personal mistakes in investment
decision — making. The third aspect lies in the differences in accounting systems of
insurance companies and other companies. The basic information sources for
financial analysis of insurance companies are the following accounting reports:

— The balance sheet of insurance companies,

— The profit and loss statement of insurance companies,

— Cash flow survey (Sira and Radvanska, 2010).

The assessment of financial soundness of insurance company differs depending on
the type of institution or rating agency providing this assessment. The most
frequent methods are that applied by the rating agency Moody’s Investors Service
and Standard & Poor’s (Karchova, 2005). We choose some indicators used by
Standard & Poor’s agency.

Aims and methodology

The main aim of this paper is to identify, which insurance company was in the year

2012 the best on Polish insurance market in non-life section according to selected

insurance indicators. The partial goals are:

— to calculate the chosen indicators,

— to calculate the concentration ratio,

— to compare the concentration ratio with the number of insurance companies,

— to determine the positions of insurance companies according to results of the
method of distance from imaginary object,

— to compare selected approaches to evaluation of the best insurance company,

— to verify the stated thesis.

For financial analysis we choose these indicators:
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— growth of brutto written premium:
(written premiumyY,,, —written premiumY,, )

- - x100
written premiumy,,,
averageinvestment
— asset leverage = g ——x100
net earned premium
_ reserve ratio = averagetechnical pr(_JV|S|ons><100
net earned premium
. . . investments
— investments to technical provisions = x100

technical provisions

We have selected these indicators, because we have found out very important to
analyze the written premiums, technical provisions and investments in insurance.
Their amount became the key indicator to determination of financial stability of
insurance companies. These indicators can be used in various countries so we can
say they have an international character, because of universal significance in
insurance companies in many countries.

Thus we determine the thesis. We assume that the best insurance company
according to results of the method of distance from imaginary object is this with
the best financial results in the year 2012 in the non-life section.

To meet the objective we used the method of financial analysis of insurance
companies selected through the above indicators, then the method of distance from
imaginary object to determine the final ranking of insurance companies. For our
assessment there were selected commercial insurance companies operating on the
Polish insurance market in non-life section. In 2012, there were thirty one
insurance companies.

For evaluation of the best insurance companies, we firstly calculated indicators for
the year 2012. When calculating, we were taking into account the values of written
premium, net earned premium, investments and technical provisions of the year
2011.

The second step was to calculate standardized norm according to Method of
distance from imaginary object in these analyzed insurance companies. At the end,
according to results of this Method, we determined the final ranking of insurance
companies. Thus, for all the 31 insurance companies, there were calculated and
compared examined indicators.

Finally, based on data from the year 2012, we have processed the final order of the
insurance companies using the method of distance from the imaginary object, i.e.
the order of the most successful insurance companies based on the best indicators
from the analysis.

Data required for calculation were drown from the annual report CEA - Insurance
in figures, the annual report of the PIU association (Polish Insurance Association)
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and the annual reports of selected Polish non-life insurance companies. We used
data from the years 2009 - 2012.

Finally, we compared the final ranking of Method of distance from imaginary
object from the first three places with the ranking according to written insurance
premiums and net financial results, and we investigated the differences between the
results.

At the beginning of this paper, we describe the situation on the Polish insurance
market in non-life section calculating the concentration ratio CR4. For the period
2009-2012, we compared CR4 and the development of the number of insurance
companies on the market.

The concentration ratio is the percentage of market share held by the largest firms
(m) in an industry.

CR, = s, &)

Therefore it can be expressed as: CRm=s5; +S, +.... + S, 5
Where s; is the market share and m defines the number of measured firms (Sira,
2013).

Discussion

The transformation of the economy from the centrally planned economy into the
market economy is accompanied by the decrease of the GDP and industrial
production in practically all the countries of the Central and Eastern Europe
(AdamiSin and Kotuli¢, 2013), (Kotuli¢ et al., 2010). The process of the Polish
insurance market has been harmonized with the standards of highly developed
European countries since 1990. Currently, commercial insurance companies are
given licenses to either life or non-life insurance (Pukala, 2012).

Table 1. Number of insurance companies
2009 2010 2011 2012
Non-life section 36 35 33 31

As we can see from the Table 1, the number of commercial insurance companies in
non-life insurance is decreasing. Over the past four years their number dropped by
5.

The standard tools of market competition measurements are the Herfindahl index
(HHI) and the concentration ratios (CRn). These two are known as the traditional
structural measures of market concentration (based on market shares). The
concentration of firms in an industry is of interest to economists, business
strategists and government agencies (Kramaric and Kitic, 2013).
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Table 2. Concentration ratio CR4

2009 2010 2011 2012
Section of non-life insurance 63.8 60.9 63.6 62.7

Results of concentratio ratio are stable. Its height in different years was slightly
different, but overall we can say that it is stable. The share of 4 largest non-life
insurance companies is more than 60%, so this market is medium concentrated. It
is important to note that despite the decreasing number of insurance companies in
a given period, the amount of concentratio ratio was stable. Therefore, this fact
proves a stable share of 4 largest non-life insurance companies.
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Figure 1. The development of insurance companies and CR4 indicator

The Method of Distance from the imaginary object

Table 3 shows the total data from financial analysis assessed by Method of distance
from imaginary object of the year 2012 of thirty one analysed Polish insurance
companies belonging to Section 11 (non-life insurance).

Based on the collected data, we have put the insurance companies in order, from
the best to the worst. We have used the method of distance from imaginary object.
The basis of this method is comparison of the observed insurance companies to an
imaginary object. It presents an abstract model achieving the best values in all
indicators. It is considered to be the most exact of all the methods of the methods
for inter-business comparison because it expresses the distance of the business
from the fictive model (Zalai et al., 2007).

Based on the results of the method of distance from an imaginary object, the
Partner S.A. was the first because compared to other analysed insurance companies
it achieved the best results. The second was Cuprum T.U.W and the third was
Kuke S.A.
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PZU S.A, which was the first according to amount of written premium and net
financial result, was in our approach on the 4" place, Warta S.A. was the 8" and
Ergo Hestia S.A was even on the 23" place.

Table 3. Ranking of non-life insurance companies according to method of distance
from imaginary object

Non-life Distance Distance
insurance from . Non-life insurance from .
. . - Rank: ; . - Rank:
companies - part | imaginary companies - part 1. | imaginary
l. object: object:
Allianz Polska 6.1718 17 INTERRISK S.A. 6.1575 16
Aviva- OGOLNE |6 1381 15 KUKE S.A. 4.8832 3
AXAS.A. 6.4234 26 LINK4 S.A. 6.1984 20
BENEFIA S.A. 6.1861 18 MEDICA S.A. 7.4608 31
BRE
UBEZPIECZENIA | 6.0325 12 MTU S.A. 6.2005 21
S.A.
BZWBK-Aviva
TUO SA. 6.3439 25 PARTNER S.A. 1.5817 1
COMPENSA S.A. 6.0174 11 POCZTOWE T.UW. 6.6057 28
CONCORDIA
POLSKA T.UW. 6.4296 27 PTR S.A. 6,0018 10
CUPRUM T.U.W. 3.8921 2 PZU S.A. 5.1267 4
SIGNAL IDUNA
DAS.SA. 54917 5 POLSKA S.A. 6.0853 14
ERGOSFAEST'A 6.2692 23 SKOK T.U.W. 5.7941 7
EU'-ERSFAERMES 7.3032 30 TUW T.U.W. 6.2157 22
EUROPA S.A. 5.4971 6 TUZ T.U.W. 6.7977 29
GENERALI S.A. 5.9060 9 UNIQA S.A. 6.0486 13
GOTHAER S.A. 6.3210 24 WARTA S.A. 5.8898 8
INTER POLSKA
SA 6.1893 19

Table 4. Comparison of the best insurance companies in the non-life section

. Accorc?mg to Method According to amount According to net
Ranking of Distance from - . - .
. ; . of written premium financial result
imaginary object
1 Partner S.A. PZU S.A. PZU S.A.
2. Cuprum T.U.W Warta S.A. Warta S.A.
3. Kuke S.A. Ergo Hestia S.A. Ergo Hestia S.A.

According to amount of written premium and net financial result, the first was PZU
S.A., which is the biggest non-life insurance company in Poland. In both cases,
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there were the same insurance companies on first three places. This is due to the
fact that these insurance companies have the largest market share and hence the
biggest profits. According to results of our financial analysis processed by Method
of distance from imaginary object, there was Partner S.A. the best insurance
company.

Conclusions

During the selected period of 2009-2012, the number of insurance companies was
descended, but the amount of concentratio ratio of 4 biggest insurance companies
CR4 was stable. We have found out the different results from the best insurance
companies in Polish non-life insurance market according to selected indicators.
Our results from financial analysis proved that the best was Partner S.A. insurance
company. According to amount of written premium and net financial results, the
PZU S.A was the best.

We established the thesis, that we assume that the best insurance company
according to results of the method of distance from imaginary object is this with
the best financial results in the year 2012 in the non-life section. But our results
were different, as we can see in Table 4. So it is questionable, what is the best
approach for evaluating the best insurance company. We think that financial
analysis according to 4 indicators typical for insurance market is the best.

This research has also emerged other areas suitable for further investigation not
only those we have focused on, e. g. comparing the results of financial analysis of
insurance companies from more countries (it is possible because of universal
significance of the used indicators).

The next question for future research may be what other indicators can be included
in evaluation of the best insurance company.

Another way, how to expand current findings is to make the financial analysis for
the sector of life insurance.
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WYBRANE METODY OCENY NAJLEPSZEGO TOWARZYSTWA
UBEZPIECZEN MAJATKOWYCH l\’IA POLSKIM RYNKU
UBEZPIECZEN
Streszczenie: Niniejszy artykut dotyczy identyfikacji najlepszej polskiej firmy ubezpieczen
majatkowych wedlug wybranych metod. Do oceny wybrane zostaty cztery wskazniki, takie

jak wzrost sktadki przypisanej brutto, dzwignia finansowa aktywow, stopa rezerwy
i inwestycje w rezerwy techniczne. Wyniki analizy finansowej oszacowano Metoda
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odlegtosci od wzorcowego obiektu. Niniejszy ranking firm ubezpieczeniowych byt
nastgpne poréwnany z dwiema metodami.

Stowa kluczowe: towarzystwa ubezpieczen majatkowych, polski rynek ubezpieczeniowy,
Metoda odlegtosci od wzorcowego obiektu, sktadka przypisana, wynik finansowy netto.
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