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Ecological insurance as a tool for limiting operational risk
of enterprises

Abstract: The issue of environmental protection is a very
important element of operational efficiency for modern economy
and enterprises operating within its framework. The size of
potential, often catastrophic, risks has a great impact on all
market participants. It induces actions aimed at adapting
enterprise operations to changing conditions in order to enable
them to achieve success via maintaining internal and external
balance and, in consequence, by enhancing operational efficiency
and striving to increase their market value and competitiveness.
All enterprises operate under conditions of risk. One of the
methods of limiting risk is the use of insurances, which contribute
to the optimization of enterprise operation. They allow efficient
counteraction against adverse effects of environmental threats
that can destabilize enterprise operation and lead to its
bankruptcy. Therefore, the broad use of insurance instruments by
enterprises as a risk limiting tool proves their efficiency in a
changing market environment.
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Introduction

Globalization processes taking place in modern economy, crises,
economic slowdown, blurred borders between countries and sharpened
competition are only a few factors that influence operations of enterprises.
Each company is facing the need to adjust to changing economic conditions
as well as technological and information challenges. In implementing its
strategic development plans, an enterprise interacts with the external
environment that sets operational rules and provides stimuli for development
and at the same time being more and more complex and volatile. The scope
of links between the enterprise and the environment is not limited to technical
and economic spheres, but extends to the area of social, political and cultural
problems. At the same time, we need to stress that each enterprise operates
under conditions of risk that influence its operation. Counteracting risk
materialization, monitoring or seeking methods of its limiting or transferring
are factors that have impact on the efficiency of operations. It means that
enterprises have not only been forced to seek and create adaptive
undertakings, but also to perform a systemic reconstruction and change its
structure to be able to perform expansive operations and simultaneously
implement modern management methods.
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Ecological risk

In performing their operations, modern enterprises come across a number
of threats related to economic development factors and their impact on the
environment. We can single out the following risks:

Geographic and demographic, including, among others, the increase in
population, urbanization, industrialization, development of ecologically
aggressive sectors, excessive vehicle transportation.

Technical and economic, in particular: the use of obsolete technologies
and production of industrial products that do not manage to meet
environmental protection requirements; failure to take account of ecological
requirements when applying certain technologies while performing business
operations; excessive arduousness of certain everyday use products (cars,
detergents); improper allocation of resources resulting from an assumed
economic calculation that failed to take account of environmental
reproduction costs; improper orientation of development objectives, which
leads to the creation of an ecologically unfavourable economic structure.

Socio-cultural, including: directions of development and the character of
individual needs; consumption level; the character of historically shaped
cultural norms and habits; environmental awareness.

Taking the above into consideration, in order for enterprises operating in
the global economic reality to survive on the market, they have to foresee and
accurately assess their situation, that is, be capable of efficient operations and
have potential for development in a constantly changing environment as well
as continually make decisions to specify methods, forms and pace of
implementation as well as depth and complexity of structural changes. It also
relates to ecological aspects associated with its operations. We need to note
that ecological risk is the probability of an event that could lead to the
degradation of the natural environment and contribute to related effects.
Therefore, it is a special type of risks occurring in the natural environment,
such as: floods, hurricanes, earthquakes, disasters and accidents associated
with technologies and products (release of dangerous chemicals, explosions,
traffic disasters), characterized by uniqueness, randomness, multiple reasons
and diversity of direct results. They can also pose a threat to human life and
health, lead to the degradation of the environment or cause serious economic
losses. Therefore, probability of damages to the environment gains
importance under conditions of ecological risk faced by enterprises. It
depends, among others, on the following:

— characteristics of a factor that poses a threat to the environment,
— quantity or intensity of that factor,

— ways of its use,

— protection against emission.

— Magnitude of a damage depends, among others, on:

— threat emission channels,
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— size and range of emission,

— area and quality of environment affected by the emission,
— value of this environment for humanity,

— state and function of the damaged environment.

In this context, we need to stress that a damage to the environment is an
adverse, measurable change of status or functions of natural elements,
evaluated in comparison to the original status. The following factors influence
the change:

— environmental status, including the collection of chemical, biological and
landscape parameters,

— environmental function as a natural, ecological, economic or scientific
value.

All these aspects can degrade in the wake of the event. Duration of a
damage is an important factor that influences its effects on the environment -
Fig. 1.

remedial measures

natural
regeneration

CONDITION OF THE ENVIRONMENT

incident ¢ ommencel}"lent ﬁnishA TIME
of repair of repair

Fig. 1. Effects of a damage on the natural environment.
Source: Tomaszewska-Pesta M., Gorny M., Sosnowska-Serek A.,
Ekoszkody. Krotki przewodnik po ryzyku. Ergo Hestia. Sopot 2012,
p-17.

Therefore, the ecological damage is far broader than a “classic” damage
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that takes place in the framework of enterprise operations within the market
environment. Here, we can define ecological risks for an enterprise, which
include the possibility of damages expressed in terms of value, resulting from
the effects the environment has on the enterprise and vice versa. Such a broad
explanation enables us to take account of a mutual relationship between an
enterprise and the environment, which is in line with the a concept of an
enterprise as a system grounded in micro and macro-environment of the
market that interacts with the natural environment.

1. Ecological insurances

The risk of causing environmental damages is a new challenge for the
insurance market. Along with growing awareness and changes of legal
conditions for business activity that broaden the scope of responsibility, this is
an issue that is becoming more and more significant for entrepreneurs.
Therefore, ecological insurances constitute an economic tool for
environmental protection, the essence, objective and function of which are
tightly connected to the ecological responsibility of business entities, while
this sort of responsibility can arise on the grounds of administrative, civil or
criminal law. We need to note here that protection, preservation and
improvement of the quality of the environment, careful and rational use of
natural resources and undertaking actions leading to the solution of problems
related to the environment constitute the fundamental list of European Union
goals set in the area of environmental protection, along with the protection of
human health. The assumed goals result from a number of rules, the most
important of which are:

— precautionary principle,

— principle of prevention,

— the principle of disposing of pollution at the source,

— polluter pays principle, from which numerous obligations result for
entrepreneurs when it comes to environmental protection.

We need to stress that in the case of insurances covering ecological
damages and risk assessment, both the probability and the scale of the
damage depend on numerous factors that not only change in time, but in
place. High volatility of factors that influence the risk of ecological damages
forces enterprises to strongly focus on an appropriate evaluation of ecological
risk and the selection of protective actions. For many enterprises, especially
small ones with insufficient resources, it can be a very difficult task. To
eliminate adverse effects of ecological risk, financial control of the enterprise
becomes necessary. One of the control tools is insurance, which is an optimal
risk transfer method from the point of view of an entrepreneur.
Competitiveness of insurance in comparison to other risk management
methods can be assessed from the angle of criteria that are significant for
evaluation and selection of risk management methods. From the practical
point of view, we can name the following criteria:
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1. Efficiency — insurance belongs to compensatory methods, that is, the
ones aimed at financing the compensation of a loss resulting from risk
materialization.

2. Cost — when it comes to a price, an insurance belongs to very
attractive protective instruments related to transferring risks of conducting
business activities.

3. Additional benefits — apart from a risk transfer method, insurances
can provide additional benefits to an entrepreneur, as seen at two levels:

— additional (non-compensatory) insurer’s benefits that can be expedient in
conducting business activities (e.g. assistance).

— Dbenefits derivable from an insurance, other than the right to compensation
or benefit (having the feeling of security, entrepreneurs are more likely to
make non-standard business decisions).

Seeing things from this angle, we need to emphasize that diverse
insurance products offered by insurance companies allow flexible selection of
protection tools by an enterprise, while the protection spectrum covers
various groups of insurances - Fig. 2.
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Fig. 2. Ecological insurance as an element of insurances.
Source: own study.
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Examples of insurance products offered by insurers for enterprises show
that there aren’t any products or groups of insurance products that would
comprehensively protect the property and interests of a company and would
be appropriate for every company at the same time. This fact results from the
specificity of business activities conducted by an entrepreneur. Therefore, an
enterprise needs to identify costs and benefits of insurances well. We also
need to stress that due to a number of exemptions effected by insurance
companies as regards the insurance protection offered, the insurance can only
be one of the elements of ecological risk management process. A decision
concerning the insurance of an entity should be based on the risk report
including the following issues:

— identification of risks within an entity — resulting from the character of its
operation. We can apply two risk assessment methods:

— qualitative, which consists in the evaluation of such elements as buildings,
installations, production equipment, auxiliary devices, etc., in the context
of risk posed by these elements, taking account of norms or regulations in
force,

— quantitative, based on probability calculus, consisting in assessing
technical equipment by determining its reliability, workability, methods of
maintenance and user safety.

— assessment of technical and organizational protection applied,

— assessment of possibilities to combat the effects of ecological events,

— value of probable maximum loss.

Risks qualified for insurance should be monitored for the entire agreement
period. In case of any risk changes, there is a possibility to amend insurance
agreements, including the amendment of insurance range or sum, as well as
the capacity to undertake preventive actions. However, we need to stress that
the main aim of potential changes is to provide optimal insurance protection
of an enterprise, along with the preservation of level of assumed risk that is
acceptable for an insurer.

Conclusions
Analyzing the problem of using ecological insurances as a risk limiting
tool concerning company operations, we need to pay particular attention to
the following aspects:

— in most enterprises ecological risk management is treated formally and
does not result in actually dealing with this problem,

— many micro and small enterprises neither carry out ecological risk
management processes, nor are prepared for any events that disorganize
their operations,

— many entities use ecological insurance as a risk transfer tool to an
insufficient extent, which limits their possibilities to optimize and stabilize
their operational activity,
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— application of ecological risk management procedures and the use of
ecological insurances leads to a better use of resources in stock and
enhances staff, client and social trust in an enterprise.

Therefore, ecological risk management and the use of ecological
insurances can play a crucial role in managing the enterprise operations.
These processes constitute tools that serve a purpose of achieving success by
business entities. Modern enterprises operating under unstable market
conditions need to look forward, be dynamic, react to changes and use
available opportunities in an optimal way. Ecological risk management and
insurance protection can constitute support for such activities.
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Ilyxana Puwapo
ExoJioriuHe cTpaxyBaHHs SIK iHCTPYMEHT /151 00MesKeHHsI
ornepauniiiHOro pu3uKy miANPHEMCTB

Humanna npo 3axucm HAGKOIUWHBLO2O cepedosuwa € Oyice
BACIUBUM — €TIEMEHMOM — OnepayiiHoi  eghekmuerocmi 04
CYHACHOT eKOHOMIKU A NIONpUEMCMS, WO Hpayiorms 6 ii
pamkax. Po3mip nomenyitinux, yacmo kamacmpo@iunux, pusuxie
Mae eenuKkuil 6nau8 Ha 6cix yuacHuxie pumky. Lle cnomyxae Oii,
CHPAMOBAHI HA ad0anmayito  OisUIbHOCMI  RIONPUEMCMEA 00
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MIHIUBUX YMO8, 3 UM W00 O0amu M MOXCIUBICIL O0OUmMuUCA
YVCHIXY 3a OONOMO200 NIOMPUMKU BHYMPIUHBLOLO | 308HIUHBO2O
banancy i, sk HACMOOK, 34 PAXYHOK NIOBUWEHHS ONepayitiHoi
egpexmusHocmi I npacHe 30LbWUMU IX PUHKOBY 6apmichmb i
KOHKYPEeHMOCNpOMOdiCHICb. Bci nionpuemcmea npayioioms 6
ymosax pusuky. OOHumM 3 Memooig OOMENCEeHHSI PUSUKY €
BUKOPUCIAHHA — CIMPAXY6AHHA, AKI  CNPUAIOMb  ONMUMI3ayii
OisitbHocmi  nionpuemcmea.  Bonu  0ozeonsiioms  ehexmugHo
NPOMUOIAMU HECHPUAMAUBUM HACTIOKAM €KONOIUHUX 3A2P03, KI
Mooicymy decmabinizyeamu pobomy nionpuemMcmed i npusecmu
00 tioeo bankpymemea. Takum 4uHoOM, wuUpoKe GUKOPUCMAHHA
CMpAxoeux HCMpyMenmia nionpuemMcmeamu K iHCmMpymeHm
PUBUK 0OMEICEHHST D0800UMb CE80K0 eQeKMUBHICIb 6 YMOBAX
MIHTIUBO20 PUHKOBORO CepeoosuULyd.

Kniouosi cnosa: npupoone cepedosuiye, 30UMoK, HAHECeHUll
HABKOTUWHBOMY cepedosuLyy, NIONpUeMcmea, nepeoadi pusuKie,
EKONO2IUHUX CIPAXYEAHHA.

Ilyxana Puwiapo

IKoJIorHuecKoe CTpaxoBaHMe KaK HHCTPYMEHT /It
OIPAaHUYCHUS OIICPALIMOHHOI'0 PUCKA npeunpm{Tnﬁ

Bonpoc o 3zawume oxpydicaioweii  cpedvl sgIsEmMcs  0YeHb
BAJICHBIM  DNIEMEHMOM — ONEPAYUOHHOU  dhpexmusHocmu  Oiisl
COBPEMEHHON IKOHOMUKU U Npeonpusmutl, pabomaiouux & ee
pamkax. Pasmep nomenyuanbhblx, 4acmo Kamacmpoguueckux,
puckog umeem 0oabUIOe GIUAHUE HA BCEX YYACHIHUKOB PbIHKA.
Omo nobyscoaem Oelicmsust, HANPasneHHble HA AOANMAYUIO
0esimenbHOCIU NPEORPUAIMUSL K USMEHSIOWUMCSL YCIOBUSIM, C
mem, ymobObl 0amb UM B03MONCHOCHL O0OUMbCS ycnexa ¢
NOMOWbIO NOOOEPICANUsL BHYMPEHHE20 U GHewHe20 bananca u,
Kak — cieocmeue, 3d  cuem  NOGbIUEHUsI  ONEPAYUOHHOU
apexmueHocmU U CMPEMUMCSL  YEEIUYUMb  UX  PLIHOYHYIO
CMOUMOCMb U KOHKYPEHMOChocobrnocms. Bce  npednpusimust
pabomatrom @ ycnosusx pucka. OOHUM u3 Memooo8 02paHuyeHus
pucka  AGIAEMCs  UCNOAb30BAHUE — CMPAXOBAHUS,  KOMOpble
cnocobecmeyiom  onmuMu3ayUY  OesImeNbHOCMU  NPeOnPUSIMUS.
Onu no3601s10Mm appghexmuero npomusooelicmeue
HEONAONPUAMHBIM — NOCICOCMBUAM — IKONOSUHECKUX — YepPO3,
KOmopbie Mo2ym 0ecmabunu3uposams pabomy npeonpusamus u
npusecmu Kk ee 6ankpomcmey. Taxum o6pazom, wupokoe
UCNONIL306AHUE CPAXOBbIX UHCPYMEHMOS8 NPEeONPUSIMUSIMU KAK
UHCMPYMEHm — PUCK — O2paHuyeHusi  OOKA3bledem  C60I0
IPhekmueHOCIb 6 YCI08UX MEHIIOUETICS PLIHOYHOLL CPEODL.
Knmiouesvie cnosa: npupoonas cpeda, ywepb, HameceHHblll
OKpYdCcalowell  cpede,  NPeONpuAmMus, — NEpeoaul  PUCKOS,
IKONOSUYECKUX CIPAXOBAHUSL.
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