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ABSTRACT

The article presents the research of developmeunt e of different methods and
budgeting techniques in Slovene insurance companidsge analysis of budgeting
methods in Slovene insurance companies shows theg¢ attention should be given to
changes in the budgeting process, enforcement wiesmodern budgeting approaches
and more flexible budgeting systems in order tocsasfully confront the challenges of
a turbulent environment and ever more demandingasusers, while also reaching the
wanted success. More attention should also be gteetihe participation of employees
in the budgeting process, the insured person asctrdral object of insurance business
and monitoring internal and external environment.

JEL: M10

Key words: insurance, budgeting, Slovenia

1. INTRODUCTION

The insurance market in Slovenia was strongly ratad in the past. With
the new Insurance law in the year 2000, reinsurawes allowed across the
country borders and with this act the state lokitaf supervision over insurance
companies. The market was liberalized and its ghoesceeded gross domestic
product (GDP) growth in all years after attainmeftindependence (Kaina,
2003).

Following these changes, insurance companies havast years been in a
similar situation as other companies. Buyers olirasce services are becoming
more and more demanding and acquainted with evemtdhhe market, they want
to ensure themselves as much safety as possiblealodreturns in near and
distant future. Insurance companies must, in orttermeet demands of the
insured, develop more and more attractive produgtéch should be better than
competitive products, will be introduced to markearlier and will also be
cheaper. Therefore, competition became an impompant of everyday business
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in insurance industry, too. What is more, the eowment, which has become
very turbulent, is changing continuously and beawmgnincreasingly important,
opening to foreign competitors, pouring off premmiran foreign markets and
putting management and all employees through nealiemges.

As for taking business decisions it seems that riawsce business is even
riskier than the usual companies. In any case, dh@racteristics of business
influence a high level of risk in everyday decisonWith underwriting the
insurance company agrees to pay possible loss enfikure, which is a very
unpredictable liability, moved far in the futurenQhe other hand we can talk
about specific products from the point of view dfeir continuous production,
incapability to produce in stock and immaterial{tyinrichs, 1987, Faller, 1992),
while there is also specific customer-company ielahip, for which the
creation of a relationship of confidence is verypontant. As Hallman and
Kirchner (2001) state, the insured person must dtaythe same insurance
company at least for 4 years in order to becomefigate, a 10-year-long
relationship with the insured is 8-10 times morefgable than a 5-year-long
relationship and a decrease of lapse ratio from 10%% can be seen. The
insurance business is also meeting the specifiaesipn of the market, like the
trend of merging of bank and insurance markets whie present with the
phenomenon of the so called bancassurance. In Erand 999, bancassurance
presented 60% of all insurance business (Holsbb889). There is a trend of
moving from traditional insurance sales channelsbtokers, banks and other
innovative sales channels, while operations are emand more affected by
demographic changes, mostly by the aging of poparat

All facts stated are sufficient enough to provok#ection on how insurance
business in Slovenia will meet new challenges ao@ lthese will affect the
effectiveness of insurance companies. Certainly @ndhe most important factors
for their success and survival will be the availdpiof suitable information,
suitable directions for business and quick respsni&e internal and external
environment. Insurance companies must, in ordesuxvive and be successful,
know where they go, what they want to achieve, withat resources etc., which
is why operation based on intuitive deciding andhwut suitable planning of the
future is not possible for them anymore.

The principal aim of the paper is to present somecglities of insurance
companies and a theoretical framework of budgetiogtically compare and
evaluate approaches to budgeting and evaluate dheal cognitions and
approaches to budgeting and research their applitah insurance companies.
In the second part the theoretical framework angae&sion of budgeting in
Slovene insurance companies are presented.

2. BUDGETING

2.1. DEFINITION OF BUDGETING



Budgeting is a well known concept in domestic andefgn literature (and
praxis), but when studying domestic and foreigeridture we meet with a big
confusion about definitions of concepts and bigeaténces in the understanding
of concepts of budgeting and planning. Foreign, &dlsb some domestic authors,
are namely talking about strategic, operative amdtital planning, while
budgeting is one of the phases of planning thevdams of the company, some
authors are of the opinion that it is part of opm& planning. On the other hand,
in Slovene literature budgeting means mostly attjviwhich is part of the
information function in the company and is therefqreparing variants of the
future operations, out of which only one — the dhat is approved — is plan. In
any case budgeting is an important part of the gleni process as part of the
information function, which is giving foundationsf @ecision making in a
company.

We define budgeting as part of the information fiimiw in the company,
which is basis for planning as part of the decismaking functions. We see
budgeting as a process, which is appearing in absps of business plans
preparation (strategic, operative and tacticaly. &mproval of plans on whichever
level it is necessary to construct more variantdodgets. We are interested in
preparation of information for decision making, notalready approved business
decisions. Attention is given to budgeting as imfation function and in lesser
extent to planning as decision-making function. Tmest extensive possible
definition of budgeting is used, mainly in the maanof the term comprehensive
planning and control, which is connecting all phsasd¢ budgeting, as used by
Welsch et al. (1988). Considering this, we are,Sageeny in Rachlin (1987),
differentiating between strategic budgets as loggnt guidance of the company
and operative or short-term budgets, which aresssexein master budgets.

2.2. BUDGETING PROCESS

As stated in the contingency theory, the same factwe not influencing all
activities in the same manner, which is of coumsee talso for influences on the
budgeting process. For insurance companies diffea@mthors are suggesting to
consider different factors of external and intereavironment in the process of
budgeting. As factors of external environment wen caention changes in
political environment, legislation, growth of GDPavailable income of
population, changes in the population itself, uneyment rate, information on
competition, while factors of internal environmerdre development and
fluctuation of employees, sales and sales programmnitoring, portfolio
development and claims experience, investment chareck, 1979, Stiblar,
2002, Sweeny and Rachlin, 1987).

The definition of optimal goals is very importardut also a very difficult
task for insurance companies. On one hand insuraaoganies must meet goals
of shareholders for profitability and also growtoéls, that are by definition in
contradiction), while on the other hand their eletaey task is satisfying needs
of insured and assuring their security, satisfymegds of employees and others.
The definition of optimal goals for insurance comps is therefore an almost



impossible task without good knowledge of the ditua the insurance company
iIs meeting with. Usually business is judged to becgssful when its goals are
attained as planned or even exceeded (Kawozelj, Odar, 2004), which is why
business goals must be known in order to assesdffigstiveness. As most often
cited goals which should be examined by insurancenpanies for their

suitability, we can mention profit level, market asb growth, respectively
premium growth, level of satisfying needs of theurned (which is consequently
positively affecting also the aforementioned goa®)d somewhat a more new
concept of Economic value added (EVA).

2.3. BEHAVIOURAL INFLUENCES OF BUDGETING

With reference to budgeting we cannot avoid empésyetheir effect and
relation to budgeting and inversely also the effettbudgeting on employees.
Many weaknesses, that are often assigned to budpe#ire in our opinion a
reflection of negative relation of employees to thecess of budgeting, un-
readiness to share information, care for their dlittle garden™ and with it the
possibility to achieve better results as co-workets. Many studies (e.g.
Subramaniam, McManus in Mia, 2002, str.310, 315n&win Livingstone, 1975,
str.675,676, Brownell, 1982, str.12-27, Margins@gden, 2005, str.450, Collier,
Fishwick in Floyd, 2004) are confirming the poséieffect of the process of
budgeting to behaviour, effectiveness, eagerness work and feelings of
employees in the company. Budgeting reduces emplgyencertainty, facilitates
decision making, increases rationality and adaptgbBy all means for all these
positive effects, a positive climate oriented talbating should be established in
the company. Employees should be given the posgibib participate in the
process, which increases the possibility to inteseathe goals of the company as
their own, while an environment in which also tlog tmanagement is in favour
of budgeting should be established.

Companies must also be very attentive if they warnise budget as basis for
incentives, bonuses and awards. The biggest riskdmpanies, using budget for
this purpose, is the moral hazard problem, as téimed by Atkinson and Kaplan
(1998). The term indicates managers’ activitiesyom accordance with their
own interests. The problem of building in budgetalgck also appears, by which
managers wish to ensure themselves the promiseddawa bonus. Different
possibilities are available to the organisationbjol want to abolish or at least
reduce these problems. As possible methods we camtion tying of
compensation system (or at least partly) on pertoroe of the whole company,
other team members or other teams in the compard/nat only on performance
of the individual, or introduction of the so-callédear system of compensation.
What is most important is the education of empleyead the creation of a
culture, which improves the understanding of gaaflsthe company as a whole
and enables their internalisation to all employees.

2.4. MODERN VIEWS OF BUDGETING



Nelly, Bourne and Adams (2003) are quoting reseagcstating that 80% of
the companies are not satisfied with existing buihgesystem. In connection to
budgeting concepts many complaints and weaknessesajppearing, such as
insufficient flexibility and inability to adjust tochanged circumstances,
insufficient participation of employees in the pess, too high formality level,
insufficient connection between strategic and opeeabudgeting, too much time
and money consumption (Hope, Fraser, 2003, Schrii@R2, Nelly, Bourne and
Adams 2003, Colman, 2004). As possible answers rablpms of classical
budgeting system different modern approaches togétidg have developed
while suggestions for needed changes follow twommaths. One is to simplify
budgeting and the other one is to improve budgetiffige main representative of
the first path is beyond budgeting, which is sugig@ssimplification of budgets
and excluding unnecessary budgets or budget iteors the process, but also
most of the other approaches have some elementtheofbeyond budgeting
approach and tendency to budget simplificationssiées the already mentioned,
we can also mention rolling budgeting or continudusigeting, activity based
budgeting, kaizen budgeting, customer relationshipnagement, shareholder
value models, enterprise wide information systemanagement by objectives,
balanced scorecard and budgeting connected to etteb budgeting, and
enterprise performance management.

Modern views of budgeting are not denying the c@bicef budgeting
completely, they only wish to make it more efficigflexible and concentrated
on customers and processes, therefore suiting ae ndynamic business
environment. Among needed changes we can ment@mfollowing:

* Connection between strategic and operative goateéesled

» Decentralization of budget preparation and need @geople preparing
budgets to know the strategic goals

» Introduction of different goals — stretching goglseyond budgeting),
based on comparison with competitors, colleagues supplementation
or substitution of financial goals with non-finaati(better budgeting,
enterprise performance managements), orientatioprooesses (activity
based budgeting)

* Adjusting budgets to changes in environment (beybodgeting, kaizen
budgeting)

* Reducing budget complexity with reducing the numbé&runnecessary
budgets and the number of budgeted items

* Focusing on customers (beyond budgeting, activigsda budgeting,
customer relationship management)

* Continuous monitoring of goal achievement (kaizarddpeting, beyond
budgeting, enterprise performance management)

It is necessary to achieve greater efficiency amandardization of
processes (kaizen budgeting), synchronization divaies in business
processes (activity based budgeting) and infornmasioaring (beyond and
better budgeting)

Traditional concepts of budgeting can still perfotheir functions, while
with help of modern methods, approaches and nalthey can become a more
useful and more flexible tool. Nevertheless, fasuacessful change of budgeting



approach, its incorporation in a wider context bk tcompany’s operations,
culture, strategy and goals formulation etc. isassary. There is also need for a
change in the culture of the company, the way aikimg and most of all a very
high level of culture of employees. Employees mawgteed control system scope
and pass over to the level of self-control, selftative and readiness to
cooperate and share information with all leveleoiployees in the company.

3. BUDGETING IN INSURANCE COMPANIES

In strategic budgeting phase in insurance compangesre meeting specific
needs when forming strategic business units. Feir iormation different criteria
are suggested, such as classification by insuralass or groups, regions, way of
conducting business, groups respectively types nsiuied persons (KoroSec,
1993), products or groups of products, activitiesl grocedures (Farny, 1995),
quality of risks (Faller, 1992) etc. Insurance canggs usually form strategic
business units on the basis of products or grodpgs@ducts and sales channels,
but at least additional orientation to customerswti be necessary. Satisfying
needs of different customer groups and their charetics are among the most
important aspects of business.

Use of portfolio matrix as a tool in the process stfategic budgeting is
partly limited in insurance companies because wiithtions of learning effects
as defined by learning curve. Nevertheless, wekthive use of portfolio analysis
in insurance companies can be of much use as aawdlhelp when searching
directions and paths for the company to reach @@lgy By no means can it offer
an absolute answer to the question of what strategentation of the insurance
company should be. Instead of using the Boston Gloing Group (BCG) matrix,
which is focusing on estimating strategic orierdat from the standpoint of
market growth rate and relative position or margekéare, usually the McKinsey
or the General Electrics (GE) matrix, which is gsiting strategic orientations
from the standpoint of market attractiveness andnpetitive strengths is
advocated to be more suitable for insurance congsani

Also the life cycle curve specifics of the insuranproduct cannot be
avoided. It is characterized by much longer lifedimof the products as it is in
case of "usual" industrial products, relatively gleo development time and so
called "post-market" phase, in which claim paymentn appear long after
insurance product is taken from the market.

The operative budgeting in insurance companies dlas some specifics.
Thus the prognosis of claims frequency and loss wtg) planning of needed
reinsurance, height of sums insured etc. are ireduth operative budgeting
parameters, not known in "usual' companies. Fors thurpose insurance
companies are often using quantitative methods,hsas linear regression,
however, these methods have the main weakness eir tmsuitability for
unstable environments as they do not consider tifleence of external factors
on budgeting parameters. Hallman and Kirchner (20®terefore suggest
quantitative-qualitative model of forecasts and iaions, which is on one hand
simulating different possibilities of profit or leswith help of multiple
regression, while on the other hand including gasiNe variables in quantitative



model. Different elements can be included in thedeipas for example data on
premium, production, average loss amounts, lossquacy, employees,
marketing, products, different data on competititime needed to prepare
insurance policy, number of contacts with cliemserage claim amount etc.),
data showing the possible development of orgampa{number of complaints,
lapse ratio, average time of claims handling, numbé refusals of claims
payment), employees satisfaction (fluctuation, edion per employee in hours),
changes in tax and business environment etc. Aduusmethods in the
framework of the model analysis of competitors aanteports, ABC and XYZ
analysis, Delphi method, associations and scemadthods can be mentioned.

The frequency and amount of claims in the futurevesy difficult to be
predicted due to their uncertainty, which makesoite of the most difficult
budgeting tasks in insurance companies. The mottnofised tools are the
analysis of claims development in the past (claimsult of insurance class,
effect of winter on car claims etc.) and use of sommodern models of
catastrophic claims forecasting. Gourieroux (199%@jects static risks
classification, which is including classificatiorf claims development data in
homogenous classes of risks, which means that agpalaims in the class frame
are mutually independent, but have similar disttitbn, and suggests risks
analysis in time. Monitoring claims developmenttime enables more accurate
monitoring of development and forecasting of los®rds. The use of factors,
considering claims development for each separate and time component,
meaning that more distant loss events have relgtiv@wer weight, is also
reasonable to be used for forecasting.

Quality budget preparation can be very supportige hanagers’ decision
making, but budgets can not be very helpful if toenpany is not reaching set up
goals. This is why the phase of control or supemgsannot be overlooked since
it is a phase that should accompany the alreadytioread phases of the
budgeting process and should continue also afteateyyy selection and goal
determination.

For insurance companies the system of strategicniwgr signals is of
exceptional meaning in the control phase of thatstgic budgeting process. As
assistance, portfolio analysis and time series yamslcan be used, but there is
also need for a participation of all employees e tinformation collecting
process in order to become aware of hidden dangeedy. As Reinhardt (1984)
states, modern systems of information collecting aften too individual, which
brings to the problem that 80% of the people arkecting 30% of the data. The
method of critical success factors can also be meatl as a useful method,
identifying criteria for each chosen success factathich is then closely
monitored and deviations and problems are searcloed to which special
attention should be given.

In the phase of control of operative budgeting atjpg the level and
frequency of the reports to the needs of the usensnportant. An often used
method of control in this phase of budgeting is iddwen analysis, but its big
problem is in its "ex-post" character. We can dag $ame for some of the ratios.
The three best known ratios in insurance compaaressurely the claims ratio,



showing the ratio between claims and earned premitma cost ratio, showing
the ratio between costs (including commissions) amdten premium and the
combined ratio as a sum of cost and claim ratio. t@& other hand, premium
growth and market share are ratios showing the tegfmn and image of an
insurance company. Due to an ever higher importasfceolvency and modern
approaches to its calculation, insurance compamés have to turn more
attention to early detecting of possible insolvené&n early warning signal
system, sensitivity analysis and scenario methads lme suggested as methods
suitable for this purpose. Orientation to finanaiatios is not assuring insurance
companies the necessary orientation in the futisr@ot enabling the shortening
of the delays between decisions and determiningr tbensequences and is
enabling judging only on the basis of quantitiepr@ssed in monetary units. This
is why supplementing quantitative ratios systemhwitsing qualitative ratios
such as number of complaints, time for claims hangdl development time of
products from idea to selling it etc., is necessahypplementing balanced
scorecard system can be mentioned as one of theiljpldses. Balanced
scorecard system is supplementing ratios of effectess expressed in monetary
units with qualitative ratios, connected to strateg@sults. Besides, it can be seen
also as a tool for the realisation of strategiclgad the organisation system, as it
is supplementing financial ratios of past effectieges, while on the other hand
using ratios of future effectiveness drivers.

4. RESEARCH OF BUDGETING IN SLOVENE INSURANCE COMPA NIES

The main purpose of the research was to study seeadl different methods
and techniques of budgeting in Slovene insuranacapamies, research to what
extent insurance companies are taking into conatd®mr specific conditions
(customers, internal and external environment dtc.dhe process of budgeting,
the extent of employees’ participation in the prexand the extent of connection
of the budgeting system to the remuneration sysfEime. research addressed the
guestion of how budgeting in Slovene insurance cammgs is developed.

4.1.METHODOLOGY

Research was conducted with a questionnaire andirygvas performed in
the period April-June 2005. The questionnaire ideld 10 classic insurance
companies operating in Slovenia, which had a masketre of more than 0,5%,
and were selected on the basis of data as per fepelao 2004. The questionnaire
included control questions, enabling greater criithbof collected data. Due to
reciprocally exclusive answers and deficienciesugsjionnaires were returned
for correction.

The development of budgeting in Slovene insuramm@panies was verified
by performing quantitative and qualitative analysfsanswers of the insurance
companies on main variables, which are definedraparation of budgets for the
whole life of the product, preparation of budgets pustomer group, the extent
of consideration of conditions in environment, tlextent of employees
participation in the process of budgeting, remutierasystem and preparation of



cash flow budgets. These factors are among the mfitsh mentioned critical
success factors for insurance companies in theiedukterature, which is also
the reason for including them in the research.

4.2.RESEARCH AND RESULTS

Knowing the goals is of exceptional importance tbe quality of decision
making and work of all employees.

Familiarity with goals in Slovene insurance compeanis very good. We can
say that in 70% of the insurance companies, in Wwigoals are known to the
whole management but not to all employees, the mama&nt presents these
goals to subordinates thus making them known toyoree.

The quality of insurance products and forecastingirt future results is of
special importance for insurance companies becatisiee specifics of insurance
products, such as long lifetime and specific lifgcle curve. 70% of the
guestioned insurance companies forecasts a protitetisne when developing it.
All insurance companies give great importance nyosilforecasting production,
claims and commissions level, only 70% are calentptproduct profitability,
while only half of the questioned insurance comeangives more attention also
to costs of the product. As Medved (2004) estallsshSlovene insurance
companies are cost inefficient and will have tonsidering the conditions in
which they operate, give more attention to cost agamg. Our research also
confirms that Slovene insurance companies are sdilpaying enough attention
to managing costs.

Different phases of product life cycle when devehgpproducts are taken
into consideration only by 40%, while scenario teicfue is known and used by
60% of the insurance companies. Taking the phashefife cycle of the product
into consideration can be of limited importanceimsurance companies, due to
usually very long life cycles of the product. Netlemless, because of the
specifics of the life cycle of products, which alkave effect on success, we
think that more attention should be given to tife kycles of the products and
their consideration in the budgeting process.

A quality relationship with customers is very impamt in the insurance
business. Customers must be offered products andcss they want and need,
which is not possible without defining their neeatsd wishes. Slovene insurance
companies confirm their traditional orientation products and sales channels. In
opposition to findings of Hallman and Kirchner (2QQthey do not give enough
attention to customers, only 30% is preparing busigeer customer groups. A
combination of customer groups, products and astleaditional sales channels
was used by 20% of the questioned insurance compamnwhile Hallman and
Kirchner found out in their research that this comabion was used in 27% of
German insurance companies. The reasons for inearemmpanies not preparing
budgets per customer groups can probably be foontie unavailability of data
and insufficient orientation of insurance companoes customers. On the other
hand, insurance companies, which are preparing &sdger customer groups, are
mostly interested only in basic items, such as fpbicd movements, value of
premiums, claims and commissions, connected tooocusts, while some other



items are not given special attention. Above allim@rest in lapse ratios, which
can strongly affect customer profitability, is ofegt concern. The allowance for
bad receivables can also be a very important itemassessing customer
profitability because of a very conservative (inetlpast also regulated by
supervisory institutions) formation.

Considering different factors of external and im@Er environment in
budgeting process is of exceptional meaning, algoall factors of environment
are not equally important for all industries. Calesing the insurance industry
we concentrated on employees and their developnasna factor of internal
environment, while unemployment rate, economic gmmwcapital markets
movements and competition acts were considered xdsrrel environment
factors.

The importance that insurance companies are giviogemployees is
reflected in the answers of half of the insurancmpanies, showing that they are
taking development and fluctuation of employeesoirdonsideration in the
budgeting process mostly from the viewpoint of nded new employees and
planned expenses for education. Insurance penatratte is higher in more
developed countries with higher GDP and higher meoper resident, which is
connected also to the unemployment rate. We carttsgtythe unemployment rate
is an important factor of insurance companies’ gsscand an important factor of
budgeting. However, the questioned insurance comgandid not find
unemployment rate as an important factor of sugcass80% of them are not
taking it into consideration in the budgeting prese
Higher economic growth means also a well-being loé fpopulation, higher
purchasing power etc., which have a direct impactiemand for insurance. Half
of the questioned insurance companies are takimng fdoctor in consideration
often or always, others only periodically, rarely oever. Incomes from
investments were helping many insurance compamiever technical losses in
the past. Because of capital market movementshassnot been true for quite a
number of years, but because of the cash surplasdsneeded high solvency,
investment returns are still an important factorrisk for insurance companies.
This can also be seen from the answers of insuranoganies, as 70% of them
are taking capital market movements into accourthenbudgeting process, while
only 30% do so periodically, rarely or never. Thaswers of insurance
companies also show the meaning of competition,8@% of the questioned
insurance companies are taking expected acts ofctimepetition into account
when preparing budgets.

Employees in insurance companies are of exceptiorening for successful
operations of insurance companies because of thed rie form long term
relationships with the insured. The satisfactionewfiployees is influenced by
many factors, such as abilities, desire to successling of being accepted in the
organization, feeling of effort for common goaldc.elt is the opinion of many
authors that all these can be aided by the padimp of employees in budgeting
process, as it enables an exchange of informatRarker, Kyj, 2006), reduces
information asymmetry, increases commitment to hegoals (Welsch et al.,
1988), increases satisfaction, a feeling of conilmecand communication (Ronen



in Livingstone, 1975), increases accepting the godlorganizations as ones own
and willingness to work (Sweeny in Rachlin, 198 p&maniam, McManus and
Mia, 2002).

When considering the participation of employeeshi@ budgeting process in
Slovene insurance companies, the picture is somewbfusing. Only 30% of
the insurance companies agreed that persons regporfer plans realisation,
participate in the process of budgeting in Slovemgurance companies. This
answer is showing a rather poor picture of parftign in the process of
budgeting. On the other hand, in 80% of the compsihieads of the departments,
sectors etc. are participating in the budgetingcpss and in 60% of the
companies they are also responsible for plan aemmnt, which makes the
picture somewhat better. All questioned insuranoenganies have partially to
completely agreed with the statement that stratggials are usually set by the
board, while operative plans are prepared by seamd middle management,
which is the description of negotiated budgeting0%®8 of the insurance
companies also agreed that when setting stratezatsghe cooperation of middle
and low management (who is also preparing detaidans) with the top
management and board is present. Knowing that tiresgance companies also
stated that heads of departments are responsibl@lém achievement, we can
conclude that they are using participative budggti@n the other hand none of
the insurance companies stated that they are usmpgosed budgeting,
respectively so called "top-down" process.

Somewhat contradictive are answers of the insuracm@mpanies on the
qguestion whether all employees are involved in bloelgeting process and how
their (not) cooperation affects their motivationnl® one of ten questioned
insurance companies answered that all employeeperated in the budgeting
process. The reason for such a small part of pasanswers is to be found in the
somewhat too broadly defined term "all employeeshjch caused some doubts
in insurance companies. A narrower definition oé tferm in the framework of
the questionnaire would be needed since, by allnmeanly the employees who
have a connection with plans and the knowledgeplanning can cooperate in
the budgeting process. 5 out of 9 insurance comgsamvho say that not all
employees cooperate in the budgeting process, ttiiak non-cooperation is not
affecting the motivation to attain goals, 3 out®think that non-cooperation is
decreasing the motivation of employees, while lurasce company partially
agrees with both statements, as they are of thei@pithat non-cooperation in
the budgeting process influences some employeeativedy, while it does not
have influence on others.

The roles of budgets in organisations are very rogteneous, one of them is
also a basis for remuneration. Many authors ardingtadeficiencies of
remuneration systems in connection with determind®yiations between the
achieved and planned. 90% of the questioned ins@ratbmpanies at least
partially agreed with the statement that operativals are guidance for their
everyday work, while their achievement is partially completely linked to
remuneration of employees. The reasons for onlyadial linkage of reached
goals to remuneration are to be looked for in thet fthat linking rewards to



reached goals is not suitable for all business saa@® one of the questioned
insurance companies answered, linking awards tehed goals is used when
planning services, not when planning costs per gut)j As we expected, all
insurance companies regularly determine the levelr@ached goals with
comparing planned and reached results and at Ipasibdically also with
comparing reached results with previous year resu®dn the other hand,
benchmarking is used only in half of the questionesurance companies, the
reason for which can be looked for also in the latkdata on competition and
insurance market in general. The evaluation fromsuperior comprises a
relatively small part, which is expected, as sughleations are very unpopular
because of their subjectivity and are suitable adyadditional information about
employees’ achievements. In the majority of thegjiomed insurance companies
(60%) the management is responsible for reachingisyaegardless of whether
they prepared plans or not, while in 20% the pensbo is preparing the plans is
responsible for reaching goals. In half of the mawce companies, beside the
management, their subordinates are also awardedidening reaching plans,
regardless of whether they prepared plans or noty @ one insurance company
no one is rewarded in dependence of reaching pldnsall shows a quite
extensive heterogeneity regarding the responsybfbr reaching goals and also
the remuneration system in dependence of reachoadsg

One of the most often forgotten and neglected statds in organisations are
cash flow budgets. Because of the contradictionwbet goals of assuring
solvency on one side and suitable returns on theroside, cash flow budgeting
is of great importance for insurance companies. 7@%guestioned insurance
companies have answered that they are preparing foas budgets, out of these
42,9% are preparing cash flow budgets by using loathct and indirect methods.
All insurance companies out of these who are pregacash flow budgets are
preparing short term, while 71,4% are preparingglaarm cash flow budgets.
The questioned insurance companies see the mapogerof preparing cash flow
budgets in predicting the financial situation ofiasurance company in future by
taking into consideration given and planned movetmem the market and in the
environment, assuring adequate solvency and progidinformation to the
management for decision making. The main items afhcflow budgets are of
course cash receipts from premium and cash dismasts from claims, which
all insurance companies are planning. Cash recerptpectively disbursements
from commissions, reinsurance, investments, cashutsements from costs and
taxes also turned out to be important items.

We can conclude that the development of budgetmd@liovene insurance
companies is quite suitable in some areas, whilkertSlovene insurance
companies could improve their effectiveness aneéfticiency with more modern
budgeting methods. We think Slovene insurance congsashould pay more
attention to:

* Participation of employees responsible for reachtans in the budgeting
process. Insurance companies would thus contributiéhne reconciliation
of goals of the insurance companies and individualso would reach
greater satisfaction resulting in a higher effeetiess of the organisation



and employees. The role of employees in the budggirocess in Slovene
insurance companies is not completely defined drallsl be given more
attention.

« Budgeting per different phases of life cycle, byigrinformation on how
long and how much the product will be profitablenche gained and
activities can be suitably adjusted.

* Budgeting and strategic business unit formationgbyups of insured (in
contrast to the present traditional orientation products and sales
channels), which can enable a stronger concentratio the customer,
faster and better satisfaction of their needs, ipbssScross-selling” effects
etc.

* Some external and internal factors of environmeoth as unemployment
rate and economic growth. Also a somewhat too sraaihreness of the
importance of human resources development can hieedy as only half
of the insurance companies are considering devedmprand fluctuation
of employees, and still, mostly in connection t&tso

e Changed role of budgets as basis for remunerat®lavene insurance
companies have a very traditionally oriented viewletermining the level
of goals reaching (mostly by comparison of planiaed achieved results,
sometimes also by comparison of achieved resulth Vast year ones),
while benchmarking is used only in half of the qui@sed insurance
companies. Moreover, the heterogeneity of respolisés for reaching
goals and remuneration system in dependency of geathing is quite
big.

We can conclude that insurance companies are givaifper satisfying
attention to factors of external environment, cabimarket movement and
competition acts, which is reasonable regardingithportance of both factors.
Quite a lot attention is also given to cash flondbating, especially considering
the usual neglecting of these budgets, as 70% ef qbestioned insurance
companies are preparing them.

5. DISCUSSION

Slovene insurance companies operated in strongjuladged environment in
the past, which was one of the most important reador the underdevelopment
of budgeting processes in the past as forecastinth® future was not very
important. With changes in the environment andhi@ demands of the customers,
Slovene insurance companies are facing an ever mopeedictable future and
the necessity to prepare budgets.

From the analysis of methods of budgeting in Sl@vémsurance companies
we can conclude that Slovene insurance companies give more attention to
changes in the budgeting process, the use of some® mmodern concepts of
budgeting and reestablishment of more flexible katdg systems in order to
cope with the challenges of the modern businessendtithe same time achieving
wanted success. There are reports on implementihgnbed scorecard approach



in Triglav insurance company, but a wider expansabrihis approach cannot be
observed.

In our opinion Slovene insurance companies shoun@ gnore attention to
employees and their participation in the budgetumgcess, as in this way they
will be able to decrease fluctuation and incredsartsatisfaction. Likewise they
should give more attention to the insured personthes central element of
business, form adequate strategic business units\centrate on separate
customer groups with specific needs etc. Becausarfever more turbulent
environment Slovene insurance companies should gieee attention also to
monitoring factors of external and internal envimant, which can significantly
affect their operations. In order to achieve be##iciency, insurance companies
will also have to think about the adequacy of teenuneration system, which
often takes into consideration only the reachingab&olute given goals (e.g.
production), while not other influential factors gualitative judgements (e.g.
lapse ratio, satisfaction rate of insured) sincgato internal competition is re-
established.

In the end we cannot overlook the problem which @llbvene insurance
companies are meeting with when preparing budgBtelgeting and variance
analysis level, finding of causes etc., can be itetaonly to the extent that data
are available. The availability of data is ofterpeblem. Insurance companies
often do not have available data on the efficien€yglaims solving, satisfaction
of customers or quality of stipulation of insurancentracts. Information on
external environment, competition, etc. are alswally very limited.
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REZULTATI ISTRAZIVANJA RAZVOJA PLANIRANJA
PRORACUNA U SLOVENSKIM OSIGURAVAJU CIM KU CAMA

SAZETAK

Clanak prezentira istrazivanje razvoja i upotrebeziigitih metoda i tehnika
planiranja proracuna u Slovenskim osiguravajm kuwama. Analiza metoda planiranja
u Slovenskim osiguravajim kuama pokazuje da bi se &ee paznja morala posvetiti
promjenama u procesu planiranja, primjeni modernipristupa planiranju i
fleksibilnijim sustavima planiranja kako bismo sespjeSno sudli s izazovima
turbulentne okoline i sve zahtjevnijih klijenata,da pritom ipak postignemo Zeljeni
uspjeh. Takder bi se viSe paZnje trebalo posvetiti sudjelovan@poslenih u procesu
planiranja, osiguranoj osobi kao srediSnjem objektsiguranja i promatranju
unutarnjeg i vanjskog okruzenja.

JEL: M10

Kljuéne rije¢i: osiguranje, planiranje (prorauna), Slovenija



