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ABSTRACT

Financial security of the insurance market significantly affects the financial, economic and social stability of
society and should be included in the range of problems that are directly related to the issues of financial
security of Ukraine. The main purpose of the article is to set out and solve the problem of improving
methodological approaches to determining the directions of ensuring the financial security of insurance
companies in Ukraine. The main functional tasks of financial security of insurance companies are identified. It
has been proved that financial security is a component of economic security and a refined definition of this
category has been provided. Destabilizing factors of influence on financial security of insurance companies
have been identified and analyzed. A methodological approach to managing the financial security of an
insurance company has been developed. A complex of proposals for the development of the insurance services
market has been formed as a basis for strengthening the financial security of insurance companies. It was
concluded that the insurance sector of Ukraine can actively develop provided that there is a clear theoretical
and methodological justification of the toolbox, the implementation of a methodological approach to
managing the financial security of the insurance company, taking into account all the problems and proposals
for its continuous improvement and development in the changing conditions of the present.
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1. Introduction

The current state of development of the financial and economic sector of Ukraine is
characterized by the urgent need to ensure the financial security of economic entities at the proper
level in the conditions. Also, transformational processes in recent times in Ukraine are often
accompanied by constant economic risks and threats, both internal and external, which are
associated with the issue of resource support for the economic development of enterprises and
companies. Therefore, the financial security of the insurance market significantly affects the
financial, economic, and social stability of society and should be included in the range of problems
that are directly related to the issues of financial security of Ukraine. The importance of the problem
of determining the directions of ensuring the financial security of the insurance market is due to
the influence of some factors, namely:

1. the financial crisis;

2. the geopolitical situation;

3. the inconsistency of the activities of international organizations;
4. inflationary processes.

All these factors contribute to the unpredictability of the processes taking place in its
components at all stages of the work of insurance companies in the market. The above situation
indicates that the further effective development of insurance companies is associated with the
introduction of a universal and effective methodological approach to ensuring financial security,
which will include the identification of factors affecting the state of financial security as a
hierarchical system, identify external and internal threats, the relationship of individual
components of this complex internal structure and hierarchical composition of the structure
(Derkach, 2012).

The purpose of the article is to improve methodological approaches to determining the
directions of ensuring the financial security of insurance companies in Ukraine. To achieve the
purpose, the following general and specific tasks are solved in the article:

1. to identify the main goal and functional objectives of the financial security of insurance
companies as the baseline for the effectiveness of the implementation of the methodological
approach;

2. to summarize approaches to the definition of the category "financial security" of insurance
companies;

3. to identify destabilizing factors affecting the financial security of insurance companies;

4. to clarify the concept of "financial security" of the insurance company in modern conditions
of development;

5. to develop a methodological approach to managing the financial security of the insurance
company;

6. to systematize problematic aspects of the insurance sector of Ukraine;

7. to form a complex of proposals for the development of the insurance services market as a
basis for strengthening the financial security of insurance companies in the changing
environment of Ukraine.

The main objective of the financial security of insurance companies has been found, namely, to
guarantee the stable and most effective functioning of insurance companies at present and to form
the foundations for increasing the development potential in the future. Based on the goal of
financial security of insurance companies, the following functional objectives of financial security
regarding insurance companies were defined: improving the efficiency of financial work, ensuring
and maintaining the financial stability and independence of the enterprise, enhancing the
formation of capital, optimizing its structure, increasing competitiveness in the insurance market,
achieving high liquidity of current assets, supporting and increasing the level of business activity,
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protecting trade secrets and information. The concept of "financial security" of the insurance
company has been found as a characteristic dynamic financial condition of the insurance company,
which is characterized by the protection of its priority financial interests from identified challenges,
threats, risks and dangers, the ability to ensure the implementation of its mission and operational
and strategic financial tasks, as well as the continuous economic development and increase of
available financial resources.

The problem of theoretical and methodological ensuring the financial security of enterprises and
insurance companies was dealt with by many economists (Derkach, 2012; Gevorkyan et al., 2018;
Lazareva, 2014; Berdar, 2011; Kuzmenko, 2018; Vasyltsiv et al., 2012; Nepomnyashchyy et al., 2020;
Lelechenko et al, 2020; Bernardino et al., 2020) at different times. They have developed modern
methods for assessing and analyzing financial security, but, despite their numerous studies, the
determination of the directions for ensuring the financial security of insurance companies in the
changing financial and economic conditions of Ukraine remains unresolved.

2. The Definition of the Category “Financial Security” of Insurance Companies

In the current context, insurance companies, under the influence of various environmental
factors, often face many threats to the sustainable functioning of their financial system, which
determines the need to improve methodological approaches to ensuring financial security. This will
create a system of protection of economic interests and develop a complex of preventive
management solutions that will ensure the competitiveness of the insurance company in the
domestic and foreign markets.

Table 1 Functional objectives of financial security of insurance companies

No Functional objectives of financial A general description of the objectives and result of
) security their achievement
The development and implementation of measures to
N . minimize or neutralize possible or existing threats to
1 Improving financial performance ' . : e .
financial security and protect the company's financial
interests
. L . . The ability to control the state and movement of resources,
Ensuring and  maintaining  financial . o ’
L . the ability to take advantage of competitive advantages;
2 sustainability and independence of the - . ;
: providing safeguards for the effective operation and
enterprise >
deterrence of destabilizing factors
— . . Lo Increased financial independence and flexibility of capital
Activation of capital formation, optimization . ; L
3 ) flows to prevent crises in the functioning and development
of its structure : .
of a changing environment
Increase efficiency of a company's competitive advantage
4 Increasing competitiveness in the insurance | utilization, preservation and/or expansion of the market

market segment, the rational realization of identified reserves of
competitive potential in conditions of limited resources
Identification of needs for current assets required for the
continuity of insurance services, optimization of volume
and structure of current assets; providing current assets to
5 Achieving high liquidity of current assets sources of finance; finding out the optimal relationship
between different sources of financing of current assets
and using low-cost ways to replenish current assets in the
course of the company's activities

Development and adoption of effective management
decisions on the planning of the main indicators of the

6 Support and increase business activity company's activity, ensuring the specified rate of their
growth, showing activity to attract investment resources
7 Protection of trade secrets and information Achieve the right level of information support for all units

and divisions of the insurance company

Note that for most developed countries in Europe and the world, the insurance business is
profitable both for insurers and gives protection and benefit to users of insurance services as well.
The level of profitability and cost-effectiveness in this sector of services is significantly higher than
the average in the economy. In these countries, 85-90% of objects are usually insured, while in
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Ukraine less than 10% of objects are insured, and in the market of life less than 1%. It should also
be emphasized that more than 50% of the volume of insurance premiums is income from
endowment life insurance in the world practice.

To summarize the essence of the concept of "financial security," it is appropriate to determine
the fundamental sources and approaches of economists who became the founders of this scientific
direction and created a basis for its interpretation from multi-level positions with the definition of
certain features and connections of each. The formation of a methodological basis founded on a
certain definition will make it possible to justify the list and action of factors influencing and
determining both the state of financial security itself and the management actions to form and
preserve the financial system as a whole, as well as its components with corresponding
characteristics (Lazareva, 2014).

The main goal of the financial security of the insurance company is to guarantee its stable and
most effective functioning at present and to form the foundations for increasing the development
potential in the future. In this context, the main functional tasks of financial security regarding
insurance companies can be distinguished in Table 1. Based on the set goals and objectives (Table
1), approaches to the definition of the category "financial security" of insurance companies can be
summarized in Figure 1.

The approaches to the definition of the financial security category of insurance companies resented
in figure 1 are not separate from each other but should be considered as a system of definitions of this
category. It should be noted that according to the first approach (Figure 1), financial security is a
component of economic security, the most successful definition of which is the following: the ability
of the insurance company to effectively develop and carry out financial and economic operations in a
changing internal and external environment, that is, the state of protection of its important interests
from the influence of destabilizing factors to ensure stability in the short and long term (Pilipenko,
2017). Therefore, it is appropriate to investigate varieties of destabilizing factors, provide a summary
of their definition at the level of their impact on the insurance company in Figure 2.

Figure 1 Summary of approaches to the definition of the category "financial security" of insurance companies
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Source: Arefieva et al., 2014; Zhuravka et al., 2018.
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Figure 2 Destabilizing factors of influence on the financial security of insurance companies

Destabilizing factors affecting the financial security of insurance companies
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Source: Leashenko, 2015; Boiko, 2017; Rudnichenko, 2013.

As can be seen from the definition of "threats" (Figure 2), they are the main condition for negative
consequences for the financial security system of insurance companies. In the course of the synthesis
of literary sources (Romanenko, 2016; Diegtiar et al., 2019; Martins Carvalho, 2019) and own studies,
the following types of relevant threats can be determined:

1. continuous changes in the legal framework;

worsening of the crime rate financial situation;

high inflation (inflation barriers to long-term insurance);
fraud of insurance market entities;

crises in international financial markets;

outflow of capital abroad;

an inadequate system of insurance intermediaries;
rapid development of globalization;

L o N o U bk wN

insignificant level of insurance coverage;

10.high proportion of reinsurance;

11.imbalance of the insurance portfolio;

12.inefficient placement of insurance reserves;

13.insufficient liquid assets;

14.corruption schemes;

15.disclosure of trade secrets and other confidential information;

16.low investment attractiveness of insurance companies in the investment market of Ukraine and
the world;
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17.low availability of credit resources;
18.incompetence of the management of insurance companies, etc.

Thus, a comprehensive study of the system of interrelated effects of destabilizing factors on the
financial security of insurance companies will contribute to their timely identification and effective
response to them. It should also be noted that it is impossible to completely avoid destabilizing factors
in the modern financial and economic environment of Ukraine.

3. Methodical Approach to Financial Security Management of the Insurance Company

Based on the above, it can be concluded that the term "financial security" of an insurance company
can be understood as the characteristic dynamic financial condition of an insurance company, which
is characterized by the protection of its priority financial interests from identified challenges, threats,
risks and dangers, the ability to ensure the implementation of its mission and operational and strategic
financial tasks, as well as the continuous economic development and increase of available financial
resources. Thus, in a general sense, the financial security management system of an insurance
company, in turn, can be understood as an ordered set of elements that are interconnected and form
single functional integrity that is intended to establish and maintain an appropriate level of financial
security. In Figure 3, an effective and universal methodological approach to managing the financial
security of the insurance company was developed, taking into account the studies conducted in the
article.

Table 2 System of problematic aspects of the insurance sector of Ukraine when developing a strategy for ensuring the
financial security of an insurance company

No. Problematic aspect Kinds of insurance market problems

— the lack of a coherent state insurance policy;

— regulatory framework that is not suitable for modern realities;

— insufficient government regulation and control of insurance companies
and the insurance market in general;

—the practical absence of the organization of state supervision of insurance
activities;

— lack of effective organization of interaction between the insurance and
banking sectors of the economy

— low or no effectual demand of legal entities and individuals for insurance
services;

2 Financial and economic — high inflation and recession of the economy;

— necessity of reinsurance of the major risks with the help of foreign
insurance companies

— a small and specific range of insurance services;

— imbalance of insurance portfolios of insurance companies of Ukraine;

3 Functional — low technological effectiveness of insurance operations;

— lack of application of the innovative component in the insurance business
of Ukraine

— insufficient qualification and professional level of specialists, managers,
and other personnel;

— absence or insufficiency of qualification requirements for insurance
Management and human | company personnel

resources — low level of education in insurance (for example, in 072 "Finance,
banking, and insurance" specialty applicants for higher education often
focus only on the financial and banking sector, and insurance is allocated
much less time and attention)

1 Organizational and legal

Source: Zhuravka et al., 2018.

When developing a strategy for ensuring the financial security of an insurance company, must be
taken into account that despite some growth in the main indicators of the level of development of the
insurance market, it still remains insignificant in terms of authorized and equity capital, assets and
insurance reserves. Insurance companies cannot accumulate a significant amount of investment
resources, and therefore have a significant impact on the processes of expanded reproduction, the
growth of the Ukrainian economy, and the well-being of society. In the competition to attract financial
resources, the insurance market of Ukraine has significantly lost to the banking system (Gevorkyan et
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al., 2018). This is primarily contributed to systemic problems in insurance services, which can be
grouped in Table 2.

Figure 3 Methodical approach to financial security management of the insurance company
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Source: Mordovtsev et al., 2020; Law of Ukraine “On Insurance”, 1996; Oliinyk et al., 2014.
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Figure 4 Complex of proposals for the development of the insurance services market as a basis for strengthening the
financial security of insurance companies

Complex of proposals for the development of the insurance services market
as a basis for strengthening the financial security of insurance companies
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1. Improving the solvency of the population through the development ofthe
financial and economic sector

2_Improving the tax system of insurers

3. Awvailability of reliable and profitable instruments for investments of insurance
companies

4. Decrease in inflation, stabilization of the national currency

5. Implementation of effective insurance policv at the state and municipal levels
6. Ensuring the effective development of the insurance market and creating
conditions for the activities of insurance companies

7. Implementation of finandal protection mechanism for insurance companies
8. Introduction of international corporate governance rules for insurers
9_Improving the licensing of insurers
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the insurance services -
market in Ukraine -

1. Restoration of confidence in insurance by individuals and legal entities

2. Development of measures to improve the insurance culture of the population
of Ukzaine

3. Provision of guarantees (funds) of full pavments when concluding insurance
contracts (especially life insurance)

4. Strengthening insurance supervision

5. Countering insurance fraud under insurance contracts by individuals and legal
entities

6. Prevention of shadow monev laundering through the insurance sector

Source: developed by the author on the basis of Law of Ukraine “On Insurance”, 1996; Oliinyk et al., 2014.

Thus, the insurance sector of Ukraine can actively develop provided that there is a clear theoretical
and methodological justification of the toolbox, the introduction of a methodological approach to
managing the financial security of the insurance company, taking into account all the problems and
proposals for its constant improvement and development in changing conditions of our time. Each
proposal (Figure 4) should be fully investigated and put into practice. It is this development that will
further increase the percentage of insurance services in the total percentage of the Ukrainian services
market, which in turn will strengthen the financial security of insurance companies in the short and
long term.
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4, Conclusion

Problem of improving methodological approaches to determining the directions of ensuring the
financial security of insurance companies in Ukraine was set out and solved in the article. The following
conclusions, observations and suggestions can be drawn from the studies undertaken.

Approaches to the definition of the category "financial security" of insurance companies were
summarized and seven main approaches, which together most fully disclose this category for further
research, were chosen. Destabilizing factors of influence on financial security of insurance companies
are identified and it is proved that financial security is a component of economic security, which is
defined as the ability of an insurance company to effectively develop and carry out financial and
economic operations in a changing internal and external environment, that is, the state of protection
of its important interests from the effects of destabilizing factors to ensure stability in the short and
long term. The following destabilizing factors are identified, namely, challenges, threats, risks and
dangers, their interrelationship is shown. A methodological approach to managing the financial
security of an insurance company was developed, which includes both the current and the prospective
level of assessment of the current state of financial security, and also determines the need to develop
a strategy for ensuring financial stability and then monitor compliance. The problematic aspects of the
insurance sector of Ukraine were systematized and their four main groups were rejected, namely:
organizational-legal, financial-economic, functional, managerial and personnel. A complex of
proposals for the development of the insurance services market has been formed as a basis for
strengthening the financial security of insurance companies in the changing environment of Ukraine
and a conclusion has been made, that insurance of Ukraine can be actively developed provided a clear
theoretical and methodological justification of the toolbox, introducing a methodological approach to
managing the financial security of the insurance company, taking into account all problems and
proposals for its continuous improvement and development in the changing conditions of the present.
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