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METHODICAL APPROACHES FOR ASSESSING THE FINANCIAL STABILITY
OF INSURANCE COMPANIES

Abstract. The article summarizes arguments and counterarguments within the framework of
a scientific discussion concerning the methodological ensuring for assessing the financial stability
of insurance companies. The main purpose of the conducted study is indexes arrangement by which
it is possible to assess the financial stability of an insurance company in accordance with the criteria
(factors, sources) of its ensuring. Systematization of literary sources and approaches for solving the
problem in managing the financial stability of an insurance company to ensure its stable
development has shown that this issue remains unresolved to the full extent and requires detailing
and indexes arrangement that can be used to assess the financial stability and determine its level.

Actuality in solution of this scientific problem lies in the fact that financial stability of
insurance companies is an important precondition for their survival in modern conditions, a factor
of providing the insurance protection and maintaining the achieved standard of living of the
population, full and timely performance of insurance obligations, effective and competitive
functioning of the insurer in the future. In the article studies on the management of the financial
stability of an insurance company on the basis of indexes arrangement of its assessment are
performed in the following logical sequence: characteristic of the main tendencies in the
development of the insurance market of Ukraine in recent years is outlined; the necessity of
management of the financial stability of insurance companies is grounded in order to ensure their
sustainable economic development; approaches to the definition in the essence of the financial
stability of an insurance company are considered and the definition by Ukrainian researcher
N. V. Tkachenko is adopted as the basis. On the basis of the analysis of recent scientific
publications, theoretical and methodological developments by modern researchers, the authors of
the article selected six groups of criteria for ensuring the financial stability, according to which the
ratios for assessing the financial stability of insurance companies of these participants in financial
markets are systematized and methodologically substantiated.

The results of the research can be useful for managers and staff of insurance organizations,
government oversight of insurance activities, teachers of economic specialties.

Keywords: financial stability, insurance company, methodological approaches, assessment
of financial stability.
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METOJAYHI MIAXOAH 10 OLIHKU ®THAHCOBOI CTIMKOCTI
CTPAXOBHUX KOMIIAHIN

AHoTAaNisA. Y3arajJbHEHO apryMeHTH 1 KOHTPapryMEHTH B MeXax HayKOBOI TUCKYCIi 3 MUTaHHS
METOJJMYHOrO 3a0e3MeueHHsI OLIHKM (PIHAHCOBOI CTIHKOCTI CTPAaXOBHUX KoMMaHii. OCHOBHOIO METOIO
MPOBEJICHOTO JOCHI/PKEHHS € CHUCTEMAaTH3allisl MMOKA3HHKIB, 32 SIKUMA MOXHA 3IMCHUTH OI[IHKY
(iHaHCOBOi CTIMKOCTI CTpaxoBOi KOMIIaHii BIATOBIIHO A0 KpuTepiiB (akTopiB, mkepen) ii 3a-
Oe3neueHns. CucTemMaTn3allis JJITepaTypHUX HKEpe 1 MiIX0MIB 10 PO3B’I3aHHS MTPOOJIEMH YIIPABIiHHS
(iHaHCOBOIO CTIHMKICTIO CTpaxoBoi KoMmaHii /it 3a0e3nedeHHs il cTaOlIbHOTO PO3BUTKY 3aCBiIUMIIA,
110 1€ MUTAHHS 3AJIMIIAETHCS HEBUPILIEHUM TIOBHOIO MIpOIO 1 TOTpeOye AeTaizallii Ta cucTeMaTh3ariii
MOKA3HUKIB, 32 SKUMH MOYKHA ITPOBECTH OIIHKY (hIHAHCOBOI CTIMKOCTI Ta BU3HAYUTH ii pIBEHb.

AKTyalbHICTh PO3B’SI3aHHS HAYKOBOI MPOOJIEMHU TMOJIATaE B TOMY, 110 (piHAHCOBA CTIHKICTh
CTPaxOBUX KOMIIAHIM € BaXJIMBOIO MEPEAYMOBOIO iX BIDKMBAHHS B Cy4aCHHX yMOBax, (akTOpoM
3a0e3MeUeHHsT CTPAaXxOBOTO 3axXUCTy Ta WIATPUMAHHS OCATHYTOTO pIiBHS JKHTTS HACEJICHHS,
IIOBHOTI'O 1 CBOEYACHOI'O BUKOHAHHS CTPAaXxOBUX 3000B’sI3aHb, €PEKTUBHOTO I KOHKYPEHTO3/1aTHOI'O
(YHKIIIOHYBaHHS CTpaxoBHKa B MalOyTHbOMY. JlOCHiPKEHHS NMUTaHHS YHPaBIiHHA (PIHAHCOBOIO
CTIHKICTIO CTPaxOBOi KOMITaHii Ha OCHOBI CUCTeMAaTH3AIlil MOKA3HUKIB i1 OIIHKYU 3/I1iCHEHO B TaKii
JIOT1YHIA TIOCIIITOBHOCTI: HaJlaHa XapaKTePUCTUKAa OCHOBHUM TEHJCHIISIM PO3BUTKY CTPaXOBOTO
PUHKY YKpaiHU B OCTaHHI pOKH; OOIPYHTOBAHO HEOOXIJHICTh YIpaBIiHHS (PIHAHCOBOIO CTIHKICTIO
CTpPaXxOBUX KOMIIAHI 3 MeTol 3a0e3NedyeHHs iXHBOro CTajJoro EKOHOMIYHOTO pPO3BHTKY;
PO3IIISIHYTO TIAXOAM 1O BU3HAYEHHS CYTHOCTI (DiHAHCOBOI CTIHKOCTI CTpaxoBOi KOMIaHii Ta
MPUIHATO 32 OCHOBY BH3HaueHHs yKpaincbkoi mochigauii H. B. Tkauenko. Ha ocHOBI anamizy
OCTaHHIX HAyKOBUX TMyOJiKaliid, TECOPETHYHUX 1 METOIOJOTIYHUX HaIlpaIfoBaHb Cy4YacHHUX
JOCIIHUKIB BHJIJIEHO WIICTh TPyl KpHUTEpiiB 3abe3neueHHs (iHAHCOBOI CTIMKOCTI, 3a SKUMHU
CHUCTEMaTH30BaHI Ta METOJAUYHO OOIpYHTYBaHl KOe(IilI€EHTH OLIHKK (IHAHCOBOI CTIHKOCTI
CTPaxOBHUX KOMIIaHiH siK Cy0’€KTiB ()iIHAHCOBOTO PUHKY.

PesynbraT NpOBEAEHOrO MJOCHIKEHHS MOXYTh OyTH KOPHUCHMMHU JUIsl KEpIBHHUKIB 1
MEPCOHATY CTPAXOBUX OpTaHi3alliii, OpraHiB AEpPKABHOTO HATJSAY 32 CTPAXOBOK iSUIBHICTIO,
BUKJIaJ[a4iB EKOHOMIUYHUX CIIEIIAJILHOCTEN.

Kntouoei cnosa: dpinancoBa CTIKICTb, CTpaXOBa KOMIIaHis, METOAMYHI MiJIXOJH, OILIHKA
¢biHaHCOBOI CTIMKOCTI.

®opmyi: 0; puc.: 0; Tadm.: 5; 616:1.: 20.
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Introduction. Today, the insurance institute is one of the mechanisms for protection against
unfavorable events of all market participants. The ongoing reforms in the medical sphere and the
sphere of pensions are gradually increasing the demand for medical and funded pension insurance.
At the same time, the economic instability of production sphere, the low population income level,
accompanied by a decrease in the volume of insurance premiums from the insurer, the imperfect
legislative framework does not create the basis for the sustainable economic development of
insurance companies. Due to the complexity and variety of external and internal financial relations,
there is a need for highly effective financial management of an insurance company, which is a
prerequisite for ensuring its financial stability.

The financial stability is one of the most important characteristics in the behavior of any
organization in the situation of external and internal changes. The stability of insurance companies
is not only an important prerequisite for their survival in modern conditions, but also the key to
successful implementation of their mission and strategic objectives in activity [1, p. 31].

A sufficient level of the financial stability of insurers is a main prerequisite:

— providing insurance protection for social reproduction and maintaining the achieved
standard in living of the population;

— complete and timely fulfillment of insurance obligations;

— effective and competitive functioning of the insurer in the future;

— development of the country’s economy as a whole [2, p. 89].

The foregoing actualizes the issue in improving of methodological approaches to assessing
the financial stability of insurance companies in modern economic conditions.

Research analysis and problem statement. The question of managing the financial
stability of an insurance company and its methodological approaches to its assessment are
highlighted in the scientific publications of domestic scientists, in particular the problem of ensuring
the financial stability of an insurance company, directions of improvement and comparative
approaches to the assessment of the financial stability of insurance companies were investigated
in publications by M. V. Balytska, H. O. Velychko, V. M. Oliynyk, N. M. Stashkevych,
O. S. Stashkevych, N. V. Tkachenko. Discussion questions of the criteria (sources, factors) for
ensuring the financial stability are considered and justified in the publications of O. R. Kryvytska,
M. V. Chychylinskyi, R. Pikus.

German researchers M. Maske, B. Hirsch and M. Sohn considered insurers’ remuneration,
taking into account the significant level of risk inherent in the insurance industry [3]. G. Dutta,
Harish V. Rao, S. Basu and Manoj Kr. Tiwari studied the issues of management of life insurance
companies [4]. P. A. A. Cafasso, J. L. Chela and H. Kimura paid attention to the distribution of
capital of insurance companies using stochastic models [5].

The financial institutions activities are associated with a certain set of risks inherent in the
financial services market [6]. The question of rating grades of the financial stability of insurers and
its managing with taking into account the impact of the most specific risks in this industry has been
actively studied in recent years by many European researchers [7—10].

The main purpose of the article is to arrange the indexes by which it is possible to assess the
financial stability of an insurance company according to the criteria (factors, sources) of its
ensuring.

Research methodology and methods. The methodological tools of the conducted research
are empirical and theoretical research methods (abstraction and concretization, analysis, synthesis,
induction, deduction, analogy, logical methods, a method of systematization, grouping and
generalization).

Research results. The concept of the financial stability of an insurance company is very
complex and multidimensional. Its peculiarity is that for its interpretation it is impossible to use
standard approaches, suitable for other enterprises. This is due to the specifics of the insurance
companies’ activity, whose organization of finances differs from the organization of finances of
other business entities. Since the insurance legislation, in particular the Law of Ukraine «On
Insurance», does not provide any definition of the «financial stability of an insurance company»,
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during the last decade researchers have been discussing the theoretical definition of this category in
the scientific publications.

Analysing the achievements of modern scientists, researchers Tkachenko N. V. [1, p. 32],
Velychko H. O., Stashkevych N. M., Stashkevych O. S. [11, p. 80] and others distinguish groups of
scholars, whose views in one or another planes coincide with the defining the essence of the
«financial stability of an insurance company».

On the basis of the contradictions discovered in the research process, Tkachenko N. V.
formulated the own definition in the essence of «financial stability of insurance companiesy», under
which the researcher understands such state of organization of its cash flows (input and output),
in which an insurance company is capable timely and fully comply with the obligations undertaken to
all market participants, subject to the influence of adverse factors (internal and external) during a certain
time, as well as to adapt constantly to changes in the economic environment [12, p. 47;
1, p. 33]. The authors of the article fully agree with this definition and take it as the basis for their study.

Factoring in the specifics of the insurance companies’ activity, there are two types of the
financial stability, as well as two sides from which it can be estimated, namely: the financial
stability of an insurance company as a legal entity engaged in economic activity for the provision of
services; the financial stability of an insurance company in accordance with the requirements for
insurance companies as participants of the financial market [13, p. 357; 11].

The financial stability of an insurance company as a legal entity consists in an effective
relationship of own and borrowed capital in the structure of financial resources of an insurance
company that is able to provide the required level of solvency and liquidity.

The authors’s conducted research concerning the recent scientific publications, theoretical
and methodological developments of Ukrainian researchers, have made it possible to distinguish the
main criteria (factors, sources) of ensuring the financial stability of an insurance company (7able I).

Table 1
Criteria (factors, sources) for ensuring the financial stability
of an insurance company, highlighted by modern researchers
Source/author Criteria (factors, sources)

Forecasting the financial The financial stability of an insurance company can be determined by statement of:
stability of an insurer — sufficient and paid-up share capital;
[14, p. 5] — reasonably and clearly calculated insurance tariffs;

— effective reserve policy and operating reinsurance system
Balytska M. V. [15, p. 5] The main basis of the financial stability of an insurer is:

— equity and reasonable tariff policy;

— sufficiency of insurance reserves;

— effective investment policy and reinsurance operations
Velychko H. O., The main criteria for ensuring the stable activity of an insurer include:
Stashkevych N. M., — equity capital adequacy and balanced tariff policy;
Stashkevich O. S. [11, p. 80] | — balance of the insurance portfolio and a safe reinsurance program;

— adequate methods for formation of insurance reserves;

— optimal investment policy and a high level of solvency
Pikus R., Balytska M. There are five main sources that ensure the financial stability of an insurer:
[16, p. 8] — equity capital adequacy and insurance reserves, calculated in due course

and guaranteeing insurance payments;

— asset placement (investment policy);

— single risk limitation (reinsurance) and tariff policy
Balytska M. V. [2, p. 90] In order to fully satisfy the interests of insurers, insurance companies must be

provided with financial stability that guarantees:

— solvency and capital adequacy;

— the availability of insurance reserves and funds;

— the organized risk management process
Lapishko M. L., The main components for ensuring the financial sustainability of the insurance
Danylkiv K. P., company include:
Dobosh N. M. — sufficient equity capital and balanced tariff policy;
[17, p. 228] — insurance portfolio balanced by volume and risk;

— effective placement of insurance reserves

Source: compiled by the authors according to [2; 11; 14—17].
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The authors of the article offer to generalize and consolidate existing criteria for the
financial stability of insurance companies in scientific researches and to further systematize
coefficients according to such groups of criteria:

— the criterion of available paid-up share capital;

— the criterion of adequacy and accumulation of equity;

— criterion of the availability and sufficiency of insurance reserves volume;

— the criterion of the availability of a valid reinsurance system;

— the criterion of the availability of a reasonable, balanced tariff policy;

— the criterion of solvency and liquidity of an insurance company.

According to six criteria, the authors of the article propose to systematize and methodically
substantiate the ratios of assessing the financial stability of an insurance company according to the
requirements for insurance companies as participants of the financial market (Tables 2—23).

Formation of the capital in an insurance company is a process of attracting the financial
resources, managing their movement and transforming into specific forms of capital that are capable
in ensuring its financial stability at any given time. The equity of an insurance company plays an
important role both at the stage of establishing an insurance company and in the process of its
operation [12, p. 88].

Systematization of the coefficients in the financial stability of an insurance company by the
criterion of available paid-in share capital and the criterion of adequacy and accumulation of equity
is given in Table 2.

Table 2
Ratios of evaluation of financial stability of an insurance company
by the criterion of adequacy and accumulation of equity capital (author’s systematization)

Ratios Formula for calculation Characteristic
C It characterizes the level of equity
w = adequacy. With an increase in ratio to
Capital C — capital of an insurance company; one, the insurer’s solvency increases
adequacy A — total assets of an insurance company;
ratio or own CfA_IA_O’
financial where 4 — assets of an insurance company (balance

sheet currency);

14 — intangible assets;

O — the long-term and current obligations
of an enterprise

security ratio

It characterizes the funds of an insurance
company that are not included in the
payment of insurance obligations, but
aimed at maintaining and developing

' EC
where EC — equity capital;
GF — a guarantee fund.
GF = AC+RC+UP,
where AC — additional capital;
RC — reserve capital;
UP — undistributed profit

Saving ratio

Ratio IR+C It characterizes the ability of an insurance
of financial » = NIP company to make the necessary
potential where IR — insurance reserves; insurance paymeqts under unfavorable
of an C — capital; conditions for the insurer (for example, a
insurance N . high level of loss ratio)
NIP — net insurance premiums
company

Source: compiled by the authors according to [12; 14; 18—19].

Consequently, the availability and adequacy of equity (capital adequacy ratio) allows the
insurer not only to cover the negative effects of business risk, but also to ensure the continuity of its
activities (financial potential rate).

It is known that the presence of the insurance company’s equity in the part that accounts for
the guarantee fund, in fact, represents free reserves (their level is evidenced by the saving ratio), and
therefore allows an insurance company to take on risks of higher insurance costs.
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Therefore, it can be argued, and the authors agree in this with Tkachenko N. V. that the
value of equity capital of an insurance company is of great importance in ensuring its financial

stability [12, p. 90—91].

Table 3

Ratios for assessing the financial stability of an insurance company
by the criterion for the availability and sufficiency of the level of insurance reserves

Equity coverage ratio

Ratios Formula for calculation Characteristic
EC It characterizes the ability of an
K. =E’ insurance company to make

Sufficiency ratio of

insurance reserves where /R — insurance reserves;

NIP — net insurance premiums (with the deduction
of premiums transferred to reinsurance)

X where EC — equity capital; payments under insurance
of insurance reserves . ’ : . contracts in the amount exceedin
IR — insurance reserves (including reserves - g
transferred to reinsurance) the volume of insurance reserves
IR It characterizes the sufficiency of
R, = NIP® the insurance reserves in a

company to meet its insurance
obligations

_HLA
where /R — insurance reserves;
Liquidity ratio of HLA — highly liquid assets
insurance reserves

It shows the proportion of highly
liquid assets in the total amount
of insurance reserves, and
characterizes how quickly, if
necessary, an insurance company
will be able to transform
insurance reserves into cash and
fulfill its obligations under
insurance contracts.

D/S, = ARR—AAFR
where D/S;.— deficit (surplus) of insurance reserves;
Deficit (surplus) of insurance reserves
ARR — the amount of required reserves;
AAFR — the actual amount of the formed reserves;

ARR FR o -E]fzp
Deﬁmt (surplus) of - EIP ’
insurance reserves Pp

where FR,,, — formed insurance reserves

for the previous period,

EIP,, — earned insurance premiums of the current
period;

EIP,, — earned insurance premiums of the previous

period

It characterizes the deficit or
surplus of insurance reserves
formed in the current period
compared to the previous period

Source: compiled by the authors according to [13; [18—20].

Table 4
Ratios of assessing the financial stability of an insurance company
by the criterion of a functioning reinsurance system
Ratios Formula for calculation Characteristic
AGP — APTR It characterizes the part of the sum
R, = P insured, within which an insurance

Own premium .
retention rate where AGP — the amount of gross premiums;

APTR — the amount of premiums transferred
to reinsurers

company is responsible for the insured
risk, transferring the rest to reinsurance

transferred to reinsurers;
AGP — the amount of gross premiums

APTR It characterizes the share of reinsurers
Rei dr :W’ in the insurance activity of a company.
einsurance : (5500
dependency ratio where APTR — the amount of premiums The optimum value is 5—50%
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Table 4 (continued)
Ratios Formula for calculation Characteristic
IP—IPCR It characterizes a part of insurance
i =—IP > indemnities directly paid by an insurance
Retention ration in company without taking into account the

where /P — insurance payments;

indemnity payments compensated by reinsurers.

IPCR — insurance payments compensated
by reinsurers

SRIP It characterizes the company’s dependence
prir = R’ on the implementation of its obligations on

Ratio of reinsurers’ L .
the reliability of reinsurers

participation where SRIR — the share of reinsurers
I INSUTANCe IESCIvVes | in insurance reserves;

IR — the total amount of insurance reserves

; z I+ Z AR The normal state of the financial stability of
R} :T ) an insurance organization should be
considered if R‘,{ > 1, that is, when the

: : where )/ — the amount of income for the . .
Ratio of the financial x amount of income, taking into account the

stabili tariff period; .
fthe i vy fund > AR — the amount of funds in the reserve balance in the reserve fup ds, e?(ceeds ?”
01 the msurance un funds: expenses of the insurer. With an increase in
5 C—’ the amount of costs for the tariff the stability factor of the insurance fund, the
period financial stability of insurance operations

will also grow

Source: compiled by the authors according to [12; 14; 18—20].

Table 5
Ratios of assessing the financial stability of an insurance company
by the criterion of solvency and liquidit
Ratios Formula for calculation Characteristic
HLA It characterizes the ability of an
Absolute liquidity R, ZE ) insgran.ce company to .fulﬁll its
ratio where HLA — highly liquid assets; obligations .under msurance
CO — current obligations of an insurance company f:ontracts without - additional
involvement of external
:E, financing (debt securities issue,
Current liquidity ¢ co attracting bank lending, etc.)
ratio where WA — current (working assets) assets;
CO — current obligations of an insurance company
IP — APTR It characterizes the sufficiency
= p_OE ° Qf funds in .the form of
Index of the . insurance premiums to cover
current solvency | Where R, — current solvency ratio; current expenses for insurance
of an insurance IP — insurance premiums; payments and payment of
company APTR — the amount of premiums transferred to reinsurers; | current expenses for insurance
IP — insurance payments; business
OE — operating expenses

ASM=A—Ai—T,
where ASM — actual solvency margin (net assets);
A — total assets;
A; — the amount of intangible assets;
T — total obligations.

Calculated SSM1=0.18 - (AP — 0.5 - APR),
indexes of where SSM1 — standard estimated solvency margin based on insurance premiums;

solvency margin AP — the amount of insurance premiums received during the reporting period;

of an insurance APR — the amount of insurance premiums transferred to reinsurance during the reporting
company period.

SSM2 =0.26 - (AP — 0.5 - APR),
where SSM2 — standard estimated solvency margin based on insurance premiums;
AP — the amount of insurance payments made by the insurer during the reporting period;
APR — the amount of insurance payments compensated by reinsurers during the reporting
period

Source: compiled by the authors according to [12; 18—20].
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The main goal of insurance pricing is to balance the basic insurance equation, according
to which the amount of the insurance premium should equivalently reflect possible losses, cover
all expected expenses from insurance and provide targeted profit during the insurance period [19,
p. 185]:

In view of the specifics of the insurance companies’ activity in attracting funds of citizens
and legal entities, they have special requirements for ensuring solvency. In particular, the Law of
Ukraine «On Insurance» regulates:

a) the minimum level of paid-up share capital in cash;

b) the availability of the guarantee fund of the insurer in terms of additional and reserve
capital and retained earnings;

c) creation of insurance reserves sufficient for future payment of insurance sums and
insurance indemnities; directions of placement of insurance reserves in assets of certain categories
that meet the requirements of quality and diversification; correct application of the calculation
methodology for insurance reserves; sources of forming the insurance reserves (attracted financial
resources (insurance premiums));

d) the need to exceed the actual solvency margin of the insurer over the estimated regulatory
solvency margin (solvency margin) [11, p. 79].

Therefore, we share N. Tkachenko’s view on the introduction of such indexes as:
1) «minimum solvency margin» (the minimum level of capital adequacy of obligations), which is
defined as the excess of the actual solvency margin over the regulatory one. If the insurer’s
solvency level is lower than the minimum, the undeniable involvement of the insurance supervisor
in the activities of the insurer in order to stabilize the status of an insurance company and its
recovery should be provided by current legislation; 2) «solvency control level» (it is determined at
the level of at least 25% excess of the value of the actual solvency margin over the regulatory one
and is an indicator for supervisory authorities to deploy preventive actions aimed at preventing the
insurer’s negative solvency consequences) [12, p. 179].

Conclusions. The authors of the article, based on the critical analysis of theoretical and
methodological developments of modern researchers, generalized the criteria for ensuring the
financial stability of insurance companies.

Studies of methodological and methodological issues in assessing the financial stability of
insurance companies allowed the authors to detail and systematize the ratios, which are proposed to
assess the financial stability. The main scientific result of this study is the systematization of the
ratios for assessing the financial stability of an insurance company, their methodological
substantiation and the definition of the essential characteristics of each ratio.

Prospects for further developments in this area are establishment of the recommended
normative values of the ratios for assessing the financial stability of insurance companies, using the
methods of mathematical statistics and expert methods for evaluating, taking into account the
specifics of their activities.
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