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The article analyzes the methodological approaches to assessment of financial stability of
domestic insurance companies used in contemporary science and practice. Their advantages and
disadvantages are studied. Conclusions concerning their objectivity for assessment of financial sta-
bility of insurance companies are made on the basis of corresponding calculations.
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Oubra €. XKypaiaboBa (Kuiecokuli HAUiOHAAbHUL eKOHOMIYHULL
yHieepcumem imeni Baduma Temomana, Yxpaina)
METOJAWYHI NIIXOAU 10 OLIIHIOBAHHSI ®IHAHCOBOI
CTIMKOCTI CTPAXOBUX KOMIIAHIN
Y cmammi nposedeno anaaiz memoouunux nioxooie 0o ouinr0éanus Pinancoeoi cmiixocmi
GIMYMU3HAHUX CIMPAX0BUX KOMNAHIL, W0 GUKOPUCIOBYIOMbCA Y CYMACHIN Hayyi ma npaxmuuyi.
Jocaionceno ixui nepesazu ma nedoaixu. Ha ocrogi 6ionogionux po3paxynkie 3po6aeno 6UCHOGKU
w000 ix 06 eKkmueHoCcmi 0451 OUIHIOBAHHSA (DIHAHCO6OT CMINKOCMI CIPAX08UX KOMNAHIIL.
Karouosi caosa: ouinka pinancosoi cmitikocmi cmpaxogoi KomMnauii, KOMHAEKCHA MemoouKd,
mecmu panHb020 NONEPEOHCeHHs, OUCKPUMIHAHMHULL AHANL3.
Dopm. 7. Taba. 2. Puc. 1. JTim. 11.

Oubra E. 2KypaBneBa (Kuesckuii HQuuOHAAbHbLI IKOHOMUHECK UL
yHusepcumem umeru Baduma Temomana, J/iqgauua)
METOANYECKHUE ITOJIXO/Jibl K OIEHKE ®MHAHCOBOU
YCTONMYUNBOCTU CTPAXOBbBIX KOMITAHUUN
B cmamve npouseeden anaiuz memooux ouenku Quuancoéol ycmoinugocmu
OMe"ecmeeHHbIX CMPAX06bIX KOMNAHUL, KOMOpble UCNOAb3YIOMCS 8 COBPEMEHHOU Hayke U
npaxmure. Hccaedosanwt ux npeumyuecmea u nedocmamxu. Ha ocnosanuu coomeemcmeyrouyux
pacuenoe coeaanvt 6616006t 00 Ux 006eKMUBHOCU 045 OUEHKU (DUHAHCOB0I YCHMIOUMUBOCHU
CIMpPAaxoevix KOMNAHUIL.
Karouesvie caosa: ouenka uuancogol ycmou4ugocmu cmpaxosoii KOMAAHUU, KOMHAEKCHAs
MemoouKa, mecmol paHHeeo peazuposaHust, QUCKPUMUHAHMHBLI AHANU3.

Problem statement. Under the current conditions of development of the insur-
ance market, which is characterized by uncertainty and instability of the environ-
ment, the guarantee of financial stability of domestic insurance companies holds a
prominent place. By means of effective management of financial stability, an insur-
ance company is able to adapt to destabilizing external and internal factors, and ful-
fill its obligations under any conditions. Therefore, objective assessment of financial
stability of insurance companies is the basis for management decisions and is a topi-
cal issue.

Analysis of recent research and publications. Methodological aspects of assess-
ment of financial stability of insurance companies were investigated in works by
V.Z. Burchevskyi (2011), O.D. Vovchak (2006), K.S. Hrozava (2009), O.1. Kovtun,
M.P. Denysenko and V.G. Kabanov (2008), V.S. Len (2009), H.M. Malynych (2009),
A. Seliverstov (2003), A.A. Hvozdenko (2000) and others.
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Unsolved aspects of the problem. The papers mentioned above present the meth-
ods of assessment of financial stability of insurance companies, which consider only
certain aspects of insurers' activities. A comprehensive and objective methodological
approach, which would fully consider the peculiarities of insurers' activities, is not yet
developed.

The aim of the article is the statement of reasons for applying the systematic
approach to assessment of financial stability of insurance companies based on the dis-
criminant analysis, which will allow predicting the level of financial stability.

Main results of the research. Theoretical generalization of the existing method-
ological approaches of assessment of financial stability of insurance companies allows
noting that some of them cannot be applied to insurance companies because they
contain only general indicators which do not consider specific activities and charac-
teristics of capital structure of insurance companies.

Thus, A.D. Vovchak (2006: 320) suggests using a generalized indicator of finan-
cial stability of insurance companies. This indicator is calculated as:

GIF. - [1+cCifb, + (1+Ccbef, )+ Crvp, +Cfa, | |
" [1+cifb, +Csc, +(1+Ccbef, )+ Crvp, +Cfa, | o
where GIF,; — the indicator of change in financial stability in the reporting period;
Clfby and Clfb; — the coefficients of long-term borrowings in the base and reporting
periods accordingly; Csc, and Csc, — the coefficients of stock cover with own work-
ing capital in the base and reporting periods accordingly; Ccbef, and Ccbef; — the

coefficients of correlation of borrowed and equity funds in the base and reporting
periods accordingly; Crvp, and Crvp, — the coefficients of real value of property in

the base and reporting periods accordingly; Cfa, and Cfa; — the coefficients of fixed

assets in the base and reporting periods accordingly.

The above formula does not use the indicators being characteristic of insurance
activities, which does not allow considering the specifics of the insurance sector.

In exploration of the scientific research results of O.1. Kovtun, M.P. Denysenko,
V.G. Kabanov (2008: 175—178), it has been found that to assess the reliability of
insurance companies they offer calculating an integral indicator. It characterizes the
aggregate level of liquidity, solvency and profitability:

Cr=+JLRxSRxPR, 2)

where Cr — the coefficient of reliability of insurance companies; LR — the liquidity
ratio; SR — the solvency ratio; PR — the profitability ratio.

tr=22, 3)
CL
where CA — current assets; CL — current liabilities of an insurance company.
sp="SM )
NSM

where ASN — actual solvency margin of an insurance company; NSM — normative

solvency margin of an insurance company.
pr=NP. )
Al
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where NP — annual net profit of an insurance company; A — annual income of an
insurance company.

The higher the value of this indicator compared to the average within a homoge-
neous group of insurance companies, the better the financial stability of an insurance
company is. The coefficient is enlarged enough, but its advantage lies in clarity and
quick assessment of financial stability of an insurance company in practice. This indi-
cator is proposed to be considered in dynamics.

Russian scientist A.A. Hvozdenko (2000: 79) suggests defining the coefficient of
financial stability of an insurer:

E = > (sum)of income + guarantee fund 6

o S (sum)of expenses )
This indicator shows how many times the revenue together with guarantee fund
covers the expenses of an insurer. But its optimal value is not given.

To assess the financial stability of insurance companies by means of the above
methods, we have selected 10 insurance companies operating at Ukrainian insurance
market with varying amount of insurance premiums (large, medium and small). The
averaged results are graphically presented in Figure 1.
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Figure 1. Dynamics of coefficients of financial stability, 2008—-2012

The averaged values of the coefficient of financial stability of insurance compa-
nies and the coefficient of financial stability of an insurer have similar dynamics,
which gives evidence of the uniformity of the results obtained by these methods. But
the generalized indicator of financial stability in dynamics quite opposite follows the
dynamics of the first 2 coefficients. Its value indicates low financial stability of the
analyzed insurance companies.

Since financial stability of insurance companies is a matter of national impor-
tance and requires careful control of government, by the Order No. 3755 as of March
17, 2005 the State Commission for Regulation of Financial Services Markets of
Ukraine (SCRFSMU) approved the "Guidelines for analysis of the insurers' activi-
ties". The basis for these recommendations is "early prevention tests" which include
the analysis of capital, assets, reinsurance, insurance of reserves, profitability and lig-
uidity. The actual assessment of each indicator is determined by comparing its calcu-
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lated value with the appropriate scale. The total assessment is defined as the sum of
the actual assessments based on individual indicators, taking into account the rele-
vant coefficients, and is interpreted as follows:

"1" (stable) — financial indicators are at high level;

"2" (satisfactory) — no serious problems, financial indicators are at middle level;

"3" (limit) — financial condition raises concerns, financial indicators are signifi-
cantly below average;

"4" (unsatisfactory) is considered unacceptable, financial condition is very
unstable.

Table 1 shows the averaged results of the early prevention tests calculated basing
on the reports of the analyzed insurance companies.

Table 1. The results of early prevention tests, 2009-2012
General assessment
2009 2010 2011 2012*
Large insurance companies | 2 (satisfactory) 3 (limit) 3 (limit) 3 (limit)
Medlulclcl)—sn;;;;ssumnce 2 (satisfactory) | 2 (satisfactory) | 2 (satisfactory) | 2 (satisfactory)
Small insurance companies | 2 (satisfactory) | 2 (satisfactory) | 2 (satisfactory) | 2 (satisfactory)
*According to the preliminary estimates of the author.
Source: Author’s calculations.

Group

Value "1" is not typical for any group. The financial stability of large insurance
companies should be considered as limit. The obtained results show that this method
is much stricter than the previous ones, but allows assessing the level of financial sta-
bility of domestic insurance companies most comprehensively and objectively.

Assessment of financial stability of insurance companies may be approached by
defining an integral Z-indicator based on the discriminant analysis. This will facili-
tate the efficient and timely adoption of tactical and strategic decisions to ensure
financial stability of insurance companies and assess the attractiveness of companies
to insurers and investors, as well as the application of measures of financial recovery.
Among domestic methods of the discriminant analysis the model by O.0O. Tere-
shchenko (2006) deserves attention. But it does not consider the features of insurance
companies.

A certain contribution to the assessment of financial stability of insurance com-
panies was made by K.S. Hrozava (2009). This researcher developed a discriminant
model which is as follows:

Z,=29,646+7,404X, +18,893X, +4,084 X, +23,296X,,, 7
where X; — the coefficient of financial independence; X, — the coefficient of finan-
cial stability of an insurer; X5 — Beaver's coefficient; X, — the share of fixed capital in

assets.
According to this method, the interpretation of Z-indicator is as follows: Z; > 0

characterizes insurance companies which are likely to work stably; Z; < 0 characterizes
the insurance companies which are approaching a critical condition; Z; = 0 means the

equal likelihood of belonging of an insurance company to a particular group.
Table 2 shows the average value of an integral Z indicator for the analyzed insur-
ance companies calculated on the basis of this model.
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Table 2. The average value of the integral Z indicator, 2009-2012

2008 2009 2010 2011 2012*
Z-indicator 85,80 99,20 85,90 78,35 80,83

* According to the preliminary estimates of the author.

Source: Author’s calculations.

So, according to the above method, all the insurance companies under study can
be attributed to working stably. But due to the lack of deep differentiation of the value
of Z-indicator, it is impossible to determine the degree of financial stability under this
method.

Conclusions and recommendations for further researches:

1.Based on the comparative analysis of the methodological approaches to assess-
ment of financial stability of insurance companies and the calculations performed, it
can be noted that not all of them consider the peculiarities of the insurers' activities.
But the method based on "early prediction tests", allows assessing the level of finan-
cial stability of domestic insurance companies most comprehensively. This method
has high requirements to financial stability of insurers. It is applied by state regulator
in order to monitor the financial stability of domestic insurance companies. But its
disadvantage is the use of the data of not only financial statements, but also the forms
of special insurance statements which are available to a wide range of users.

2.For qualitative diagnostics of the level of financial stability of domestic insur-
ance companies, it is urgent to develop a systematic methodological approach to
assessments of financial stability of domestic insurance companies, which would be
based on the discriminant analysis and make it possible to predict the level of stabili-
ty.
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