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To the Question of Compiling of the Rating Assessment Technique of Insurance Companies  

The purpose of insurers’ rating creation is to provide ensuring transparency of the results of insurance com-panies’ activities and determination of level of their financial reliability. General approaches in methodology of compiling of insurance companies rating by various foreign agencies are determined. The indicators cha-racterizing fields of insurance companies’ activity are analyzed: insurance, investment and financial. The in-dicators of an insurance activity regarding the insurance payments collection, the insurance indemnity pay-ments and securing formation of insurance reserves are considered. The indicators of investing activities of an insurance company regarding placement of insurance reserves are characterized. The indicators characterizing financial activities of an insurance company regarding maintenance of liquidity, solvency and profitability are highlighted. The authors in article determined the problems of creation of a rating assessment technique of in-surance companies’ activities. The complex analysis of indicators of insurance companies’ activities is per-formed, the stages of its carrying out are allocated. Based on the indicators usage which characterizes the fields of insurance companies’ activity the rating assessment technique of insurance companies is developed. The rating assessment technique of insurance companies is presented in the form of the system consisting of consecutive stages, each of which represents the logical sequence of the actions providing creation of insur-ers’ rating. Implementation of this technique in insurance practice would provide transparency of insurance companies’ activities, increase the trust of insurers to them and to promote development of insurance system. 
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The rating as a complex assessment of a condition of an insurance company by independent experts be-came one of basic elements of «non-price competition». Availability of rating and its level is profitable to distinguish the insurer, being the proof of transparency of its activities, gives the chance to see how this in-surance company is competitive. The purpose of insurers rating consists in ensuring transparency of insurance companies’ activities re-sults and determination of their financial reliability level. The insurance market of Kazakhstan is characte-rized by functioning of various insurance companies offering identical insurance services and practically lack of any objective information about a financial position of this or that insurer. In this respect there is a need of creation of domestic insurance companies rating. It is especially important in the conditions of integration of the Kazakhstan insurance market with infrastructures of the regional and world market. In the work of the Kazakhstan scientists-economists the determining factors influencing development of insurance business in Kazakhstan and the features of development of the Kazakhstan insurance market are noted [1; 117]. 
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The Kazakhstan researchers proposed measures for increase in competitiveness of Kazakhstan insur-ance system, including increase in capitalization and compliance to requirements of calculations of the stan-dard rate of the Kazakhstan insurers’ solvency [2; 195]. As of today, in Kazakhstan the competitiveness of insurance companies’ rating is practically not made, there is no rating agency which would be recognized by domestic insurers. It should be noted that services of foreign rating agencies for domestic insurance companies are too expensive. Besides, despite advantages of foreign techniques, the existing distinctions in a regulatory framework, and also the developed business prac-tice require forming of a technique in relation to conditions of Kazakhstan. In the light of the foregoing, there is a need of development of a technique of competitiveness rating of domestic insurance companies which would get support from the Kazakhstan insurers, state bodies and, the main thing, that it would reflect the degree of the insurer’s reliability. At the same time the technique shall be based on the commonly accepted scheme of rating process in the international practice. All known foreign techniques of ratings creation rather in detail paint groups of both quantitative, and qualitative indexes which are used for calculation of rating, and also the procedure of rating assignment [3]. Though abroad there is no single system of insurers rankings, in approaches and methodology of crea-tion of rating of various agencies there are general approaches. First, the rating purpose is to estimate finan-cial opportunities of the insurer and to express the opinion on its competitiveness. Secondly, in the course of ratings creation the reports of the insurer over the last 5 years, plans of profit earning, and also information obtained during the poll of a clientele, management, conversations with staff of the analyzed companies are subject to the analysis. Thirdly, practically all ratings are under construction on the basis of both the high-quality, and quantitative analysis of information though the criterion and quantity of the indicators used in the course of rating creation vary depending on the technique accepted in this or that agency. To make the insurers’ rating by techniques of the foreign agencies of creation and its use in pure form for assessment of competitiveness of domestic insurance companies is impossible for the following reasons:  1. Distinctions of financial accounting of insurance transactions of the Kazakhstan companies from world practice. Ensuring comparability of data and a possibility of application of foreign techniques of a fi-nancial condition assessment requires acceptance of the following measures: 1) transition to world system of accounting, to enter into practice the international standards of the chart of accounts of the insurer’s financial accounting; 2) to unify system of the accounting and statistical recording of insurance transactions according to re-quirements of the international insurance practice. 2. Lack of complete transparency in reporting and activities of insurance companies. Currently, all Ka-zakhstan insurers aren't ready to show the work to the foreign observer though the financial reporting of in-surance companies is periodically published in mass media.  3. It is difficult to make the analysis of some aspects of insurance companies’ activities because of backwardness of corporate securities market in the republic, the reinsurance market. In compiling the domestic ratings technique of reliability it is necessary to use the conventional scheme of rating process in foreign countries, considering at the same time specifics of the Kazakhstan legislation and national peculiarities [4]. For compiling ratings technique of domestic insurers it is necessary to consider various groups of indicators which found reflection in modern economic literature. One of approaches allow-ing to carry out the financial analysis characterizing the level of insurer’s competitiveness there is the follow-ing classification of indicators: 1 group – absolute figures; 2 group – relative indicators; 3 group – average values [5]. The other approach can be the classification allowing to consider insurance specifics of the insurer in activities indicators:  1) the volume (absolute) indicators characterizing scales of activities of insurance companies; 2) indicators of assessment of insurance companies solvency; 3) the indicators characterizing the level of assets liquidity; 4) the indicators estimating the level of liabilities on one risk; 5) the indicators characterizing extent of reinsurer’s participation in insurance transactions; 6) the indicators characterizing investing activities of insurance companies; 7) indicators of assessment of financial results sufficiency for the accounting period [6]. 
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In our opinion, for creation of rating technique of insurance companies’ competitiveness the given indi-cators should be grouped for the purpose of the analysis of separate fields of activity of the company: 1) group of the indicators characterizing the sphere of an insurance activity; 2) group of the indicators characterizing the sphere of investing activities; 3) group of the indicators characterizing financial activities of insurance companies. It is necessary to include the financial performance used in practical activities of insurance companies in this system of indicators. Thus, the creation of ratings technique is under construction based on use of the indicators characteriz-ing fields of activity and includes the following stages:  1. The indicators analysis characterizing an insurance activity regarding collection of insurance pay-ments, payment of an insurance indemnity and ensuring forming of insurance reserves; 2. The analysis of the indicators characterizing investing activities in terms of insurance reserves placement; 3. The analysis of the indicators characterizing results of financial activities regarding maintenance of liquidity, solvency, profitability; 4. On each of the specified activities the intermediate value of rating is removed; 5. After adjustment of intermediate values, additional poll of experts taking into account their opinion final value of the rating, constituted based on quantitative indices, is removed. Indicators which are included in system of indicators of rating assessment, their admissible values on all indicators are constituted on the basis of the research of economic literature and experience which developed in domestic insurance practice. For assessment of an insurance activity of the company it is reasonable to analyse the following indicators: 1. Level of payments;  2. Indicator of expenses on conducting business;  3. Coefficient of an equity sufficiency;  4. Relation of insurance reserves to liabilities; 5. Dynamics of scope change of insurance premiums. The given financial performance most fully, in our opinion, reflects results of insurance companies’ in-surance activity.  1. The indicator – the level of payments is determined to the following formula: 
100 %,IpayIpre   

where Ipay  – Insurance payments; Ipre  – Insurance premiums. 2. The index the cost of doing business is determined to the following formula: Insurance premiums are characterized by amount of transactions of the insurer, insurance payments – amount of an insurance indemnity of the damage paid to insurers. Level of payments determines how many tiyn the insurer gives to insurers from each collected tenge as insurance coverage. Admissible value of this indicator shall be 30-40 %. 2. The expenses indicator on conducting business is determined by a formula: 
100%,EcbIpre   

where Ecb  – Expenses on conducting business; Ipre  – Insurance premiums. 3. The indicator of expenses on conducting business characterizes a share of expenses in the volume of insurance premiums. The high measure value testifies the unfairly big costs of funds for ensuring own activi-ties of the insurer, but not for forming of insurance reserves on types of insurance. Calculation of the size of expenses on conducting business based on the report about insurance activity. Standard measure value of 40 %. 3. The coefficient of an equity sufficiency, characterizes capital adequacy for acceptance of risks. The equity includes the paid authorized capital, the reserve capital, accumulation funds, and also the amount of retained earnings of an insurance company. Calculation of an equity is made according to balance of an insurance company. The indicator of the insurer’s equity size allowing to establish the lower bound of scales of an insurance company can be bound here. It is essentially important that insurers observe the specified standard rate not only at the time of receipt of the license, but also in the course of further activities. In other words, there shall 
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be a control avoiding irrational use of own means below the established standard rate that is quite possible if activities of the insurer are unprofitable. The specified coefficient is determined by a formula 
100%,EIpre   

where E  – Equity; Ipre  – Insurance premiums. Admissible value of this indicator is 15-50 %. 4. A ratio of insurance reserves to liabilities: 
100%,IrL   

where Ir  – Insurance reserves; L  – Liabilities. The accounts payable, insurance reserves and other liabilities belong to the insurer’s liabilities. The coefficient reflects a capability of the company to fulfill the obligations to insurers at the expense of insurance reserves. Admissible value is at least 50 %. 5. Dynamics of insurance premiums change is calculated by a formula 1 2 100%,2IP IPIP   
where IP1 – insurance premiums in reporting year; IP2 – insurance premiums last year. The indicator allows to characterize activities of an insurance company for the conclusion of insurance contracts. An unfortunate trend is excessive fall of receipt of insurance premiums. The admissible value of the indicator constitutes –33 % to +33 %. For the analysis of investing activities it is necessary to calculate the following coefficients: 1. The income rate of an insurance reserves investment; 2. Indicator of an investment income.  Profitability of investment of insurance reserves is determined by a formula 

100 %,IaiIr   
where Ir  – Insurance reserves; Iai  – Investing activities income. This indicator determines efficiency of insurance reserves placement. The size of the specified indicator shan't be less refunding rate, but no more than 1,5 of its value. The indicator of an investment income reflects efficiency of an investment portfolio: 

100 %,IaiIa   
where Iai  – Investing activities income; Ia  – Investment assets. Value of this indicator shan't be less than 5 %. The analysis of financial activities of domestic insurance companies is carried out with use of the fol-lowing indicators: 1. Liquidities coefficient;  2. Standards of sufficiency of highly liquid assets; 3. Standards of sufficiency of an actual margin of solvency; 4. Coefficient, characterizing unprofitability of an insurance company: unprofitability coefficient, cost ratio, the combined coefficient; 5. Profitability coefficient. Liquidity analysis shall give the answer to a question whether the insurance company in the shortest possible time is capable to fulfill requirements for shown liabilities. 1. The liquidity rate is determined by the following formula: 

100%;QaIr Ap 
 

where Qa – Quick assets; Ir  – Insurance reserves; Ap – accounts payable. The size of this indicator shan't be less than 70 %. 2. Standard of sufficiency rate of highly liquid assets.  
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The insurance (reinsurance) organization daily observes the sufficiency rate standard of highly liquid assets calculated as the relation of cost of highly liquid assets to the amount of insurance reserves minus the reinsurer’s share, on a formula: 
1,HLAShla IR   

where Shla – the standard rate of highly liquid assets sufficiency; HLA – the cost of highly liquid assets for the end of calendar day; IR – the amount of insurance reserves of an insurance company minus the reinsur-er’s share for the end of the last reporting month [7]. For an insurance company the use of an indicator of sufficiency standard rate of highly liquid assets is especially urgent, it is connected first of all with the fact that insurers’ claims shall be in most cases imme-diately paid. Value of this indicator shall be >= 1 %, otherwise, the insurance company will experience diffi-culties with accomplishment of the liabilities to insurers. 3. The sufficiency standard rate of an actual margin of solvency is calculated as the solvency margin re-lation to the minimum size of a solvency margin on a formula: 
1,AMSSms MMS   

where Sms – the sufficiency standard rate of margin of solvency; AMS – an actual margin of solvency; MMS – the minimum size a solvency margin. The sufficiency standard rate of an actual margin of solvency of the insurance (reinsurance) organiza-tion shall not be less than a unit. 4. Коɷɮɮɢɰɢɟɧɬɵ, ɯɚɪɚɤɬɟɪɢɡɭɸɳɢɟ ɭɛɵɬоɱɧосɬɶ сɬɪɚɯоɜоɣ оɪɝɚɧɢɡɚɰɢɢ: ɤоɷɮɮɢɰɢɟɧɬ ɭɛɵ-
ɬоɱɧосɬɢ, ɤоɷɮɮɢɰɢɟɧɬ ɡɚɬɪɚɬ, ɤоɦɛɢɧɢɪоɜɚɧɧɵɣ ɤоɷɮɮɢɰɢɟɧɬ. 

Коɷɮɮɢɰɢɟɧɬ ɭɛɵɬоɱɧосɬɢ ɪɚссɱɢɬɵɜɚɟɬсɹ ɩо ɤɚɠɞоɦɭ ɤɥɚссɭ сɬɪɚɯоɜɚɧɢɹ оɬɞɟɥɶɧо ɥɢɛо ɩо 
ɜсɟɦɭ сɬɪɚɯоɜоɦɭ ɩоɪɬɮɟɥɸ сɬɪɚɯоɜоɣ (ɩɟɪɟсɬɪɚɯоɜоɱɧоɣ) оɪɝɚɧɢɡɚɰɢɢ, ɤɚɤ оɬɧоɲɟɧɢɟ сɭɦɦɵ ɩо-
ɧɟсɟɧɧɵɯ ɭɛɵɬɤоɜ ɤ сɭɦɦɟ ɡɚɪɚɛоɬɚɧɧɵɯ сɬɪɚɯоɜɵɯ ɩɪɟɦɢɣ ɩо ɮоɪɦɭɥɟ: 4. The coefficients characterizing unprofitability of an insurance company: unprofitability coefficient, cost ratio, the combined coefficient. Loss ratio is calculated on each class of insurance separately or on all insurance portfolio of the insur-ance (reinsurance) organization as the relation of the amount of the suffered losses to the amount of the earned insurance premiums on a formula: 

100,SlLrrs Eip   
where Lrrs   – Loss ratio with the reinsurer’s share; Sl  – Suffered losses; Eip – Earned insurance pre-miums. The cost ratio is calculated on all insurance portfolio of the insurance (reinsurance) organization as the relation of expenses to the amount of the net earned insurance premiums on a formula: 

100,ECr Neip   
where Cr  – Cost ratio; E  – Expenses; Neip  – Net earned insurance premiums. The combined ratio characterizes overall effectiveness of an insurance activity and a financial position of the insurance (reinsurance) organization. The combined ratio is calculated as the amount of loss ratio and cost ratio. The actual value of the combined ratio shan't exceed hundred percent. If the combined ratio exceeds hundred percent, the authorized body has the right to recommend to shareholders to take measures for finan-cial improvement of the insurance (reinsurance) organization, including issue of the recommendations speci-fied in the Law of the Republic of Kazakhstan “About the insurance activity” [8]. 5. Profit ratio. In case of results assessment of financial activities it is necessary to use profit ratio which is determined as follows: Pr 100%.ofitIncome   
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The measure value shall not be less than refunding rate, but no more 1,5 of its value. Admissible values of each recommended indicator are given in the offered technique proceeding from requirements of the current legislation and depending on the practice which developed in the insurance mar-ket. For the purpose of simplification of calculations it is reasonable to lead all received measure values to a five-point type according to Table 1. 
T a b l e  1  Indicators ranking of insurance company activities 

Point Reasons5 Optimum indicator value 4 Normal indicator value 3 Average (minimum or maximum) indicator value2 Too low or too high indicator value 1 Violation of the requirements of an insurance supervision body, or inadmissible indicator value0 Lack of data, or it is impossible to calculate this indicator according to the provided reporting Depending on calculation result each coefficient will get point from 1 to 5. Points on all indicators are summed up and the category of reliability of the insurer, at the same time is determined by a total sum, the higher the amount of final value, the higher reliability of the insurer. Final value of rating consists of the amount of the intermediate values calculated on each activity of an insurance company, i.e. by the following formula: FR = IR (ia) + IR (inva) + IR (fa),   where FR – final value of rating; IR (ia) – intermediate value of rating of an insurance activity; IR (inva) – intermediate value of rating of investing activities; IR (fa) – intermediate value of rating of financial activities. Intermediate value of rating of an insurance activity is found by summing of five-point assessment by all indicators of this group. The maximum value which can be received in an analysis result of an insurance activity makes 25 points.  Intermediate value of rating of investing activities is determined by summing of five-point assessment by all indicators of this group. The maximum value which can be received according to the analysis of in-vesting activities makes 10 points.  Intermediate value of rating of financial activities is determined by summing of five-point assessment by all indicators of this group. The maximum value which can be received on this group makes 25 points. The maximum value of final rating shall make 60 points. Intermediate values can be adjusted taking into account the opinion of the experts performing assign-ment of rating, at the same time: – the received value of intermediate rating can't exceed its maximum value established on each group of indicators; – value of intermediate rating shan't be increased more than (is reduced) for five points. Based on the received value of final rating taking into account the opinions of experts, the reference of an insurance company to the corresponding group of reliability is made. For determination of category of financial accountability of an insurance company it is necessary to use the facts of Table 2. 10 categories of insurance companies are given in the table depending on the maximum and minimum values of rating. 
T a b l e  2  Determination of financial accountability category of an insurance company 

Category of  the company reliability Maximum value of rating Minimum value of rating 
 1 2 3 

ȺȺȺ 60 55 
ȺȺ 54 49 
Ⱥ 49 44 
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1 2 3 
ȼȼȼ 43 38 
ȼȼ 37 32 
ȼ 31 26 
ɋɋɋ 25 20 
ɋɋ 19 14 
ɋ 13 8 D 7 2  The characteristic of financial accountability category of insurance companies is reflected in Table 3. 

T a b l e  3  The financial accountability category of an insurance company 
Rating value Characteristic AAA The highest level of financial accountability AA The highest level of financial accountability A Good level of financial accountability BBB Average level of financial accountability BB Less average level of financial accountability  B Unstable financial position. At the moment the company is capable to fulfill lia-bilities to owners of policies, however in case of adverse economic conditions accom-plishment of liabilities of the company to holders of policies is under the threat CCC, CC Problem level of financial stability C The company is on the verge of bankruptcy D Bankruptcy of the company  Categories of insurance companies which can be grouped as follows are shown in the table: 1) the groups of safe ratings (“the highest level” – AAA, “highest level” - AA, “good” – A); 2) the groups of vulnerable ratings (“average level” – ȼȼȼ, “less average level” –BB, “an unstable fi-nancial position” - B, “the problem level” – CCC, CC). If the insurer didn't present all data, necessary for creation of rating, that rating agency has the right to assign the rating “O / ISB” (it is impossible to estimate) with indication of the reason. If the license for carry-ing out an insurance activity was limited, suspended or revoked from the insurer, then regardless of the gained points number the rating of “O / ISB” is assigned to such insurer (under observation of an insurance supervision body). In case of the publication of rating the rating agency without fail shall specify date of the last assessment, an interpretation of a rating scale, and also has the right to specify additional data which will allow to gain deeper impression about activities of the insurer.  The implementation of rating assessment of insurance companies will allow to obtain information on activities of insurance companies of the republic, to increase the trust of insurers to them and to promote de-velopment of the sphere of insurance.   References 
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