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FINANCIAL ANALYSIS OF THE SUSTAINABILITY OF INSURANCE
COMPANIES

The article examines the essence of the concept of financial stability of an
insurer, conducts a financial analysis of insurance companies. The role of financial
sustainability for insurers is determined, which is special because it determines
the importance of ensuring a high level of financial stability and reliability of the
insurer's activities. It is proved that the key factors in assessing the
competitiveness of an insurance company are profitability, stability, financial
strength and level of service. The factors influencing the financial stability of the
insurer and the main criteria for ensuring the financial stability of the insurer are
analyzed. It is found that an important criterion for ensuring the financial stability
of an insurer is the availability of a balanced insurance portfolio, the formation of
which is aimed at maximizing profit with minimal risk. The role of reinsurance in
ensuring the financial stability of the insurer is substantiated. The investment

activities of the insurer to accumulate significant financial resources are analyzed
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CyMcbKUi HalllOHAJbHUM arpapHUil YHIBEPCUTET

®IHAHCOBMI AHAJII3 CTIMKOCTI CTPAXOBUX

KOMITAHIN

VY cTarTi JOCHIIKEHO CYTHICTh MOHATTS (PIHAHCOBOI CTIMKOCTI CTPAXOBHKA,
npoBeieHO (DIHAHCOBMI aHaMI3 NISTBHOCTI CTPAXOBUX KOMMaHii. 3’ sICOBaHO pOJIb
(iHaHCOBOT CTIMKOCTI AJI CTPAXOBHUKIB, siIka € OCOOJMBOIO, 00 OOYMOBIIOE
BaXIMBICTh 3a0€3MeUEHHSI BUCOKOTO PiBHS (DIHAHCOBOT CTIMKOCTI Ta HAJIHHOCTI
JISUTBHOCTI CTpaxoBuKa. Bucokuit piBeHb (iHAHCOBOT CTIMKOCTI MiIMIPUEMCTBA €
OJTHUM 3 HAWTOJIOBHINIMX 3aBJaHb JJIS YIPABIiHHS CTPaxOBOK KOMIIAHIETO.
JloBeZieHO, IO KJIFOYOBHMHM YWHHHKAMH OIlIHKA KOHKYPEHTOCIPOMOXHOCTI
CTpaxoBOi KOMMaHIli € MpuOyTKOBICTh, CTAOLIBHICTh, (PIHAHCOBA MOTYKHICThH 1
piBeHb oOciyropyBanHs. [IpoanamizoBaHo ¢akTtopu, IO BIUIMBAIOTH Ha
(iHaHCOBY CTIMKICTh CTPAXOBHKA Ta OCHOBHI KpHUTEPii 3a0e3neueHHs (piHaHCOBOT
CTIMKOCTI CTpaxOBUKA. 3’SCOBaHO, IO BAXJIMBUM KpHUTEpiEM 3a0e3leyeHHs
¢biHaHCOBOI CTIMKOCTI CTpaxOBHKa € HASBHICTh 30aJaHCOBAHOTO CTPaXOBOIO
noptdens, ¢GopMyBaHHS SKOTO Ma€ Ha MeTI OTPUMaHHS MaKCHUMAaJbHOIO
npuOyTKYy 3a MIHIMQJIBHOTO pU3HKY. /[uBepcudikoBaHU CTpaxoBUil MOPTheEb
JI03BOJISIE 3MEHIIUTH PU3UK HETUIATOCIIPOMOKHOCTI HE 3MEHIIYIOYH OYIKYBAaHOI
noxoaHocTi. OOIpyHTOBaHO pOJb IEpPECcTpaxyBaHHA i  3a0e3MeUYeHHs
¢diHaHCOBOT CTIHKOCTI cTpaxoBuKka. [IpoaHami3oBaHO 1HBECTHUIIHHY HISIIBHICTD
CTpaxoBHKa JIJIi HArpOMaPKeHHsI 3HAYHMX (hiHaHCOBUX pecypciB. [lepiom Mix
MOJKJIMBUM 3I1MCHEHHSIM CTPaxoBOi BHUIUIATU Ta CIUIATOI0 CTPaxyBaJIbHUKOM
CTpPaxoBOi TMpeMii Ja€ MOXIMUBICTh CTPaXxOBUKY €(QEKTUBHO IHBECTYBATHU
aKyMyJbOBaH1 KOIITH JJi OTPUMaHHS JOJATKOBOrO NPUOYTKYy. VYcCHilIHA
IHBECTHIlIHHA TIOJITHKA CTPaxOBOi KOMITaHIi TMO3WTHBHO BIUTMBAE€ Ha SKICTh
HAJaBaHMX IIOCIYT, 03BOJIIE€ 3MEHIIUTU BAPTICTh CTPAXOBUX MOCIYT Ta A€
MOJJIMBICTh JUIsI PO3BUTKY CTPAaxoBOi KOMIIAHIi; 3alpOIOHOBAHO HAMPSIMU

noAaNbIINX JOCHIKeHb. HaBeneHo 0CHOBHI KpuTepii 3a0e3reueHHs (1HaHCOBOT



CTIMKOCTI CTpaxOBHMKa, 30KpEMa. JOCTaTHS BEJMYMHA BIIACHOIO Karitamy,
onTUMaibHa TapudHa TOJITUKA, 30aJaHCOBAHICTh CTPAxOBOrOo MOpTdens,
HasIBHICTh O€3MEYHOi Ta J1€BOT MPOrpaMM MepecTpaxyBaHHs, TOCTaTHINA poO3MIp
CTPaxOBUX PE3EPBIB [ 3/1IHCHEHHS] MalOYTHIX BUILIAT, ONITUMAaJIbHA Mporpama
PO3MIILIEHHSI CTPaXxOBUX PE3EpPBIB Ta BUCOKHUHI PIBEHb IJIATOCIPOMOMKHOCTI
CTPaxoBOi KOMIMAaHI].

KuarouoBi ciaoBa: ¢iHaHcoBuil aHani3, (iHaHCOBa CTIMKICTb, CTpaxoBa
KOMIIaHis1, (JIHAHCOBI MOKA3HUKH AISNIBHOCTI CTPAXOBHUKA, KpUTEPii 3a0e31neueHHs

(1HAHCOBOT CTIHKOCTI.

Formulation of the problem. The role of financial stability for insurers is
special, because when selling an insurance service, the insured pays an insurance
premium to the insurer and expects that in the future, upon the occurrence of an
insured event, the insurance company will fully or partially cover the losses
incurred. This feature of the insurance business makes it important to ensure a
high level of financial stability and reliability of the insurer's operations. A high
level of financial stability is one of the most important tasks for the management
of an insurance company, since the level of financial stability will determine the
ability of the insurance company to fulfill its obligations.

Analysis of recent research and publications. The theoretical foundations
of financial stability of insurance companies and financial analysis of their
activities, factors influencing this element of financial condition and criteria for
its ensuring have been studied by many Ukrainian and foreign scholars:
Chiaramonte, L., Dreassi, A., Paltrinieri, A., Pisera, S., Hammadi, A., Haitham,
F.N., Khalaf, K., Nobanee, H., Kulustayeva, A., Jondelbayeva, A.,
Nurmagambetova, A., Dossayeva, A., Bikteubayeva, A., Pfeifer, D., Langen, V.,
Pikus, R., Prykaziuk, N., Balytska, M., Schneider, T., Lacher, A., Schmucki, P.
and others.

Formulation of the purpose of the article. The arm of the article is to

conduct a financial analysis of insurance companies' activities; to study the main
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factors affecting their financial stability and to determine the features of achieving
its high level.

Presentation of the main research material. The concept of financial
stability of an insurer is not defined by law, but there are many interpretations of
this concept. In our opinion, the financial sustainability of an insurance company
should be understood as a set of actions (financial, investment and organizational)
aimed at maintaining a constant balance between the insurer's costs and liabilities
and the financial resources required to cover or fulfill them, resulting in the
effective development of the insurance company despite changes in external and
internal factors of economic functioning [1].

Based on the characteristic features of the activities of insurance
companies, there are two aspects from which the financial stability of the insurer
can be assessed, namely

- financial stability of the insurance company as a legal entity engaged in
business activities to provide services;

- financial stability of an insurance company in accordance with the
requirements for insurance companies as financial market participants.

The financial stability of an insurance company as a legal entity is based on
an effective ratio of equity and debt in the structure of the financial resources of
the insurance company, which is able to ensure the required level of solvency and
liquidity [2].

The financial stability of an insurance company in accordance with the
requirements for insurance companies as financial market participants is to create
a structure of financial resources of the insurance company that would ensure the
formation of an appropriate ratio of regulatory and actual solvency reserves,
required reserves, authorized capital and compliance with other legal
requirements for this type of financial activity.

On the one hand, insurance is currently a means of ensuring the welfare of

the population and serves to protect legal entities from possible risks, and on the



other hand, it is a commercial activity aimed at generating profits by placing
temporarily available funds.

The key factors in assessing an insurance company's competitiveness are
profitability, stability, financial strength, and service level. It is necessary to
introduce strict control over administrative expenses and the company's budget,
expansion of the sales network, and opportunities for flexible pricing. Effective
pricing is one of the prerequisites for success in the insurance market. Solving the
problem of marketing insurance services means finding ways to gradually reduce
the elements of uncertainty and risk in assessments, decisions and actions related
to insurance activities [5].

In recent years, there has been a decrease in the number of insurance
companies in the Ukrainian insurance market (Tables 1, 2), which is explained by
the problems that insurers face during military operations and the peculiarities of
the insurance market development. This trend forces the management of insurance
companies to pay special attention to ensuring a high level of financial stability
of enterprises to continue their activities and develop insurance companies in the
future.

Table 1

Changes in the composition of insurance market participants in 2022

The number 01.01.2022 01.03.2022 01.09.2022
of insurers SRFI* licensees SRFI licensees SRFI licensees
in SRFI
In total, of 156 144 145 (-11) 142 (-2) 140 (-5) 140 (-2)
these:
Non-life 143 131 132 (-11) 129 (-2) 127 (-5) 127 (-2)
Life 13 13 13 13 13 13

*SRFI — State Register of Financial Institutions
Source: compiled from official reports of the National Bank of Ukraine [7].

As of September 1, 2023, 140 insurers were registered in the State Register
of Financial Institutions (SRFI), including 13 life insurance companies. All
insurers in the SFR are licensees [3].

As for the structure of insurance types, in 2023, insurers received UAH 8.54

billion in premiums for compulsory civil liability insurance, UAH 4.99 billion for



green card insurance, UAH 3.94 billion in premiums for endowment life
insurance, UAH 987 million in premiums for bank life insurance, and UAH 1.4
billion in accident insurance, UAH 5.7 billion in voluntary health insurance, UAH
10.9 billion in hull insurance, UAH 1.3 billion in cargo, UAH 1.2 billion in fire
and UAH 2.4 billion in property risks, UAH 873 million in travel insurance, UAH
602 million in compulsory aviation insurance, UAH 152.8 million in nuclear
risks, and more than UAH 1 billion in financial risks [3].

Motor insurance (CASCO, compulsory motor third-party liability
insurance, Green Card) retained its leadership in terms of premiums among other
risk types. Compared to the same period last year, motor insurance premiums
increased by 15%. However, in the last quarter of 2023, the volume of gross motor
insurance premiums decreased slightly (by 3%), primarily due to lower premiums
for the Green Card product.

The peak of growth in the popularity of this product due to the forced
emigration of Ukrainians is likely to have already passed, while the volume of
claims is growing: it has more than doubled over the past year, more than doubling
the level of payments. Gross premiums for property and fire insurance grew by
40% over the year, while gross claims decreased by a quarter. Despite the rapid
growth, this product has not yet recovered from the decline in 2022.

The retention rate remained stable in 2023. Although the volume of
insurance premiums ceded for reinsurance decreased in the fourth quarter, it was

commensurate with the decrease in gross written premiums.

Table 2
Results of the Ukrainian insurance market in 2023
Indicators 1 quarter 2023 | 2 quarter 2023 | 9 months 2023 2023
Number of insurance contracts 20,229 40,775 73,353 94,821
concluded for the period, thousand
units
Assets on the balance sheet 70,480 70,780 73,399 74,335
Assets defined in Article 31 of the 54,516 54,579 55,865 56,292
Law of Ukraine “On Insurance”
Amount of paid authorized capital 6,472 6,298 6,202 5,956
Formed insurance reserves 41,329 42,482 44,888 46,781
Gross insurance premiums, of which: 10,116 21,355 34,142 47,015
from individual insurers 6,110 13,036 20,952 28,755
from reinsurers 224 495 737 1,057




Gross insurance payments, of which: 3,840 7,818 12,027 16,867
individual policyholders 2,037 4,162 6,458 9,151
reinsurers 81 80 103 134
Level of gross payments, percent 38 37 35 36
Net insurance premiums 9,915 20,895 33,438 46,011
Net insurance payments 3,793 7,744 11,923 16,736
Level of net payments, percent 38 37 36 36
The amount of insurance payments 1,379 2,437 3,684 4,650
due to reinsurers, of which:

to non-resident reinsurers 1,178 1,978 2,980 3,647

Source: compiled from official reports of the National Bank of Ukraine [7].

The management of an insurance company should strive to achieve the
lowest possible level of insurance claims, which in turn is an important factor
influencing the financial stability of the insurance company. It is influenced by a
number of factors that may have both external and internal sources. An insurance
company cannot be resistant to all factors, so the level of its financial stability
depends on the number of factors to which it is resistant.

The grouping of factors affecting the financial stability of an insurance
company is shown in Fig. 1.

Factors affecting the financial stability of an insurer can be divided into
internal and external. External factors include those caused by the external
environment, which, according to the figure, include economic, social,
psychological, and environmental factors. We believe it is appropriate to add
political factors to the above grouping of external factors, as they can also have a
significant impact on the activities of insurance companies. In an unstable
political situation in the country, investment activity may deteriorate, which in
turn may slow down the development of insurers.

Internal factors include the amount of equity capital, tariff policy, balance
of the insurance portfolio, investment policy, profit distribution strategy,
organizational structure of the enterprise, composition and financial stability of
the founders of the insurance company, etc.

Of course, an insurance company cannot take into account all of the above
factors in the course of its activities, so its financial stability will depend on the

number of factors that will be taken into account. One of the insurer's priorities



should be the management of internal factors affecting financial stability, because

external factors are virtually impossible to control and very difficult to effectively

counteract.
Inflation rate, insurance market conditions, fiscal
Economical | policy, monetary policy, industrial and technical
potential
External
Demographic situation, level of education of the
Social population, morbidity rate, level of healthcare
provision
Factors
affecting
the Business reputation of insurers, previous
financial Psychological experience of receiving insurance services by
stability of policyholders, propensity to consume and save
the insurer
Natural conditions that contribute to the level
Ecological of morbidity, state policy in the field of
environmental protection
Financial Fquity capital, rei.nsurance, tariff policy, .
insurance portfolio structure, investment policy,
profit distribution strategy
Internal

Management Marketing policy, HR policy,
communication

Non-financial

Organizational structure,
composition and financial
position of the founders

General

Fig. 1. Factors affecting the financial stability of an insurance company
Source: author’s presentation

Most authors in their works identify almost the same criteria for ensuring
the financial stability of an insurance company, which include: sufficient equity
capital, optimal tariff policy, balanced insurance portfolio, availability of a safe

and effective reinsurance program, sufficient insurance reserves for future



payments, optimal program for placing insurance reserves and a high level of
solvency of the insurance company [6].

Ensuring the financial stability of an insurance company is possible only if
the insurer's activities are constantly and thoroughly monitored and the company's
management responds in a timely manner to changes in the internal and external
environment.

Let us consider the main criteria for ensuring the financial stability of an
insurer in more detail.

The equity capital of an insurance company is a guarantee of its financial
stability, as it ensures the fulfillment of the insurer's obligations in the event of
insufficient insurance premiums and income from investment activities. This
situation may be caused by the accumulation of risks of the same type or as a
result of certain catastrophic events [4, 9].

A correctly determined cost of insurance services, which is achieved
through an effective tariff policy of the insurer, is the basis for ensuring the
financial stability of the insurance company. The insurance tariff makes it possible
to achieve a balance between the insurance company's income and expenses, since
the tariff rate in its structure includes all the necessary funds and reserves intended
for insurance operations. Significant overstatement of the insurance tariff may
lead to a decrease in demand for this insurance product and, consequently, to the
loss of competitive positions of this insurer in the insurance market. At the
moment, there is a dumping of insurance tariffs, and the danger is that insurance
tariffs are reduced by reducing the component of the insurance tariff that goes to
the formation of insurance reserves. This policy may lead to insolvency and
bankruptcy of the insurance company.

An important criterion for ensuring the financial stability of an insurer is a
balanced insurance portfolio. The formation of an insurance portfolio is aimed at
maximizing the amount of profit with a minimum amount of risk. A diversified
insurance portfolio helps to reduce the risk of insolvency without reducing the

expected return.



When managing the insurance portfolio, the management of an insurance
company should constantly analyze and adjust the correlation between insurance
lines, insurance amounts and risk levels of objects in the context of existing and
newly concluded insurance contracts. It is through the implementation of the
above principles that an insurance company maximizes its profit given the risky
nature of its own activities [11].

In our opinion, one of the most important criteria for ensuring the financial
stability of an insurer is the reinsurance mechanism. Reinsurance takes into
account the value of the insured object, the imbalance of the insurance portfolio,
fluctuations in the insurer's performance in order to transfer part of the risk to the
partner [12].

The role of reinsurance in ensuring the financial stability of the insurer is
as follows:

- allows to form a more balanced insurance portfolio;

- reduce the risk of losses incurred by the insurer from insurance operations;

- helps increase the insurer's ability to enter into insurance contracts with
large sums insured;

- enables insurers to regulate the ratio between their own and borrowed
capital without withdrawing from insurance contracts.

It is worth noting that an insurance company that reinsures almost 100% of
the risk it takes on, leaving minimal or no retention of its own, is unlikely to be
trusted by its customers.

Sufficiency of insurance reserves for future payments is also an important
element of ensuring a high level of financial stability of an insurance company.
The insurer forms different types of insurance reserves based on the specifics of
the risks to be insured. The highest level of financial stability of an insurer can be
achieved only if the policy of insurance reserves formation is reviewed at least
once a year.

Insurance companies are a powerful investment institution due to the

accumulation of significant financial resources. The period between the possible



payment of an insurance claim and the payment of the insurance premium by the
insured allows the insurer to effectively invest the accumulated funds to generate
additional profit. A successful investment policy of an insurance company has a
positive impact on the quality of services provided, reduces the cost of insurance
services and provides an opportunity for the development of the insurance
company.

In today's environment, crisis management is of particular relevance to
ensure the financial stability of an insurance company. The implementation of
anti-crisis policy should be systematic, since the financial and economic crisis has
a negative impact on all areas of business activity and, as history has shown, each
subsequent crisis has more and more negative consequences.

The insurer's management is obliged to investigate the causes and
consequences of previous negative phenomena in the economy, forming short-
and long-term anti-crisis strategies based on the processed information [8]. This
policy of the insurance company will enable it to introduce a set of effective
preventive measures in the early stages of destabilization of both the insurance
and other related financial services markets (stock market, foreign exchange
market, real estate market, banking market, etc.), which will allow the insurer to
overcome the crisis not only quickly but also with minimal losses.

Conclusions. The study has shown that the financial sustainability of an
Insurance company is a set of actions aimed at maintaining a balance between the
insurer's costs and liabilities and the financial resources required to cover or fulfill
them, resulting in the effective development of an insurance company despite
changes in external and internal factors of economic functioning.

The financial stability of an insurance company is influenced by internal
and external factors. The company's management should pay special attention to
the management of internal factors, since the company's management has little or
no ability to influence external factors. The more factors a company takes into
account in the course of its activities, the higher level of financial stability it can

achieve.



Among the main criteria for ensuring the financial stability of an insurer
are: sufficient equity capital, optimal tariff policy, balanced insurance portfolio, a
safe and effective reinsurance program, sufficient insurance reserves for future
payments, an optimal program for placing insurance reserves and a high level of
solvency of the insurance company.

At the same time, further research is needed to improve the financial
reliability of insurance companies, their liquidity, and reinsurance to enhance the

financial stability of insurers.
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