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From the point of view of an insurant the analysis of an insurer’s reliability is brought to a risk of fulfilment of the 
obligations taken by an insurer. For determination of an insurer’s risk-management policy the objective analysis of the financial 
activity is needed. In the given paper the recommendations on risk-management policy of a certain insurance company are given in 
view of the fact that at present there are no common complex methods for the insurance market in Latvia. 
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1. Introduction 
 

The most crucial aspect of the insurance business is an insurer’s ability to assess risk objectively 
and to manage risk [1,2]. There is a direct connection between risk taken by the insurance company 
(insurance risk) and risk related to the insurance activity. The insurance activity differs considerably from 
other types of business. The main difference of insurance business is a tendency of an insurer to take risk 
of various economic subjects. In terms of the intensifying competition in the market of insurance services, 
an objective necessity of an adequate assessment of an insurer’s activity, the analysis of the investment 
attractiveness and reliability degree arises [3]. The analysis of an insurer’s reliability on behalf of an 
insurant comes to risk of fulfilling the obligations taken by an insurer. In accordance with the legislation 
of Latvia, an insurer is obliged to develop own policy of risk management including a procedure of risk 
assessment. At present, there are no appropriate approved complex methods. For determination of an 
insurer’s policy of risk management an objective analysis of the financial activity is needed that is enough 
important when performing insuring in terms of the economic crisis.  In this paper, some aspects of an 
insurer’s financial state assessment and recommendations for risk management for “A “insurance 
company in terms of the insurance market of Latvia in view of the EU Directives requirements on 
insurance are given for consideration. The risk management system of the insurance company establishes 
common order: risk identification, planning of measures for risk reduction, risk monitoring and control of 
fulfilment of measures for risk reduction, the efficiency analysis of   the performed measures and benefit 
from lessons to a company.  The risk management system presents the system of management that is 
available for controlling risks of any levels by a company.  

In the basis of the suggested risk management system the following principles lie:  
 integrated approach to risk management;  
 use of role structure for risk management process arrangement;  
 assignment of an “owner” for each risk;  
 inter-functional risk identification;  
 use of common methods of each risk management;  
 taking into account the most important risks in the process of budget planning;  
 forming of risk register and its actualisation during the whole period of the company’s activity;  
 determination of the allowed risk levels and constant control of the current levels;  
 use of the calendar plan for controlling the fulfilment of measures for risk management.  

For development of the risk management system of the “A” insurance company, the existing 
approaches and possibilities of adaptation have been investigated. It has been found out that the additional 
data on each type of insurance are needed. At the preliminary step 18 types of activity have been chosen 
and seven indices with the additional gradations have been determined for their assessment. The 
following methods and principles have been used for assessing as well. 
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2. Methods of Risk Management  
 

Risk management represents a specific sphere of the economic activity requiring profound 
knowledge in the area of the economic activity analysis, optimisation methods of economic decisions, 
insurance business, psychology and many others. It is possible to view risk management as the system of 
risk assessment, risk management and financial relations, compensation of possible damages and it 
includes a strategy and tactics of managerial activities. A strategy means directions and methods of the 
use of means for the achievement of the set goal. Tactics means the practical methods and ways of 
management for the achievement of the set goal in certain conditions and a choice of the optimal decision 
in the given economic situation. The theory and practice of risk management have elaborated a number of 
the mainframe principles, which should be followed. The main of them are as follows:  

 you cannot risk more than your own capital may allow;  
 you must think about consequences of risk;  
 you cannot allow great risk for the sake of minor goals.  

Realization of the first principle means that before to invest capital, an investor should:  
 determine a maximum possible amount of loss on the given risk;  
 compare it with the amount of the invested capital;  
 compare it with all own financial resources and to define whether a loss of capital will lead to 

bankruptcy of an investor. 
The researches show that the optimal coefficient of risk compiles 0.3, and, a coefficient of risk leading to 
a bankruptcy of an investor is 0.7 and more, if to understand a value: 

CYKR /= , (1) 

as the risk coefficient, where Y — maximum possible sum of loss, LVL.; С — amount of own financial 
resources in view of the truly known receipt of means, LVL.  

Realization of the second principle requires that an entrepreneur, knowing a maximum possible 
value of loss, would determine where it may lead, what a probability of risk is, and would make a 
decision about refusing from risk (i.e. from activity), about acceptance of risk on own responsibility or 
about passing of risk responsibility to other person.   

The effect of the third principle assumes that before to make a decision about the implementation 
of the  risk containing activity it is necessary to compare the expected result (return) with possible losses 
that an entrepreneur will have in case if risk event happens. The effect of this principle is clearly visible 
when the passing the financial risk. In this case it means that an investor should determine the appropriate 
correlation between the insurance premium and insurance sum. Insurance premium is a payment for the 
insurance risk of an insurant to an insurer. The sum insured is a sum of money, for which tangibles (or 
civil responsibility, life and health of an insurant) are insured. Risk should not be kept, i.e. an investor 
should not take risk if the amount of loss is relatively large in comparison with economy on the insurance 
premiums. 

In the strategy of risk management a number of rules that are the basis for choosing this or that 
method of risk management and version of a decision is used. The main of these rules are the following: 
maximum payoff; optimal combination of profit and risk value; optimal possibility of the result. 
Maximum payoff means that of all possible versions of decisions containing risk the one is chosen that 
provides maximum result (income, profit etc.) with minimum and acceptable risk. Since in practice the 
more profitable versions are more risky ones, then, of all versions of decisions providing risk acceptable 
for an entrepreneur, the one is chosen that has the largest correlation of income and losses that is the 
essence of the rule of optimal combination of payoff and risk value. The essence of the rule of optimal 
probability of a result lies in the fact that of all versions providing a probability of the positive results for 
an entrepreneur the one is chosen that has a maximum payoff.   
For the insurance business several risks are typical:  

 actuarial (risk of the insured case occurrence is provided by a sufficiency of premiums and a 
level of reserves);  

 market (risk of price change of market tools where the reserves of the insurance company are 
placed);  

 operational (risk of failures in functioning of the internal systems and business processes, risk 
of the internal fraud);  

 credit (contractor’s insolvency risks: for example, a possibility of bank default where reserves 
are placed on deposits, project and enterprise risks, in which reserves are invested);   

 liquidity (risk of break between the structures of obligations and assets).  
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In conditions of the market stability the operational risks are the most important. In conditions of 
crisis the market risks show themselves more, because the resources obtained by insurers are placed in the 
securities market that is especially instable in such period of time. Credit risks increase due to a high 
probability of contractors` default in the period of crisis. In conditions of crisis the actuarial risks also 
grow – due to increase of a share of fraud in payments, intention of the insured person to receive the 
maximum possible reimbursement for the occurred case.  The process of risk management represents 
some formal procedure consisting of four consecutive steps that are contacted in a continuous cycle: 

 detection of risks;  
 assessment of risks, determination of probable amounts and consequences, choice of priorities 

in risk management; 
 elaboration and execution of the preventive measures reducing a probability and (or) 

consequences of the risk occurrence realization;  
 control of the efficiency of the executed preventive measures (risk monitoring) [1] 

Therefore, the information base that is necessary for decision making directed to risk management 
must include the maximum complete data about a company’s activity – otherwise, it will be impossible to 
achieve the optimal correlation between risk and profitableness in the scale of the whole company. . 

In the period of crisis the market and credit risks are growing that considerably reduces, and, more 
often, makes it impossible to place an insurers` reserves in the high profitable tools. At that, many insurance 
companies, at best, do not receive income from the investment activity. That is why in the „A” insurance 
company the investment risks have been assessed first of all, because a considerable part of income consists 
of revenues from investments. These problems considerably limit their possibilities to reduce tariffs hoping 
for the coverage of loss of the insured cases from the investment revenue or future sales. From other side, a 
decrease of demand for the insured products inevitably leads to a sharp fight for a customer who is disposed 
to save and is ready to spend another hour of time for choosing the most favourable offer in the market. In 
these conditions a precise and timely assessment of the market, taken risks and offers of competitors 
becomes critically important for the company. The tariff policy that is trusted and corresponds to real risks 
has become one of the main tools of the insurance company competitiveness keeping.  

The tariff management assumes a conducting of the primary statistical data studying, assessment 
of its adequacy for the further analysis, transformation, input of new design variables. For decrease of the 
degree of various risks influence, the special funds of the delayed payments are created that are called the 
insured reserves and technical reserves that is defined by the legislation of Latvia and requirements of the 
EU Directives on insurance.  

Risk management represents the purposeful activities of an insurer and its representative for 
limitation or minimization of risk. As it is known, the risk management methods consist of: abolition, 
prevention of losses and control, insurance, merging [1]. 

Risk is a basis of insurance and risk managers deal with it. In practice the activity of the insurance 
organizations as entrepreneurs is connected with other types of risks, namely, with risk of the main 
activity, financial and commercial risks. Risk of the main activity is the insured risk of an insurer as an 
entrepreneur. The increased unprofitableness of the insurance transactions, growth of expenditures for 
payment of agents` labour, possible decrease of revenues, payment of dividends, and payment of the 
increased taxes are among the most important reasons of such risk occurrence. The given category of risk 
also contains: 

 financial risk occurring in the sphere of relations with the external partners (banks, credit and 
financial and other establishments); 

 commercial risk occurring in the process of the insurance services realization that occurs due to 
such reasons as the increase of tariff rates, growth of expenditures for business running, 
decrease of a list of the submitted services by types of insurance and, correspondingly, a 
decrease of earnings from realization of the insurance services because of the market changes. 

 
3. Risk Management Process 
 

Steps of risk management process as for other types of activity are as follows: definition of 
purpose, detection of risk, assessment of risk, choice of risk management methods, application of the 
chosen method, and assessment of results. [1] The risk management activity is a step-by-step process 
including gathering, processing and analysing the information, elaboration and implementation of 
measures for decrease of risk of the extreme situations occurrence or mitigation of their consequences. 

The steps of risk management process form the risk management system. The risk management 
system comes to controlling the main activity of an insurer by the methods of correction of the following 
policies: premium, damage, insurance portfolio forming, and passing of risks to reinsurance. 
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Specifics of insurance assume the following classification of the levels of risk: 
 admissible (risk not going beyond the limits of net-premium for tariff period); 
 critical (a full use of the insurance fund with preservation of own capital); 
 catastrophic (loss of all property and bankruptcy). 

In the latest case there is a connection with the financial risk that occurs due to inadequate 
assessment of the insured risk. 

During calculating of tariffs the more detailed classification of risks is applied: catastrophic, large, 
average, small, insignificant (that is possible to ignore). 

For assessing the operational risks, in the “A” insurance company a similar scale has been 
accepted and the estimate from 1 (insignificant) to 5 (catastrophic) scores has been given. For each risk an 
index is determined that is defined by product of the frequency of cases and the sum of reimbursement for 
one case that are calculated for the “A” company and have the following values correspondingly (0.5 – 
2.99, 3.0 – 7.99, 8.-11.99, 12 – 19.99, 20 – 25.) 

Some insured cases, for example, the insurance programmes with the risky types of insurance, 
may lead to the result when small risks form one large risk. This event is assessed as a cumulating of 
damage, i.e. such state of the insurance portfolio when a large number of the insured persons may be 
touched by one insured case that leads to large losses.  

In the insurance practice it is accepted to express a value of risk through an index of 
unprofitableness of the insurance transactions, through the analysis of elements allowing defining a value 
of risk, amount of damage etc. Such elements are: 

 probability of the insured case occurrence of one insurance contract; 
 average insurance sum of one insurance contract; 
 average reimbursement of the insurance contract; 
 assumption of the absence of the devastating events when one event entail several insurance 

cases. 
In connection with this, the analysis of the unprofitableness index and its elements precedes the 

procedure of risk equalization. 
Considering the activity of an insurer as an entrepreneur demands the considering of ones 

insurance and financial activity. The insurance activity assumes the analysis of insurance portfolio and the 
elaboration of measures reducing the technical insurance risks, i.e. the tariff policy controlling. The main 
activity of an insurer is connected with traffic of the financial resources of the insurance company and the 
efficiency of the insurance transactions. Risk management of the main activity starts with an analysis. 
The tasks of risk management and analysis are as follows: 

 detection of profitableness of the insured transactions and financial stability of the insurance 
organization as a whole; 

 assessment of the degree of the programme measures, plan, forecast of financial development 
fulfilment by an insurer; 

 assessment of risk-management measures elaborated for liquidation of the detected 
disadvantages. 

 
4. Methods of the insurer’s main activity analysis 
 

Methods of the insurer’s main activity analysis includes:  balance method,  integral method,  
dynamic series, graphic method, economic and statistical methods, clusterization, comparison, 
decomposition of generalizing indices in private ones, detailing and generalization, factor analysis etc.  

An important role in the insurance process belongs to rules.  So, traffic of money means of the 
insurance fund is determined by the structure of the tariff rate, each element of which represents a kind of 
a rule, for example, according to the Latvian legislation the administrative expenditures cannot exceed 
25% of the tariff rate.  

The internal information, such as predictive indices,   rules,   tariffs,   the system of their 
assessment and control, serves as an information basis for the analysis.  In this case the analysis is 
conducted for the purposes of the activity management inside the insurance organization itself. 

Balance and its supplements, statistical reports are used as the information basis.  The analysis 
of the insurance organizations` activity can be conducted with the help of the computer products. The 
results of the analysis of the main activity of the insurance organizations can be presented by such 
analytical data as: 

 amounts and sums of the arrived insurance premiums and sums of the insurance 
reimbursements; 

 profitableness of the insurance transactions; 
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 unprofitableness of the insurance transactions, reinsurance transactions; 
 dynamics of insurance portfolio (for the insurance organizations dealing with various types of 

insurance simultaneously). 
Purpose of the analysis of profitableness of the insurance transactions is a detection of factors 

of influence on the occurrence of the insurance premiums, measuring of their size and potential growth. 
At that, the method of chain substitutions or method of differences is used. The indices of payment 
arrivals are analysed in a spatial comparison (by territories) and in dynamics (for a certain period). At that 
the following is taken into account: 

 amount of the gathered insurance premiums, including amount and structure of the insurance 
portfolio, amount and range of services, amount of insurance and technical reserves, as well as 
the life insurance reserve; 

 a number of contracts in force (this index is influenced by such factors as: amount of insurance 
field and coverage of insurance services, amount of insurance portfolio); 

 average insurance sum and average payment of one contract, average existing insurance tariff. 
The analysis of payment sum of the insurance reimbursement foresees a determination of growth 

rate and increase of the insurance sums payments and insurance reimbursement, as well as examining of 
the dynamic series of payments with the help of the chain and basic indices by types of insurance, 
determination of an amount of an average payment of one contract by each type of insurance and type of 
responsibility (at that, the statistic index of payment amount is determined as a product of an average 
payment of one contract on a number of payments). 

The analysis of profitableness assumes studying of prime cost of the insurance products. A 
prime cost is assessed according to dynamics by the main articles of expenditures, at that, the actual 
expenditures are compared with the normative ones. A prime cost decreases if expenditures decrease by 
its separate elements (expenditures for the management board support, the efficiency of the use of labour 
resources, a load on one agent concerning a number of contracts, the administrative and office 
expenditures etc.). In other words, all expenditures of running business might be divided into the 
conditional and constant expenditures (administrative) and conditional variable expenditures (wages, 
deductions to reserves etc.). 

The method allowing determining the minimum amount of the insurance premiums arrival is a 
calculation of the amount of transactions when the level of profitableness of an insurer is greater than 
100%. Thus, during the analysis of a prime cost of the insurance product (gross rates of the insurance 
tariff) the dynamics of the insurance payments arrival in comparison with other insurance organizations is 
studied. 

Unprofitableness of the insurance transactions and the insured sum represents a correlation of 
the amount of payment of the insurance reimbursement and the ensured sums to a total insured sum of the 
given type of insurance. The amount of payment is formed under the influence of a number of payments 
and a mean value of payments of one contract.  

The analysis of unprofitableness of the insurance transactions and the insured sums should 
be conducted in view of the influence of various factors. At that, a role of each factor in changing of the 
unprofitableness index in the current year in comparison with its basic value is determined.  

As a basis, the level of unprofitableness put in the tariff rate, a mean unprofitableness for a number 
of years (tariff period), the level of unprofitableness for the beginning of the year might be taken  

A stability of the insurance transactions is determined by damage probability, i.e. a value of the 
tariff rate, a number of the insured objects (in property insurance) and homogeneity of the insured sum. In 
practice, these factors are realized through the unprofitableness index of the insurance portfolio. 

The analysis of the insurance sum unprofitableness is conducted by elements with the help of 
the synthetic unprofitableness index representing a relation of the insurance reimbursement payment (the 
insured sum) to an overall amount of the insured sum or to the insured sum of all insured objects. This 
index allows comparing the expenditures for payments with the amount of the taken insurance 
responsibility. It should be mentioned that if the actual unprofitableness is closer to the tariff level or 
higher than the normative value put into the structure of the insurance tariff, then the analysis of the 
unprofitableness elements for specification of the tariff rate should be performed.  

The financial stability of the insurance transactions means a constant balancing or exceeding of 
incomes over expenditures of an insurer in the insurance fund as a whole. At the heart of the financial 
stability support, first of all, the optimal sizes of the tariff rate lie, and as well a sufficient concentration of 
the insurance fund means that allows the territorial and temporal layout of damage.  

The problem of the financial stability support of the insurance fund might be considered in two 
ways: as a determination of a probability of money deficit in any year or as a relation of incomes and 
expenditures of an insurer for the past tariff period.  
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For determination of a probability of money deficit in the nearest future the F.V. Konshin’s 
coefficient is used, representing an original coefficient of a variation [3]: 

 

qn
qК

×
=

−1
, (2) 

 
where q — a mean tariff rate over a whole insurance portfolio;  

п — a number of the insured objects. 
The given coefficient can be applied in cases when the insurance portfolio of an insurer consists of 

the objects with approximately the same insurance sums. The less value К will be, the less is a degree of a 
variation of the overall insurance fund amount, the higher is its financial stability. As it is shown in the 
formula, value К is not influenced by an amount of the insured sum of the insured objects (there is no its 
value in the given formula). An index is in an inverse ratio; a number of the insured objects to an amount 
of a mean tariff rate. In other words, the more insured objects are and the higher is the amount of the 
insurance tariff, the less К will be, i.e. a degree of variation, and, correspondingly, the higher the financial 
stability of the insurance transactions is. The problems of the financial stability strengthening of the financial 
stability of the insurance transactions are closely connected with equalization of the ensured sums amount of 
various ensured objects. Only in this case, as the Konshin’s coefficient shows, the financial stability does not 
depend on an amount of the insurance sum. The tendency of insurers to equalize the insured sums has 
caused a need in reinsurance, i.e. in passing some separate objects or part of their cost to other insurer. The 
reinsurance has gained a wide spread in a modern economic. The main task that a re-insurant solves is – 
which part of cost of large risks to pass for reinsuring and which one to leave in own insurance portfolio. A 
specialized clubs are created among insurers dealing with reinsuring only.   

Thus, reinsuring allows creating the insurance portfolio of an insurer consisting of the 
homogeneous cost risks, and, by this, providing a necessary financial stability of the insurance 
transactions.  

The analysis of the insurance portfolio must be conducted in dynamics, at that the main 
indices are an amount of the insurance portfolio and its structure. [3] 

The structure of the insurance portfolio is analysed on the basis of the coefficient system: 
К1 — correlation between various types of insurance; 
К2 — ratio of new contracts to the overall portfolio being in force; 
КЗ — ratio of contracts with low insured sums to contracts with high insured sums; 
К4 — ratio of a number of individual contracts to a number of collective contracts; 
К5 — ratio of a number of new contracts to a number of contracts in force. 

For characteristic of the insurance portfolio the following formula is used: 
 

ZDCBAx ××××=Φ , (3) 
 
where Фх — characteristic of insurance portfolio; А —  number of contracts; В — sum of insurance 
premiums of one contract; С —  term (duration) of insurance; В — probability of damage. 

The insurance portfolio is characterized by homogeneity by the insured sum amount (objects) and 
by totality of risks. For this purpose, it is possible to add the following coefficients to the above-
mentioned system of coefficients: 

К6 — ratio of a number of homogeneous insured sums contracts to a total number of contracts 
available in the insurance portfolio; 

К7 — ratio of overall totality of risks to insurance portfolio; 
К8 — ratio of the insurance premiums sum passed for reinsuring to the insurance portfolio in 

force. 
The given system of coefficients is quite fully and truly characterizes the structure of the insurance 

portfolio and can be applied during the analysis of its dynamics. 
The above-mentioned indices for the “A” insurance company have been calculated and can be 

considered as acceptable.  
 
Conclusions 
 

A basis of management is the analysis of the insurance and investment activity results. It is 
conducted on the basis of the rating assessment of an insurer’s financial state. For assessment of own 
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situation in the market, the insurance company must determine its rating.  For obtaining a rating to a 
company the absolute and relative indices are calculated. The sources of information may be: 

 business plan;  
 company’s policy for risk taking, determination of deduction and reinsuring;  
 acquisition policy;  
 organizational and managerial structure of company;  
 investment policy.  

Absolute indices are submitted by:  
 statute fund (own capital);  
 amount of net premiums;  
 technical reserves;  
 payments;  
 expenditures for business running;  
 revenues from investments.  

In the process of the analysis the main financial characteristics are subjects of assessing – the 
coefficients of solvency, liquidity, financial efficiency, business activity and investment attractiveness 
united in several clusters.   
For providing risk management it is necessary to design the normative and methodological documentation 
in view of peculiarities of the analysed “A” insurance company: 

 risk management policy;  
 risk management regulation; 
 risk management procedure;  
 methodical instructions on risk description and assessment;  
 methodical instructions on assessing risk influence on calendar plan work;  
 methodical instructions on forming risk indicators;  
 manual on risk management procedure;  
 manual on type risks.  

Implementation of the risk management system in the “A” insurance company will allow: 
 detecting and describing the company’s risks;  
 conducting quantitative and qualitative risk assessment;  
 forming the company’s risks register;  
 selecting methods of response on risks;  
 studying risk management measures in details;  
 organizing a regular monitoring of the detected risks and controlling of measures fulfilment for 

risk management on the basis of calendar plan;  
 forming a regular accounting on risks.  

The developed normative and methodical documentation will ensure functioning and, in future, 
developing of the risk management system by the company’s employees independently.  Regardless of 
the fact that such risk is typical for each insurance company, it is difficult to give it a quantitative 
assessment. First of all, attention must be paid not to risk assessment but to the preventive measures: 
creation of the internal control services, internal audit, various committees for provision of the submitted 
information quality. For the “A” insurance company the employees` competence raise who are 
responsible for submission and reveal of information is important. The paper does not pretend to a 
completeness of the theme coverage, but it is a try to generalize the theoretical regulations for practical 
use in the “A” insurance company.  
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