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Abstract: Growing need for an independent evaluation of the performance results of
insurance companies is due to the need to meet the needs of stakeholders to reliable information
about the evaluation results of insurers. It makes sense to study the approaches of international
rating agencies to assess insurance companies. In the article the list of users (investors and
management of insurance companies, insurance consumers and reinsurers) and purposes of rating
insurance companies by international rating agencies, depending on the users of its results were
deterined. The article presents a description of methods of international rating agencies: A. M. Best,
Moody's Investors Service, Standard & Poor's, Fitch Ratings, which are used by insurance
companies in Ukraine to determine the requirements for non—resident reinsurers. Analyzed methods
of the international rating agencies: A. M Best, Moody's Investors Service, Standard & Poor's, Fitch
Ratings on the main directions of evaluation scales and criteria of international rating agencies of
long—term financial reliability (stability) of insurers provided to determine the most informative
method for users is methods of international rating agency Standard & Poor's.

Keywords: international rating agencies, users of evaluation results, objectives of rating,
long—term financial reliability (stability), insurance company, directions of evaluation, scale of
evaluation.
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naxoau MDKHAPOOHUX PEUTUHIOBUX ATEHTCTB
00 OUIHKU CTPAXOBUX KOMMAHIW
AHoTauiss. Y crarTi 0OIpyHTOBAaHO MEpeNiK KOPHCTYBaudiB Ta Il PEUTHHTOBOI OLIIHKH
CTPaxOBUX KOMITaHIH MDKHAPOTHUMH PEHTHHTOBHMH areHTCTBAMH, 3aJIEKHO BiJ KOPHCTYBadiB il
pe3ynbTariB. HaBeeHO XapakTepUCTHKY METOJUK MIKHAPOJHHX PEUTHHTOBUX areHTCTB: A. M.
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Best, Moody's Investors Service, Standard & Poor's, Fitch Ratings, siki BUKOpHUCTOBYIOTHCS
CTpaXxOBUMHU KOMIMAHisIMH YKpaiHM A BH3HAYCHHS BUKOHAHHA BUMOT JI0 TIEPECTPaXOBUKIB—
Hepe3uneHTiB. [IpoBefeHni aHali3 METOJUK MIKHApOJHHUX pEHTHHrOBHX areHTCTB: A. M. Best,
Moody's Investors Service, Standard & Poor's, Fitch Ratings 3a ocHOBHUMH HampsMH OIlIHKH,
MIKaJaMd Ta KPUTEPISIMH MDKHAPOAHUX PEHTHHTOBHX areHTCTB JIOBFOCTPOKOBOI (hiHaHCOBOI
HajJiliHOCTI (CTIMKOCTI) CTpPaxOBUX KOMIIAHIA HajgaB 3MOTy BH3HAUWTH, [0 HaWOUIbII
1HpOPMAaTHBHOIO METOJIUKOI0 JUIsI KOPHCTYBAdiB € METOAMKA MIXHAPOJHOTO PEHTHHTOBOTO
arentcrtBa Standard & Poor's.

KuarouoBi cioBa: MIKHApOJHI PEHTHHTOBI AareHTCTBA, KOPHUCTYBaudi pe3yNbTATiB
PEUTHHTOBOT OIIHKH, IiJIi PEUTHHTOBOI OIIHKH, TOBFOCTPOKOBA (hiHAHCOBA HAIMHICTD (CTIHKICTB),
CTpaxoBa KOMIIaHisl, HAMPSIMU OL[IHKH, LIIKaJIa OLIHIOBAHHS.

®opmyi: 0; puc.:0; Tabmn..:4 ; 616:1..:10;
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noaoxonbl MEXXOYHAPOOHbIX PEATUHIOBbLIX ATEHTCTBO
K OLLEHKE CTPAXOBbIX KOMMNAHUNA

AnHoTtauus. B ctatbe 000CHOBAaHO IepeUeHb MOIb30BaTENCH U IEH PSUTHHTOBOW OIEHKH
CTPAaxOBBIX KOMMAHUK MEXAYHAPOJHBIMU PEUTHHTOBBIMM areHTCTBAMHM, B 3aBUCHMOCTH OT
IIOJIb30BATENE €€ pe3yibTaToB. IIpMBENEHO XapaKTEpUCTHKY METOAMK MEXIYHapOIHBIX
peiituHroBeIx areHTCTB: A. M. Best, Moody's Investors Service, Standard & Poor's, Fitch Ratings,
KOTOpBIE HCIIONB3YIOTCSl CTPaxOBBIMA KOMIIAHUSMU YKpPawHBl ISl ONpeNeTCHUS] BBIMOTHEHUS
TpeOoBaHMH K  IepecTpaxOBIIMKaM—Hepe3uzeHTaM.  IlpoBeneHHBIH  aHanmM3  METOAMK
MEXIIyHapOIHBIX peHTHHTOBBIX areHTCTB: A. M. Best, Moody's Investors Service, Standard &
Poor's, Fitch Ratings 1o OCHOBHBIM HampaBJIEHUS OLEHKHM, IIKaJaMM U KpUTEpUsAM
MEXKIYHAPOIHBIX  PEHTHHTOBBIX  areHTCTB  JIOJTOCPOYHOM  (DMHAHCOBOW  HAJIEKHOCTH
(YCTOMYMBOCTH) CTpPaxOBBIX KOMIIAHMM IMPEJOCTaBUII BO3MOKHOCTH OIPENENIUTh, YTO Hauboiee
MHPOpPMATUBHON METOJUKOM s  IOJIb30BaTeNeil  sABISETCS METOAMKA MEXIyHapOAHOIO
pelituarosoro arenrcrsa Standard & Poor's.

KirroueBbie c1oBa: MEXIyHAPOIHBIE PEHTUHIOBBIE ar€HTCTBA, I10JIb30BATENIN PE3YIbTATOB
PEUTHHTOBOM OIICHKH, IIeId PEHTHHTOBOM OLEHKH, JOJTOCpoYHas (UHAHCOBas HAIEKHOCTD
(ycToiuMBOCTb), CTpaxoBasi KOMIIaHUs, HAIIPAaBJICHUS OLIEHKH, IlIKajla OLEHUBAHUS.

®opmyi: 0; puc.:0; Tabn..:4 ; 6ubn..:10;

Introduction. Growing need for an independent evaluation of the performance results of
insurance companies is due to the need to meet the needs of stakeholders to reliable information
about the evaluation results of insurers, because only on the basis of such information it’s possible
to make the right and better decisions. One of the key factors influencing the needs of stakeholders
are: transparency and information openness of insurers and results of evaluation of performance (for
international and domestic methods of rating agencies). Relevance of the research approaches of
international rating agencies to assess insurance companies is reflected in the need to protect
insurance consumers, increase the investment attractiveness of insurance companies and the
development of insurance market.
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To meet the needs of users of rating is a question of selecting the most informative methods
of international rating agencies.

The analysis of research and problem definition. Study of theoretical and methodological
foundations of assessment proceedings of insurance companies by international rating agencies
dedicated works by such scholars as: 0. Zaletov [1],
N. Opeshko [2], O. Svitlichna [3], N. Tkachenko [4] and others. Not sufficiently developed issue of
determining the most informative international methods of rating insurance companies for users of
evaluation results. Therefore, the aim of the study is to analysis of international rating agencies
approaches to evaluation of insurance companies.

The results of the research. Features of rating financial institutions given in The concept of
the rating system of regions, sectors of national economy, entities which was approved by the Cabinet
of Ministers of Ukraine of 01.04.2004 Ne 208—p. The document only mentions that during the rating
of the financial institution analyzes the performance of its financial ratios and indicators set by law,
the effectiveness of financial management and risk management, as well as programs of strategic
development, investment policy [5]. In order to obtain objective rating estimates to the performance
results of insurance companies is the need to obtain it estimates by international rating agencies.

Rating (ie assigning rating) of insurance companies is the process of independent evaluation,
carried out by certain rules and techniques (international and domestic rating agencies). The
characteristic of purposes of rating insurance companies by international rating agencies, depending
on the users of its results are shown in Table 1.

Table 1
The characteristic of purposes of insurance companies rating by international rating agencies based
on the results of its users

Users of evaluation Purposes of insurance companies rating
results
Investors of the Decision making on the evaluation of the risk of losing the funds invested
insurance company in the company

Management of the

. Decision making on effective management of insurance company
insurance company

Consumers of insurance | Decision making on: selection of insurance company; early termination
services of the contract

Decision making on the choice of reinsurer based on monitoring level

Reinsurers X : . S . .
(rating) financial reliability a non—resident reinsurer

Source: author’s development

As shown in the Table 1, there are differences in the purposes of rating insurance companies by
international rating agencies, depending on the users of its results. For investors receiving the rating is the
basis for making decisions about whether investment as the expected performance of, the growth
prospects of the insurance company is also largely due to its rating. For the management of insurance
company the rating indicates financial soundness, ability to perform current and future obligations under
the insurance contract, the outlook for the insurer. For the consumers of insuance services the rating
indicaes quality and reliability of insurance protection.

For reinsurers the rating is part of organizational guarantee of using reinsurance services as there
are regulatory requirements for reinsurance, one of which is to monitor the level (rating) of reinsurer's
financial reliability of a non-resident by international rating agencies ratings. All international rating
agencies assess the company's ability to fulfill the obligations but differ in the assessment methodology, in
particular they take into account: the financial condition of insurance companies, money management and
financial reserves and others, the features of insurance perpormance or payments history.

To analyze methods of international rating agencies and determine which methods are most
informative for users of assessment highlighted techniques used by insurance companies in Ukraine to
determine the requirements for reinsurers, including non-residents. These techniques include: A. M. Best
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(USA); Moody's Investors Service (USA); Standard & Poor's (USA); Fitch Ratings (UK). Each of the
aforementioned agencies use to assess financial reliability (stability) of insurers closed its methodology,
based on analysis of various aspects of the company and the company assigns certain rating (index) using
the usual combination of numbers, uppercase and lowercase letters.

A Best’s financial strength rating is an independent opinion of an insurer’s financial strength
and ability to meet its ongoing insurance policy and contact obligations. An FSR not assigned
insurance policies or contacts and does not address any other risk, including, but not limited to, an
insurers claims—payment policies or procedures; the ability of the insurer to dispute or deny claims
payment on grounds of misrepresentation or fraud; or any specific liability contractually borne by
the policy or contact holder [6].

Methods by Fitch Ratings with rating of insurance companies is designed to give an idea about the
key rating factors that Fitch considers in companies rating of this sector, as well as their debt and
obligations to policyholders. The global basic methods has general principles that belong to all ratings of
insurance companies, assigned by Fitch, and is complemented by techniques on specific sectors. Within
the analysis of insurance companies Fitch relies on the following main factors: industry—specific and
business environment; and specificity of risk management; financial performance; strategy management
and corporate governance; factors of property, and support groups. Generally, when one factor is
significantly weaker than the other, a weaker element has a greater weight in the analysis [7].

Making decision on assigning the rating Moody's considers all relevant risk factors and takes into
account all points of view, guided by a focus on the long term (the analysis focuses on the key factors that
affect the ability to repay its debt in the long run) [8].

Standard & Poor's applies a methodology based on the processing a lot of different quantitative
and qualitative data. By its nature, the process of assigning the rating largely objective, especially as
regards the quantitative factors, but subjective evaluation is also present. That subjective approach enables
Standard & Poor's to include in the final rating the entire set of factors and make a statistic ranking in a
sense so that «looking ahead» [9].

The requirements of the international rating agencies have certain characteristics. The total
comparative analysis of techniques, including A. M. Best, Moody's Investors Service, Standard & Poor's ,
Fitch Ratings given in Table 2.

Table 2
The requirements of international rating agencies
Methods of
international rating Requirements
agencies

Assessment of quality indicators such as the relationship with the parent
(subsidiary) companies, dependent on participants in the financial-industrial
A. M. Best groups, which include the insurer's membership in pools, associations, and the
availability of reinsurance protection. More detailed company shares depending
on the size of their assets.

Evaluation of indicators: quality of management, market position, the degree of
Moody's Investors | business diversification, the degree of financial flexibility, transparency,

Service regulation and the ability of the issuer to meet its financial obligations in the
normal course of the country for the business cycle.

Evaluation of indicators: industry risk; analysis of business potential; strategy
development and management company; effectiveness of current activities;
quality investment portfolio; capital adequacy; liquidity; flexible financing
activities.

Standard & Poor's

Evaluation of indicators: sectoral risks, potential risks, opportunities in the
Fitch Ratings operating environment, market position and performance of the quality
management and ownership structure.

Source: author’s developed on basis of [6; 7; 8; 9]
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As shown in the Table 2, in most methods there are presented quality of the performance
evaluation. Based on the comparative methods analysis of international rating agencies A. M. Best,
Moody's Investors Service, Standard & Poor's, Fitch Ratings shows the distribution of rating methods
according to the areas being evaluated (Table 3).

Table 3
The distribution of rating methodologies according to the directions being evaluated
Methods of international rating agencies
Directions of evaluation A. M. | Moody's Investors | Standard & Fitch
Best Service Poor's Ratings
Industry risks + — + +
Market position + + + +
The legal structure — — — —
Management quality and strategy + + + +
Reputation, development and stability B + B B
of the customer base
Operational risks and activities — — — +
Analysis of the company's business
potential - - - -
The effectiveness of current activities + - + -
Investment quality — - + -
Capital adequacy — — + —
Adequacy of insurance reserves — — + —
Liquidity — - + -
Elasticity of financial activities — + + —
Total number of estimates directions
used in the methodology 4 4 9 4

Source: author’s developed on basis of [6; 7; 8; 9]

As shown in the Table 3, the largest indicators structure, based on publicly available
information, it is method of rating agency Standard & Poor's, because it allows for the greatest
number of areas of evaluation.

However, an important factor is the use of methods of rating the quality of interpreting
evaluation results. Given that the rating methodology based on a comprehensive qualitative and
quantitative analysis of insurance company ratings can be long—term and short-term. For the
purpose of selecting appropriate reinsurer is mentioned criteria and scales of international rating
agencies is long—-term rating (Table 4).

Data of Table 4 indicate that the rating is the most reliable source of information on the
stability (reliability) of the insurance company. For techniques it’s characterized rating outlook,
which shows the possible direction of the rating over the next two to three years, "positive™" — rating
may rise, "negative" — the rating can go down, "stable” — change is unlikely that "evolving" —may
increase or downgrade.

Long-term rating Standard & Poor's evaluates the issuer's ability to timely fulfill its debt
obligations. Long-term ratings are aligned to the highest category — "AAA" to the lowest — "D".
Ratings range from "AA" to "CCC" may be supplemented by the sign "plus” (+) or "minus"” (-),
which means the intermediate rating categories relative to the main categories. A. M. Best rating
scale evaluation is from A ++ to F. In the case of the National rating scale [10], in contrast to
assessments of international rating agencies use with the following additional notation: "ua"
ratings obtained according to the National rating scale; "-" or "+" — intermediate category rating
regarding major categories; (pi) — ratings are based on using only public information; "withdrawn™
— rating withdrawn due to the fact that not provided the necessary information to update the rating
or other reasons; "suspended" — rating, which can be withdrawn.

88



Table 4
Scales and criteria of international rating agencies of long—term financial
reliability (stability) of insurers

Methods of international rating agencies
- ; Rating value
AM. Best Moody's Ipvestors Standarld & Flt_ch
Service Poor's Ratings
A++, A+ Aaa AAA AAA Highest reliability
A A- Aa AA AA High reliability
B4+, B+ A A A Reliability is higher
than average
B.B_ Baa BBB BBB Reliability is below
average
C++, C+ Ba BB BB Marginal reliability
C,C- B B B Weak reliability
D Caa CCC CcccC Reliability is very low
E (Under Ca cc CC | The potential of default
control)
.F (_UnQer C R C Close to default
liquidation)
S (Rating — SD - Selective default
suspended)
— - D - In a state of default

Source: author’s developed on basis of [6; 7; 8; 9]

Conclusions. Grounded list of rating users including: management, investors and insurance
companies, consumers of insurance services and reinsurers. The purposes of rating insurance companies
by international rating agencies, depending on the users of its results. The article presents a description
of methods of international rating agencies: A. M. Best, Moody's Investors Service, Standard & Poor's,
Fitch Ratings, which are used by insurance companies in Ukraine to determine the requirements for
non—resident reinsurers. Proved that the most informative method of international rating agency
estimates for its users is Standard & Poor's.
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