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Abstract. The relevance of this topic is due to the fact that the insurance industry employs millions of citizens, en-
suring the distribution of multimillion insurance funds of private companies to people affected by a particular situa-
tion. Good management of the insurance industry is the key to the financial stability of one of the largest sectors of
the world economy. The aim of this scientific work is to identify the key problems in the insurance industry, to find
effective solutions to overcome possible mistakes and problems, analysis of each proposed solution, describing a
clear and consistent methodology for subsequent application in private and public insurance companies. This work
uses several key methods that allow an objective analysis of the current situation in the insurance sector of the econ-
omy, as well as to identify key problems and propose methods of their solution. The main method of analysis is
modelling with horizontal and vertical analysis of data related to financial sustainability and insurance management.
The result of this work is the ready structure of solutions and methodologies to improve and maintain the sustainable
financial management model of insurance companies. In addition, the work includes current data that reflect the cur-
rent situation in the field of financial management of insurance companies. These materials are useful to all manag-
ers and employees of insurance and financial companies, as well as government employees who monitor and moni-

tor the activities of insurance companies, as well as researchers and analysts.
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1. INTRODUCTION

In the modern economy, insurance of individuals, property
and commercial activities is a key element. The failure of
insurance companies to meet their insurance payment obliga-
tions entails not only the risk of bankruptcy of such compa-
nies, but also a chain of problems throughout the economic
sector in a given country (Khudyakov, 2015). This is also
understood in public administration, where there are very
high standards of financial stability of such companies. Even
in a favorable economic environment, the public authorities
constantly monitor and control all cash flows of insurance
companies. The same rules apply in this area as in the bank-
ing system. Insurance companies have a minimum author-
ized capital. For legal activities it is necessary to have an
appropriate license obtained by the national regulator (Insur-
ance 2.0: Will the big insurers..., 2016).

In the insurance industry, the key service is the insurance
protection of the client, who acquires the right to receive
monetary compensation at the occurrence of a specific insur-
ance event. Insurance companies in this case protect the
property and material interests of the client, providing him
with monetary compensation in an amount that is many
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times higher than the cost of the insurance package for the
given period. In such an economic model, it is difficult to
predict how much insurance will be required in the future.
Because it is affected more by random factors, including
weather conditions, accidents, coincidences. In such a case,
insurance companies must have a certain amount of funds in
order to provide insurance benefits under the terms of a cli-
ent’s contract. Incorrect distribution of working capital, lack
of net profit and other financial problems in the activities of
insurance companies threaten the well-being of citizens (Fil-
atov, 2017). Since the regulator in this case is a public au-
thority, the final responsibility may be borne by the state.
Such cases have already occurred (for example, the 2008
mortgage crisis led to the bankruptcy of hundreds of insur-
ance companies around the world and the State became the
guarantor of insurance payments in certain situations) (In-
formation on the state and development..., 2016).

Against this background, it is very important to ensure stable
and sound financial management of insurance companies, in
which such companies would have a stable net profit and
working capital stock capable of covering even non-standard
situations and force majeures associated with a sharp in-
crease in insurance payments to customers (for example,
economic crisis, cataclysms, hostilities, global fires, etc.)
(Insurance functions, 2016). The study focuses on macroe-
conomic indicators of insurance companies and the insurance
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industry as a whole, as well as microeconomic indicators of
the insurance sector of the economy. The aim of the research
is to find key problems and methods of their solution. The
data obtained from this material allow almost immediately to
implement the proposed solutions in the structure of the fi-
nancial management of the insurance company, regardless of
the region in which the services are provided. The study was
extensive and all data were interpreted over different time
periods and from different countries. This allowed to develop
several knowingly effective solutions to optimize the finan-
cial management of insurance companies of different catego-
ries, ranging from regional divisions to international insur-
ance corporations.

Research on the topic has already been carried out several
times, but has been partially limited and focused on studying
the financial management structure of insurance companies
in a given country, or some methodology. The authors tried
to apply more methods and flexible approaches to provide a
broader analysis of financial indicators, offering more data-
driven solutions that may be suitable for the insurance indus-
try of not one country, but entire regions and groups of coun-
tries.

2. MATERIALS AND METHODS

Theoretical and empirical methods were used in the research,
as well as in the construction of the solution of the set goals.
These types of research methods include several subspecies
of the work carried out in carrying out this scientific work. In
the first phase of the study, the focus was on theoretical sci-
entific methods, including analysis, synthesis, concretization
of the above facts and statistical data, communication, mod-
elling and forecasting on the basis of theoretical information.
Empirical methods were applied on the basis of data ob-
tained from theoretical research methods. They include real-
world experience of companies, analysis of regulatory doc-
umentation, monitoring, surveys.

The research and analysis were based on materials and data
that are publicly available or are part of a commercial secret.
Were used other authors' studies, open source financial met-
rics, respondents' surveys, and financial indicators of several
insurance companies, which could be provided to the author
of the scientific work without violating the rules of commer-
cial secrecy. The analyzed data include all key indicators for
the insurance industry of the country and individual regions,
as well as indicators of activity of the largest domestic and
foreign insurance companies. This scientific work was car-
ried out in several stages:

1. At the first stage of the study, theoretical analysis of data
was carried out, including financial indicators of growth and
individual insurance companies, key problems, facts about
bankruptcies, non-performance of insurance companies, and
others. Also, at this stage of the study, the results of the con-
ducted surveys and interviews with employees of insurance
companies were taken into account, which will also be re-
flected in the next section of the scientific work.

2. In the second phase, work was carried out to analyze the
data obtained and to compare specific solutions to resolve
the problems identified. Also, at this stage there was refine-
ment of data and construction of graphs, modeling of various
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situations and development of sequential instructions, pro-
posals and innovations, which fully reveal the goal indicated
at the beginning of the work.

3. In the third stage, all the results obtained and the proposed
solutions were optimized, structured and systematized. This
allowed a clear and specific description of the solution,
which can be implemented as quickly as possible and appli-
cable in different insurance companies, regulators and other
bodies, in one way or another related to the financial activi-
ties of insurance companies.

The peculiarity of this article is the use of different sources
of information, as well as in-depth analysis of scientific
works by Ukrainian and foreign experts, researchers. In the
course of studying the works on this topic, the authors com-
pared the facts, checked their relevance and accuracy, cor-
rected them if they lost their relevance at the moment. This
made it possible to cover more aspects related to the meth-
odology of financial management of insurance companies.
And also compare the management strategies used in
Ukraine and foreign countries.

3. RESULTS

During the research of materials on this topic, some features
of the financial model of insurance company management
were revealed. Among them:

1. Insurance companies provide insurance services after re-
ceiving insurance bonuses from the client.

2. Absence of the production cycle and the costs associated
with receiving/manufacturing the goods, as well as logistics
of goods between the offices of the company.

3. Ability to manage risks by reducing or increasing insur-
ance ratios and tariffs.

4. Absolute control by regulators, which eliminates excess of
the insurance reserve, as well as its insufficient amount.

Thus, a successful financial model in the activities of any
insurance company is based on the correct distribution of
insurance premiums, taking into account all risks, liquidity
and profitability for each potential transaction (Bland, 2018).
In such a model, the key aspect is the consideration of the
structure "profitability — risk — liquidity". This is evidenced
the data of experts in this field, as well as the actual experi-
ence and results of economic analyses conducted earlier. The
current financial model of some insurance companies is
based on profit maximization, which is derived directly from
the insurance fund. Under this model, private companies
operate more often, which have not become a joint stock
company. This is typical of regional and smaller insurance
companies in terms of money turnover and number of insur-
ance contracts. With this financial model, even development
of the company and increase in turnover is almost impossi-
ble, as the insurance reserve will always be used irrationally.
To ensure the absolute stability of the financial structure of
the insurance company, it is necessary to maintain an even
distribution of funds received from customers. In this case,
any expenditure of such funds should be compared with the
legislative requirements of Ukraine or other countries in
which the company operates. Insurance premiums and pre-
miums from clients, which are the only income-generating
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part of insurance companies, should be distributed for the
following types of expenses:

formation of an insurance reserve;
wages;

maintenance costs of the central office and all branches (rent,
utilities, office equipment, etc.);

marketing costs;

investments (upgrading of computer equipment, opening of
new branches, repair work);

net profit of owners/shareholders;
current assets.

In order to increase the amount of the insurance reserve, it is
rational to increase the number of risks for which the com-
pany provides insurance services (Osadets, 2018). This ap-
proach does not require a significant amount of investment,
but allows for an expansion of the insurance fund. With a
competent approach, this does not create an increased load
on the financial reserve of the company, as the simultaneous
occurrence of insurance cases is negligible. In order to re-
duce the risks of crisis situations, in which companies need
to pay large amounts of money at the same time for insur-
ance cases, it is necessary to keep the balance of the insur-
ance fund at a certain level calculated by mathematical for-
mula. On the basis of calculations, solvency, profitability
and liquidity are calculated. These indicators should be at a
level that allows not only to keep the stock of funds available
for payments to customers, but also to invest part of the prof-
it in upgrading the facilities, as well as in marketing, staff
development and the like (Negashev, 2017).

At the moment, the most progressive system for assessing
the financial sustainability of insurance companies is the
rating system. It operates in all developing and developed
countries, including Ukraine. The authors analyzed the data
of the Motor Insurance Bureau of Ukraine, which is engaged
in monitoring the insurance sphere in the country on the di-
rection of compulsory insurance liability to third parties car
owners. This regulator assesses insurance companies on the
following criteria:

1. Existence of a direct settlement of damages.

2. Number of customer complaints (average value per num-
ber of policies issued).

3. Average payout speed calculated in days.
4. Quality of damages settlement.
5. Evaluation of activities.

These criteria also include the assessment of financial stabil-
ity, which affects the quality of the resolution of losses, as
well as the average rate of repayment. It is worth noting that
the rating does not include insurance companies that do not
have a national regulatory license, or that have been exclud-
ed from the rating for violations of consumer rights or found
non-compliance with regulatory requirements. Accordingly,
the consumer may rely on such rating data from the national
regulator when selecting a potential insurer (Agarkova et al.,
2016). Insurance companies use different approaches to im-
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prove performance and stability. The most effective financial
stability accounting system is based on 11 parameters:

1. Level of coverage of insurance reserves by equity (re-
quired at least 20%).

2. Level of debt load (required no more than 35%).

3. Equity base in the balance sheet currency (required at least
15%).

4. Indicator of unprofitability (required at least 20% and not
more than 75%).

5. Expenditure level indicator (no more than 60 % required).
6. Return on equity (requires at least 1%).
7. Profitability of insurance activities (required at least 1%).

8. Share of reinsurers in insurance reserves (except life in-
surance), (required at least 4% and not more than 50%).

9. Current capacity to pay (required at least 65 %).
10. Quality of assets and capital (not more than 100%).
11. Day-to-day liquidity (required at least 100%).

Accordingly, economic indicators and their requirements,
which are generally accepted in the financial management of
insurance companies, are presented here. These standards are
calculated so that an insurance company with such a finan-
cial structure model can provide stable insurance payments
even in unforeseen situations. At the same time, so that the
insurance company has the opportunity to reinvest part of the
funds in marketing, updating of the material base, training of
employees, as well as the opening of new offices. To effec-
tively manage the financial model of insurance companies,
each of the 11 parameters must be calculated on the basis of
a specific formula, given below. Error checking must be
made every quarter. These indicators are analyzed by regula-
tors. Accordingly, the effectiveness and financial sustainabil-
ity of insurance companies are assessed every quarter (four
times a year). Data may be publicly available (Slinko, 2015).

The basis for ensuring the financial stability of the insurance
company is the so-called insurance reserve, which consti-
tutes the majority of the company’s cash assets. In Ukraine,
as well as in most developed and developing countries, the
amount of insurance reserve relative to the total income of
the insurance company is regulated by the regulator. The
insurance reserve is the insurer’s guarantee of fulfilment of
its obligations (Sokyrynska and Zhuravlyova, 2016; Europe-
an Insurance in Figures, 2018; Risk management ISO 31000,
2018; Lavruk and Rusul, 2018; Verezubova, 2015). It is its
size that determines the sustainability of the company in dai-
ly operation, as well as in unforeseen conditions and external
factors. The insurance reserve is determined as a percentage
of all insurance premiums paid to the company from custom-
ers for all insurance programs and services provided. The
amount of the insurance reserve is calculated on the basis of
a mathematical calculation, taking into account the standard
values, the formulas of which are indicated above. Accord-
ing to Ukrainian legislation, the amount of the minimum
insurance reserve is calculated for the first day of the report-
ing period (quarter and year). Data shall be submitted to the
regulatory body (Pshyk et al., 2015). In doing so, insurance
reserves may be used by the company for additional benefit.
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4. DISCUSSION

The results of the research of this scientific work are based
on economic methodologies, models, as well as data of au-
thoritative resources, experts and economists. However, the
authors have analyzed several major studies on the construc-
tion of a financial management model for insurance compa-
nies in the West and the territory of the post-Soviet space. In
most of the published scientific works there are no detailed
formulas that would allow to achieve stable financial man-
agement of insurance companies, taking into account the
economic realities of Ukraine and the post-Soviet countries.
The scientific works that we will mention in this section con-
tain only selective recommendations without specific formu-
las and descriptions of methodologies for assessing the fi-
nancial situation of companies (Sokyrynska and Zhuravly-
ova, 2016). In particular, during the analysis of the topic of
financial management of insurance companies, the authors
primarily focused on foreign scientific data and analysis of
authoritative scientific groups. One of the most important
works in this field is the work "Financial management of
insurance companies in the context of the new regime Sol-
vency II", which describes the new principles of financial
management of insurance companies in the European Union
(Sokyrynska and Zhuravlyova, 2016).

As is known, in the European Union a new regime of as-
sessment of the financial stability of insurance companies
called Solvency Il has started. It was introduced as an updat-
ed structure of the Solvency Il methodology, which has been
unchanged for many years (European Insurance in Figures,
2018). This methodology is applied in the financial man-
agement of insurance companies in the European Union
member countries. For Ukraine, this is a very important
methodology, as the country is gradually integrating with
European legislation. Therefore, in the future Solvency Il
standards can be adapted in Ukraine. The above-mentioned
work clearly describes the model of financial management of
insurance companies based on Solvency Il standards. The
study describes a similar model, which is applicable in
Ukraine and in the countries of the former USSR. It is im-
portant to note that for the time being it is impossible to inte-
grate Solvency Il into the Ukrainian insurance market due to
different legislative requirements and regulations. Therefore,
the work we are analyzing does not have many relevant
methodologies that would be applicable precisely in Ukraine.

According to the principles of Solvency Il, the financial
models of insurance management in Europe should be based
not only on economic indicators, but also on stress tests.
Based on the analysis of the above-mentioned scientific
work, it is possible to draw conclusions about the possibility
of implementation of Solvency Il standards in Ukraine. To
do this, you need to perform several tasks:

1. Determination of quantitative requirements. Assumes an
accurate risk assessment of the adequacy of the insurance
organization’s personal funds to cover the liabilities in-
curred, based on the identification of risks as well as the rela-
tionships between them.

2. Supervision. This component of the innovations is aimed
at establishing a company management system at such a lev-
el that it can be concluded that there are transparent risk as-
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sessment and management systems, control systems within
the organization. These processes require a large number of
methodological, technological, regulatory and organizational
decisions.

3. Change in reporting rules. Includes reporting requirements
(public and confidential) on risk management and regulation
of transactions.

4. Many of the processes and indicators in the current model
of financial management of insurance companies in Ukraine
are based on specific numerical values. At this time, the Eu-
ropean approach includes other factors. For example, proba-
bilities of events, stress tests, risk management evaluation
systems and much more.

However, it is obvious that such norms cannot be introduced
into the financial model of management of insurance compa-
nies in Ukraine without a corresponding change of legisla-
tion. Otherwise, this will not work properly and will be taken
into account in the construction of the financial model. In
addition, we analyzed the study "Financial stability of Euro-
pean Insurance Companies during the COVID-19 Pandem-
ic", prepared in 2021 in Poland and tested by academician P.
Murro (Risk management 1SO 31000, 2018). This paper
analyses the macroeconomic performance of insurance com-
panies during the COVID-19 pandemic, which continues to
this day. Much of this work focuses on assessing the risk of
the pandemic itself and analyzing evidence of how these
risks have affected the financial position of insurance com-
panies in Europe. The obtained data in the form of formulas,
theses and methodologies are really very useful in the calcu-
lation of risks and in the construction of an effective model
of financial management by insurance companies in Ukraine.
However, these data cannot be the basis of the entire finan-
cial model, as the pandemic and similar risks are already
taken into account in the classical model, which the authors
described above. In addition, according to current official
data, the insurance industry has not suffered significantly
from restrictions and events related to the spread of the coro-
navirus. This was probably less negative in Ukraine than in
Europe. And the reason for this lies in a different system of
health insurance in Europe, where you can insure your health
in almost any insurance company.

In contrast to European research, we paid a lot of attention is
paid to studies from Ukraine and post-Soviet countries. As
the models of financial management described in them are
more focused on macroeconomics and microeconomics of
Ukraine, as well as on its legislative norms. Useful for study
were the materials of scientific research on the topic "Re-
search of financial results of insurance organizations", which
was published by the candidate of scientific works O.N.
Lavruk and L.V. Rusul (2018). This paper described the
methodology of financial management of insurance compa-
nies, which is most close to the Ukrainian legislative reali-
ties. It also referred to the formation of an insurance fund not
only from its own reserve, but also from borrowed funds
through loans or investments). However, the work pays more
attention to current figures and statistics in the field of insur-
ance in Ukraine and the world. This is important, but this
scientific work also analyzes the indicators that form the
very model of stable financial management of insurance
companies.



194 Review of Economics and Finance, 2022, Vol. 20, No. 1

Based on the data of this scientific work it is possible to cre-
ate a balanced financial structure in the insurance company
at the national or regional level almost immediately. Moreo-
ver, with specific figures. And this balance already includes
some risks associated with unforeseen circumstances. Ac-
cording to the analysis of the financial structure of insurers
for 2015-2021, it is possible to give a sequence of incomes,
which are substantial parts in the total income of insurers. In
the first place are the insurance payments, which are income
from the operating (main) activities of insurers. This is fol-
lowed by returns from technical reserves other than the re-
serves of unprocessed premiums, as well as the income from
the operating (main) activities of the insurers. Overall, oper-
ating income averages 80 % over this period. Second place
can be given to other income of insurers, including addition-
al sales, rental income and advertising integration. Insurers'
expenses are the money they spend in the course of their
activities. As well as the insurer’s income, expenses come
from operating activities, and from financial and investment
activities from other activities. More than 73% of the total
costs of the insurance company are, of course, insurance
costs. These costs are very heterogeneous. The total can be
divided by economic content into two large groups: the
payment of insurance amounts and insurance compensation
under insurance and reinsurance contracts; the costs of doing
business.

Expenses from operating activities include insurance pay-
ments, acquisition costs, contract renewal, business man-
agement. And the largest share of operating expenses are
insurance payments, that is, the funds that the insurer pays to
the insured person in the event of an insured event in accord-
ance with the terms of the insurance agreement (Verezubova,
2015). The study of all the above works, as well as other
materials studied on this topic, allow to draw several conclu-
sions about the role of effective financial management in the
insurance company (Margasova et al., 2015). The following
are the main factors that determine the importance of effec-
tive cash flow management in insurance:

1. Cash flows through insurance organizations are the result
of economic and financial relations and are redistributive, are
determined by the state of the monetary system of the State
and can have a direct impact on it through the implementa-
tion of the cumulative function of insurance and the invest-
ment of temporarily free funds of the insurer in the produc-
tive sector of the economy through the use of financial mar-
ket instruments (Ostrowska-Dankiewicz and Simionescu,
2020).

2. Cash flows are interrelated and interdependent with mate-
rial and information flows.

3. Cash flows serve the economic activity of the insurer in
almost all its aspects: current, financial, investment. Figura-
tively money flow can be presented as a system of “financial
and economic circulation” of economic organism of enter-
prise. Well-organized cash flows are a determining factor of
its financial situation, a prerequisite for achieving high end
results of economic activity in general.

4. The correct allocation of the insurance reserve allows
achieving the financial equilibrium in achieving the strategic
objectives of the insurance company. Such strategic goals
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may be certain indicators of efficiency of the company, the
number of open representative offices, KPI marketing com-
panies, the number of attracted customers, the quality of ma-
terial and technical equipment of the branches, Number of
insurance programmes offered and other (Margasova et al.,
2015). The company’s strategic goals can be defined in ad-
vance and stated publicly (on the site or in other open
sources of information).

5. Competent financial management insurance company al-
lows not only 100% to comply with all requirements of leg-
islation and regulators, but also to gradually increase capital.
In the event of late submission of insurance reserve and other
financial data, the regulator may impose a penalty. This will
lower the position of the insurance company in the overall
rating, as well as damage the reputation.

6. Proper distribution of the cash ceiling contributes to the
stability of the company, eliminating the risk of obtaining the
status of insolvency. Note that even with a large insurance
reserve it is very important to keep balance and other indica-
tors, which we also mentioned in the section «Results». On
several occasions, insurance companies with a sufficient
amount of insurance reserve have been declared insolvent.
This was due to the misallocation of available capital and the
absence of a contingency strategy.

The authors of the study considered these conditions from
the described scientific works, and also integrated them into
the results of this article. If we generalize these data, we can
say that for the most competent and efficient financial man-
agement of insurance companies it is necessary to take into
account not only basic mathematical calculations by formu-
las. It is also necessary to competently manage the insurance
reserve, to prevent its unprofitability, and if necessary, to put
some of the funds into circulation to obtain additional in-
come. It is also very important for companies to comply with
clear regulations of regulators and to observe the legislative
regulation (Koijen and Motohiro, 2015).

5. CONCLUSIONS

The stability of the insurance industry depends primarily on
the correct financial model of insurance company manage-
ment. On this depends the possibility of investment, the vol-
ume of net profit and shareholder share, the overall rating of
the company and its compliance with international and na-
tional requirements. The most common problem with the
financial model of small insurance companies is the lack of a
clear structure of balance sheets, expenditures and revenues.
Regional companies that do not participate in the national
ranking have the most common problems.

To improve financial sustainability, insurance companies at
all levels need to follow a clear model based on maintaining
financial performance at the required level. The necessary
values have been described above. They are based on econ-
omists' miscalculations and have been described in numerous
scientific papers and publications on economic models and
finance. In addition, this financial model has successfully
proven its effectiveness in many large insurance companies
in Ukraine and European countries where it is used. From an
economic point of view, the methods described in the results
of our scientific research correspond to the market economy.
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With 9 to 11 indicators within the projected rate, the insur-
ance company’s financial management model will be able to
withstand even contingencies, where a large amount of the
insurance fund will be required to cover the clients' insur-
ance claims at the same time. This can happen, for example,
in the case of a massive outbreak of insurance cases in cata-
clysms, accidents and the like. These are not projected
events, so their probability is already laid down in the de-
scribed economic model of financial management of insur-
ance companies.

Deviation from these values may negatively affect the per-
formance of insurance companies on the territory of Ukraine
and CIS countries. The fact is that in the Western economic
model, as we have already mentioned, slightly different cri-
teria are applied to build a financial model of insurance
company management. This is due to differences in legisla-
tion and insurance policy in general. The Ukrainian insur-
ance market has many obstacles to the integration of foreign
models of financial management of insurance companies due
to various legal requirements and regulations. Therefore,
Ukrainian insurance companies cannot use the same finan-
cial management model as Western companies. Western
insurance methodology is important for Ukraine, as the
country is gradually integrating with European legislation.
At this stage it is very important to ensure openness and
transparency of formation of failures of key economic indi-
cators in activity of insurance companies. In compliance with
the above recommendations, it is possible to provide a stable
model of financial management, which would allow stable
development of the insurance business in Ukraine and the
CIS countries.

The results of the research in practice can become the foun-
dation of a balanced financial structure of an insurance com-
pany at the national or regional level. This should have a
significant impact on legislation and insurance policy as a
whole. A new model of the financial structure could ensure
stable insurance payments even in unforeseen situations.
Thus, financial models of insurance management should be
based not only on economic indicators, but also on stress
tests, which will significantly reduce the risks of obtaining
the status of insolvency..
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