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BANK DEPOSIT AS A DIRECTION OF INVESTMENT ACTIVITY’S ACTIVATION
OF INSURERS IN LIFE INSURANCE

Abstract. Article on the topic "Bank deposit as a direction of investment activity’s
activation of insurers in life insurance™ is dedicated to the analysis of the financial condition and the
free funds of insurance companies. Bank deposit is the most famous financial instrument, but little
attention is paid to it from the study of the deposit as an object of investment. Therefore, the
purpose of the study is to consider a bank deposit as a source of intensification of the investment
activity of insurance companies. The article collected and processed information about banks, their
condition in the financial market, which allowed to identify the main participants of the banking
sector. The rating analysis showed high scores, which are confirmed by indicators of the size of
assets, capital, loan portfolio, financial results of banking institutions as the leaders of the banking
system. In terms of the proposed criteria for a banking institution, as an investment partner in order
to reduce the risk of non-profitability of the project, the most reliable banks with a stable financial
and economic status were selected in the market of banking services. Banking institution plays a
role of an object that deposits funds of insurance companies for a long-term period. In addition to
this, bank deposit was considered as an object of investing funds for insurers for long-term
accumulation of funds. The analysis of deposit proposals, financial and economic state of banking
services in banks was conducted. The deficiencies of the banking system of Ukraine in the field of
long-term accumulation of funds are revealed, as well as, the imperfections in accumulation of
funds are described. Investment project is proposed, planning for the investment income with
regards to the storage of temporarily free assets of insurance companies is conducted. In the process
of research, the authors have improved approaches to develop and define investment projects: the
definition of "reliable bank", analysis of its deposit offers, forecasting of investment return on
deposit commitment. To activate the investment activity of insurance companies, life insurance for
an investment proposal is designed according to the direction of placement of insurance reserves in
bank deposit. Thus, the analysis showed that the planned indicators considerably exceed the actual
figures of companies’ investment income.

Keywords: bank, banking institution, insurance company, bank deposit, investment project,
financial condition, investment partner.

JEL Classification: G21, G22, G24.

Formulas: O; fig.: 0; tabl.: 4, bibl.: 11

41



Menvuuuyx 0. M.

KaHO. eKOH. HAYK, 0oyeHm Kagedpu inancie, ooaiKy ma ekoHoOMiuHOI be3nexu;
Ymancoxuii deporcasnuii nedacociunuii ynisepcumem imeni I1. Tuuunu, m. Ymans, Yrpaina;
E-mail: melnichyk_yuliya@ukr.net; ORCID 1D:0000-0003-4149-0205

HlIxonenxo O. b.

KAaHO. eKOH. HAYK, OOYeHm Kageopu eKOHOMIKU ma NiOnpucmMHuymed,

IIBH3 «Esponeticvokuti ynigepcumemy Ymancoka ¢inis, m. Ymans, Yrpaina,

E-mail: shkolenko_oksana@ukr.net; ORCID 1D:0000-0003-2792-1523

T'ymeniox A. B.

KAaHO. eKOH. HAYK, O0YeHm Kapeopu eKOHOMIKY ma niOnpuemMHuymea,

IIBH3 «Esponeticvkuil ynigepcumem» Ymancoka @inisa, M. Ymans, Yxpaina;

E-mail: allagumen@ukr.net; ORCID 1D:0000-0003-4333-0478

Menvnuk B. B.

KAaHO. eKOH. HAYK, CH. 8UKIA0AY KApeopu eKOHOMIKU Ma IHaAHCIe nionpuemcmesa
Kuiscovroco nayionanbrno2o mopeieenvno-ekoHomiuno2o ynisepcumemy, m. Kuie, Yxpaina,
E-mail: Victoryetual@ukr.net; ORCID 1D:0000-0001-5512-536X

BAHKIBCbKHH JENO3UT SIK HAIIPSIM AKTUBI3AIII IHBECTULIMHOI
JIAJBHOCTI CTPAXOBHUKIB 31 CTPAXYBAHHSA KUTTSA

Anoranisi. Crarta Ha TeMy «BaHKIBCBKHN JICTIO3UT SIK HAINpsM aKTUBI3allil iHBECTUIIHHOT
JISUTBHOCT1  CTPAXOBHKIB 3 CTPAaxXyBaHHS KHUTTS» TPHUCBIYCHA aHAN3y (DiHAHCOBOTO CTaHy Ta
BUIBHHX KOINTIB CTPaxOBHX KOMIIaHiii. BaHKIBChKMH Aemo3uT camuii BimoMui (iHAaHCOBHUU
IHCTpYMEHT, ajeé HOMYy Majo HAAUIEHO yBaru 3 OOKy MOCTIDKEHHS JENO3HTYy, SK 00 €KTY
iHBecTyBaHHS. TOMy METOIO JOCHDKEHHS € PO3IISHYTH OaHKIBCBKUH [EMO3UT SIK JUKEpeso
aKTUBI3aIlil IHBECTHUIIIHOT JiSUTPHOCTI CTPAaXOBHUKIB. Y CTaTTi 3i0paHo i ompamboBaHO iHPOPMAITil0
npo OaHKM Ta iX CTaH Ha (IHAHCOBOMY PHHKY, IO JAJO 3MOTY BHSBHUTH OCHOBHUX YYaCHHKIB
OankiBcbkoi cdepu. PeiiTuHroBmii aHami3 TmoOKa3zaB BHCOKI Oanu, SKi MiITBEPHKYIOTHCS
MOKa3HUKAaMHU pPO3MIpYy aKTHBIB, KaliTamxy, KpeauTHOro moprtdens, (iHaHCOBUX pe3yibTaTiB
0aHKIBCHKMX YCTaHOB — JIiJiepiB OaHKIBChKOT cucTeMH. Ha OCHOBI 3alponOHOBaHUX KPHUTEPIiB 10
0aHKIBCBKO1 YCTaHOBH SK IHBECTHI[IMHOTO TAapTHEpPa, 3 METOK 3MEHIICHHS pPU3HKY
HENPUOYTKOBOCTI MPOEKTY, BUOPAaHO HAa PUHKY OaHKIBCHKHX IMOCIYT HalOLIbII HamiiHI OaHKH 3
cTabiTbHUM  (pIHAHCOBO-EKOHOMIYHMM CTaHOM. baHKIBChKa yCTaHOBAa BHCTYMA€ SK 00 €KT
JIETIO3UTYBAHHSI KOIUTIB CTPaxXOBHMMHU KOMIIAHISIMH Ha JOBrOCTPOKOBHU mepion. PosrimsHyTo
OaHKIBCHKHMI JIEMO3UT SK 00 €KT 1HBECTYBaHHS KOIITIB JUIsl CTPaXOBHKIB 3 JOBTOCTPOKOBOTO
HakomuueHHs komrTiB. IlpoaHanizoBaHO AEMO3UTHI MPOMNO3HLii, (iHAHCOBO-EKOHOMIYHHUN CTaH
0aHKIBCBKMX MOCITYr B OaHkax. BusBieHo Henomiiku OaHKIBChKOI cuctemMu Ykpainu y cdepi
JIOBIOCTPOKOBOTO HAaKONMMYEHHS KOmTiB. OXapakTepu30oBaHO HEIOJIKM Ta HEIOCKOHAIICTh
0aHKIBCHKOI CHCTEMH JIOBFOCTPOKOBOTO HAKOIMMYCHHS KOINTIB. 3ampOIOHOBAHO I1HBECTHIIIMHHIMA
HPOEKT, 3JICHEHO IUIaHYBAaHHS IHBECTHLIHHMX NPUOYTKIB Ut 30epiraHHs TUMYAcOBO BUIBHHMX
aKTHUBIB CTPAaXOBHX KOMIIAHIH.

KurouoBi ciioBa: 0aHk, 0aHKIBCbKa YCTaHOBA, CTpaXxOBa KOMTMaHisl, OaHKIBCHKHUI JETO3UT,
IHBECTULIIMHUN TPOEKT, (PiHAHCOBHIA CTaH, IHBECTUIIIMHUNA MTAPTHED.
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BAHKOBCKHWH JIEMIO3UT KAK HATIPABJIEHUE AKTUBU3AIIUU
WHBECTUIIMOHHOU JEATEJbHOCTHU CTPAXOBIIUKOB
MO CTPAXOBAHHUIO )KU3HHU

AunHorauus. Cratbt Ha TeMy «bDaHKOBCKMI [EMO3WT KaKk HANpaBlCHHE AKTUBHU3AINH
WHBECTUIIMOHHON JICITEFHOCTA CTPAXOBIIMKOB TI0 CTPaxOBaHWIO JKW3HM» TIOCBAICHA AaHAIN3Y
(MHAHCOBOTO  COCTOSIHMSL M JICTIO3UTHOHM  JIGSITEBHOCTH OAHKOBCKMX —YUPSXKIECHHMH C  LEJbIO
aKKyMYJIMPOBAaHUSI BPEMEHHO CBOOOIHBIX CPEICTB CTPaxOBhIX KommaHuil. Ha OCHOBe mpeioyKeHHBIX
KpHUTEPUEB K OAHKOBCKOMY YUPEKICHHIO KaK HHBECTULIMOHHOMY TTApTHEPY, C IENbI0 YMEHBILICHHS PHCKA
HENpUOBUTHHOCTY TIPOEKTa, Ha pPBIHKE OAHKOBCKUX YCIYr BBIOpaHO HamOosee HaJeKHBIE OaHKH CO
cTaOWIbHBIM (PUHAHCOBO-SKOHOMHYECKUM COCTOSIHMEM. BaHKOBCKOE yupesKIeHUE BBICTYNAET Kak OOBEKT
JIETIO3UTUPOBAHMSI  CPEJCTB CTPAaxXOBbIMM KOMIIAHMSMUA Ha JIONTOCPOYHBIM mepuon. Paccmotpen
OAHKOBCKMI1 JIETIO3UT KaK OOBEKT WHBECTHPOBAHUS CPEICTB JUISI CTPAXOBIIMKOB IO JIOITOCPOYHOMY
HAKOIUICHHMIO CpeCTB. [IpoaHamm3mpoBaHbl JIETIO3UTHBIE TPEUIONKEHNS W (UHAHCOBO-DKOHOMHYECKOE
COCTOSIHME OAHKOBCKHX YCITYT B OaHKaX. BbISBIICHBI HeOCTAaTKN OAaHKOBCKOW CHCTEMBI YKparHbI B chepe
JIOJITOCPOYHOTO HAKOIUIeHHUs cpefcTB. OXapakTepu30BaHbl HEJOCTATKW M HECOBEPIIEHCTBA OAHKOBCKOM
CHCTEMBI JIOJITOCPOYHOTO HAKOIUIEHHsI CpescTB. IIpeiokeHo MHBECTUIIMOHHBINA TPOEKT, OCYIIECTBICHO
TUTAHUPOBAaHUE WMHBECTULIIOHHBIX JIOXOJIOB U1l XPaHEHHs BPEMEHHO CBOOOIHBIX aKTHBOB CTPAaXOBBIX
KOMITaHUH.

KimoueBble c;10Ba: 6aHK, GaHKOBCKOE YUPEXK/ICHUE, CTPAaxoBasi KOMIIAHUs, OaHKOBCKHI JEMO3UT,
WHBECTUIMOHHBIN TPOEKT, (PMHAHCOBOE COCTOSHUE, MHBECTHUIIMOHHBIN TApTHED.

Dopmyit: 0, puc.: 0, Tadi.: 4; 6uom.: 11

Introduction. Of course, the financial sector plays a key role in the distribution of financial
resources in the country’s economy. The effectiveness of banks has a significant impact on economic activity
and its significance manifests both at macro and micro levels.

In the conditions of the formation of a market financial and credit system, the competitiveness of
banking services (products) many banks faces the task of increasing the efficiency of its activities on the
basis of the introduction of optimal forms of administration and management of banking activities. A special
place in this issue takes the financial analysis of the bank's operation, since it is the regular conduct of the
bank that enables the bank to achieve the economic efficiency of its operations. Given this, there is a need for
a more detailed theoretical and methodological study of the analysis and evaluation of the financial and
economic efficiency of the bank's activities. The consequence of the positive financial condition of the bank
is an increase in corporate partners in investing funds in a bank deposit. Potential partner in such a project
can be an insurance company of long-term life assurance, which searches for investment of temporary free
insurance reserves. In our opinion, insurance companies should consider a bank deposit as one of the main
areas of investment of temporarily free funds. That is why the relevance of this issue concerns not only banks
but also financial market partners. How to choose a bank to invest money is a question of the modern
financial market.

According to foreign scientists, any investment project should begin with the determination of the
risk of non-profitability of the project [1].

Research analysis and problem statement.

To select an investment object, we propose several criteria for an investment partner, in order to
reduce the risk of non-profitability of the project:



- expert-professional;

- expert-analytical;

- financial and accounting.

An expert-professional criterion for evaluating the financial reliability of an investment project
means that the first issue for a financial partner is the establishment of the age of the company and its
experience in the field of investment project. The reliability of any financial system being checked by the
time, the longer the financial institution worked, the more stable its position in the market and best practices
in this field of economy.

The required age of activity and experience of the company depends on the goals of the company-
object of investment and can be within 10-20 years, that is, conditionally double warranty. Insurance
companies should not risk the clients by investing them in young banks with little experience regardless of
the purpose and investment attractiveness [2].

The expert-analytical criterion for evaluating an investment project is based on the objective and
subjective opinions of experts, general information about the object, the number of clients and willing to
implement this investment project, the number of willing to invest in this business is also an important
criterion in choosing the investment project.

Human advices are useful, but they can be subjective. We are interested in the opinion of really
experienced specialists on this issue. Auditors and financiers, accountants and other specialists know that the
reliability of the project is determined not by words but by calculating a number of indicators of the
reliability of the investment object, for example, the ratio of own and borrowed funds to the project, liquidity
of assets, expected profit, probability of bankruptcy of the company, etc. There are dozens of such indicators,
so it is needed to have access to information and have experience in financial and analytical work for their
calculation.

By the Resolution of the Cabinet of Ministers of Ukraine No. 665 dated April 26, 2007 [3], the
National Rating Scale, which characterizes the borrower's or debt instrument's creditworthiness in
comparison with other such instruments and borrowers, was approved.

The need for detailed analysis, comparisons, and the determination of a number of indicators that
characterize the financial position of the company and led to the emergence of rating agencies that are
engaged in grouping performance indicators of insurance companies and determine its level of stability.
Such calculations are carried out by rating agencies such as «Standar&Poor’s», «Moodys Investor Service»,
«Fitch Ratigs» and others [4]. Methodical recommendations for the creation and development of
independent information and rating agencies in Ukraine were adopted by the decision of the State
Commission for Securities and Stock Market of Ukraine dated August 31, 2004 No. 370 [5] in order to
enhance the competitiveness of the stock market, withdrawal from the business shade, protection investors
from false and poor-quality information. Therefore, today, any bank or company that opens investment
projects and wants to work with the investment funds should pass the rating process.

The financial and accounting criterion for evaluating an investment project is to calculate the
investment period, amount of investment, expected income, risks, etc. Such indicators are calculated by the
insurance company’s specialists. It is taken into account possible force majeure and risks that can be foreseen.
Also, alternative projects and decisions made by the owners of the company regarding the implementation of
the investment project are considered.

Legislation (Regulation No. 3104 dated March 25, 2016, approved by the Financial Services
Commission) [6] on insurance establishes clear limits in the investment sphere for life insurers. The most
attractive sphere, in our opinion, is bank deposits.

Banks, in which insurers invest their reserves, must be quoted on the stock exchange or in the trade
information system. Shares and bonds of foreign issuers must be listed on certain exchanges: New York,
London, Tokyo, and Frankfurt [7].

According to the law, the insurer is allowed to invest in the largest number of insurance reserves,
namely 70%, in bank deposits. Bank deposit is the most well-known financial instrument, but it has received
little attention from the deposit research as an investment object. That is why we want to pay more attention
to the bank deposit and highlight it as one of the main sources of intensifying the investment activity of
insurers in life assurance.



Researching results. By collecting and processing information about banks and their situation on
the financial market, we found that the main players in the banking sector are Privatbank, OTP Bank and
Raiffeisen Bank Aval. Among them, Raiffeisen Bank Aval has a long-term credit rating of uaAAA - the
highest creditworthiness, Privatbank has a rating of uaAA - that is, very high creditworthiness, OTP Bank -
long-term credit rating uaA - high creditworthiness [8].

High indicators of the rating analysis are confirmed by high indicators of the size of assets, capital,
loan portfolio, financial results [9] (table 1).

Table 1
Financial indicators of banks on the May 31, 2017
Bank / Fund Assets Loan portfolio, Ei?pl(.)s't Financial result,
Number = m.UAH. = m.UAH. m. UAH porU‘Xﬂ' m. m. UAH
Privatbank 17769,56 245882,11 159387,03 192638,74 1734,99
Raiffeisen 8097,95 60763,63 39875,27 46895,26 2252,87
Bank Aval
OTP Bank 2698,4 25012,56 19143,81 20753,11 312,85
Source: Bank rating site [Electronic resource]. - 2017. - Mode of access Art. http://banker.ua /officialrating /
capital/capital/05/2017/

Financial indicators of banks play an important role for the analysis of investment project,
they are involved in the calculation of ratings. According to the criteria we propose, we analyze the
investment projects of these banks in terms of investing funds in bank deposits.

According to the first criterion, we selected banks operating on the market for more than 20
years, and therefore, the young state is a young bank. By the second criterion, it was found that on
the national scale, all banks are in a stable state of affairs and have high ratings on the National

Rating Scale, the results in table 2.

Table 2

Analysis of investment projects in deposit accounts of banks*

Criterion JSC «Raiffeisen Bank PJSC CB JSC «OTP Bank»
Aval» «Privatbank»
1. Expert-professional 25 years 25 years 20 years
2. Expert-analytical (by UaAAA uaAA- very high uaA high
National Rating Scale) | highest creditworthiness creditworthiness creditworthiness
Project Name Classic Accumulative Standard Deposit for Deposit with a

Corporate Contribution legal clients payment at the end
of the period for
corporations
- currency UAH UAH UAH
- minimum investment 1000000,00 Without limits 50000,00
mass, UAH
- maximum investment 10000000,00 Without limits Without limits
mass, UAH
- investment income, % 15 13 14
- account replenishment Without limits Without limits Impossible
- partial withdrawal of Possible Impossible Impossible
funds
- early termination Possible Impossible or with a |Impossible or with a
lower % lower %
- term of deposit 1 year 1 year 1-2 years
- capitalization of interest Non Every month Non

*Developed by the authors according to [8, 9]



As you can see from the table 2, each investment project has its disadvantages and
advantages, so looking at the company's policy and business features, the ability to replenish the
deposit is an attractive part of the project. Accordingly, the interest rate is reduced, which is a
disadvantage. Possibility of early termination of a project is a positive element and is probable,
while it reduces income only when such a necessity arises.

Based on Ukraine's insurance rating among life insurers, we chose the top three insurance
companies: MetLife, PZU Ukraine Life Insurance, and TAS [10].

These companies operate in the life insurance market and specialize in long-term insurance,
which directly distinguishes them from other market players.

Calculate the income for each insurer and for each investment project, based on restrictions
on the legislation on deposits up to 70% of insurance reserves [11] and up to 10% in one bank, the
result will be brought to table 3.

Table 3
Calculation of profitability of investment project of insurance companies to banking structures*
Indicators Company
MetLife | PZU Ukraine TAS
Life
Insurance

Itjit:—r'ance reserve as of September 30, 2017, thousand 1670736.0 | 5483220 | 19722210

Permissible investment rate in a bank deposit is 70%,

thousand UAH. 1169515,2 | 3838254 | 1380554,7

Permissible rate of investing in a deposit in one bank is
10%, thousand UAH. 116951,52 | 38382,54 | 138055,47

Income from the investment project, with the duration of the contract 367 days, thousand UAH.

- Classic Accumulative Corporate Contribution (15%) 17542,73 5757,38 20708,32

- Standard Deposit for legal clients (13%) 15203,7 4989,73 17947,21

- Depos!t with a payment at the end of the period for 1637321 5373.56 1032777
corporations (14%)

Average return on investment in a bank deposit,

thousand UAH 16373,21 5373,56 19327,77

The average amount of income from investment projects
in a bank deposit, taking into account the full using of
funds permitted by law in bank deposits (10 banks),
thousand UAH.

163732,1 53735,6 1932777

*Proposed and calculated by the authors

The calculations showed that investments in a bank deposit are profitable, for the project we
have attracted 100% of the authorized funds. Calculating the average return on investment projects,
you can determine the average forecasted income from investing insurance reserves in a bank
deposit in full.

Thus, the calculation showed that for the company «MetL.ife» the forecasted average income
from the bank deposit may amount to 163732.1 thousand UAH, for PZU Ukraine Life Insurance -
53735.6 thousand UAH, for such income «TAS» may amount to 193277,7 thousand UAH in a year.
Such indicators are calculated at average interest rates and may vary within the fluctuation of the
deposit rate.

To compare the expected and actual profits, we will develop a table 4 and make some
calculations. Interest rates on deposit accounts depend on the term of the agreement. The longer the
funds are in the accounts, the greater the profit can be obtained by the investor. For a better
comparison of the actual incomes of insurers and the projected revenue for this project, we have
made a calculation for 9 months, as the officially disclosed indicators of investment activity of
insurers on life assurance only for 9 months of 2017.
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Table 4

Comparative analysis of actual and projected income from investing funds in bank deposits *

Numbers Income from | Probable income | Projected income | Difference between
investment | within the limits of| from investment | forecast and probable
activity as of | the norm of 70% in|  projects in bank indicator for 9
09.30.2017 | a bank deposit for 9| deposits, thousand months
months of 2017 UAH. +; -; thousand UAH
for 9 months
MetL ife 104606,0 73224,2 122799,1 49574,9
PZU Ukraine 44399,0 31079,3 40301,67 9222,37
Life Insurance
TAS 177795,0 124456,5 144958,25 20501,74

* Calculated by authors

Actual income from investing in an insurance reserve includes a pool of income from
investment projects. Therefore, considering that not all the funds are used for deposits, but only
their part (according to the investment portfolio), we will conditionally separate the profit from the
deposit projects (table 4).

It is clear from the calculations that the probable investment income of companies from
deposits is lower than forecasted income, and the results of insurers' activity are less than expected
results in the project.

Conclusions. In the course of research, the authors improved approaches to the development
and definition of investment projects: definition of "reliable bank", analysis of its deposit proposals,
forecasting of investment return on deposits. In order to activate the investment activity of life
insurance companies, an investment proposal has been designed in the direction of placing
insurance reserves in bank deposits. The analysis showed that the planned indicators significantly
exceed the actual indicators of investment income of companies. Consequently, a bank deposit is a
promising direction for the activation of investment activity of insurers in life assurance.
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