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K3NTUB KAK CTPAXOBAA ®OPMYIIA ANA PUCK-MEHEO)XXMEHTA: NMPEUMYLLUECTBA U HEOOCTATKHU

B cmambe paccmampueaemcsi cmpaxogoll K3Mmue ¢ y4emomM moao, Kak OH Moxem 6bImb UCINO/Ib308aH 8 Kayecmee cmpaxoeoll ¢hopmynbi Onsi
ynpaeneHusi puckamu. Kanmue moxem 6bimb Haubosiee yenecoobpa3Holi cmpaxoeoli ¢gpopmysioli Onsi ynpaesieHusi puckamu. OOHaKO ypoeeHb
docmuaHymoz20 ycrnexa 3asucum om MHo2ux ¢hakmopos. Cmpaxoeble Kanmuebl 3mo cy6bekmbl, Komopbie ¢ghopmupyromcsi u npuHadnexam
KOMraHusiM, 8 OCHOBHOM OJisi Uyesieli cmpaxoeaHusi C8OUX PUCKOE (Yucmblili k3nmue unu eQUHUYHbIU MamepuHcKull kanmue). Bce yawe kanmueb!
maroke co3darom apynnbl KOMNaHull (2pynnoebie K3MMmuekbl), Ymobbkl 3acmpaxosams UX UMyuiecmeo u obsizamesnbcmea neped mpembumu TUyamu.

Kanmue wupoko ucnonb3yemcsi MHO2UMU KOMMNaHUsIMU 8 Hacmosiujee epemsi. Tem He MeHee, MHO2ue U3 HUX UCOJb3YoMmCs UCKTIOYUMETbHO
ons yeneli yedupoeaHusi pucka u nepedayu npemuli ¢ mem, Ymobbl ucrnosib3o8ams K3nmue 6osibuwie Kak yeHmp npubbiiu 8 cmpaHe ¢ HU3KUM
ypoeHeM Hano2006/10)KeHus1, a He OnsA yesiel ynpaesieHuUsi puckamu (m. e. 6osiee npuemnemoli posbto Oss1 kKanmuea Moasa 6bl 6bimb noddepxka
ux enadenbyee 8 cghepe ynpasrieHuUs puckamu npeodnpusimusi).

3ma cmambs packpbieaem, NoYyemMy K3nmuebl He UCMOJIbL3YIMCs C y4emom UX MoJsIH020 nomeHyuana. 3mo mMoxem 6bimb CIUWKOM CII0XKHO
Onsi MHo2uX Cy6beKkmoe, NPUHUMalrWux peweHusi, Ymobbl oxeamumb K3MMmMue KaK ¢hopMysly pPUCK-MeHeOXMeHma u pacwupumb 3HayeHue
K3anmuea ensioms G0 UCMOIb308aHUsT 8CEX 803MOXHbIX MPEUMyW,ecmes, 8bimeKaroujux u3 esadeHust KINMUBOM.

Kanmue moxem obecneyumsb ynpaeneHue puckamu 6osiee KOMMIEKCHO, YeM 6O/IbWUHCMEO KOMMEPYEeCKUX CMpaxoeuwukoe Ha pbiHke. B
cmambe makxe npedcmassieHbl npeumyuiecmea u Hedocmamku es1adeHusi CMpPaxoebIM K3Mmueom.

Knroyeenlie croea: kanmueHasi cmpaxoeasi KOMMaHusl, 2pynnoeol kanmue, AoMuyunulicbKuli K3Nmue, PUck, ynpaesieHue puckamu.
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REINSURANCE SERVICE AND ITS ECONOMIC NATURE

At the reinsurance market the object of purchase and sale is a specific product — a reinsurance service. According to several
scientists' researches, the definition of a reinsurance service is clarified as a specific service in the form of selling legally formed
liabilities concerning redistribution of already insured risk between insurance companies, which has its price, which is influ-
enced by supply and demand. The author has proposed new approaches to the insurance service interpretation as a dominant,
which causes the reinsurance market formation. It is shown that being traded in the reinsurance market, a reinsurance service is
an important factor in the functioning and self-development of the market environment, it combines the interests of supply and
demand holders and directly influences the market quality characteristics, causing trends of its further development.
Supply and demand for a reinsurance service are influenced by both external and internal factors, the most important of them
are: the capitalization level of insurers, the balance of their insurance portfolios, the condition of the state economy, the level of
investment attractiveness, monetary and tax policy. The concepts of "reinsurance service demand" and "reinsurance service
supply” have been clarified. Reinsurance service demand is a conscious and financially secured desire to buy reinsurance ser-
vices. Reinsurance service supply is all services submitted in the reinsurance market.

Keywords: reinsurance; reinsurance service; reinsurance service demand; reinsurance service supply.

Introduction. In the process of risk transmission from related to the formation and use of insurance reserves,

the reinsured person to the reinsurer on the basis of con-
cluding an agreement between them, the process of buying
and selling a service — reinsurance protection takes place,
the reasonable cost of such protection is determined, the
supply and demand for it are formed.

The purchase and sale of a reinsurance service allows
some reinsurance participants (reinsured persons) to ob-
tain additional financial guarantees (the compensation of
the part of liability for a risk by the other subject) for the
implementation of their own obligations under the insur-
ance contracts, and other participants (reinsurers) — to ex-
pand their own portfolio by reinsuring the part of new ob-
jects of the insurance field.

According to par. 2 of the Law of Ukraine "On insur-
ance" [1], reinsurance along with insurance and the activity

relates to the direct business of the insurers, namely it is
allocated in a separate area of the insurer activity, but there
is no definition of the reinsurance service essence in
Ukrainian legislation.

In its essence, a reinsurance service is a financial service,
as it shows the redistribution of responsibility for the insured
financial risk and provides the financial relationship between
the reinsured person and the reinsurer.

WTO member states apply the financial services classi-
fication according to the GATS (General Agreement on
Trade in Services) standards, adopted in 1995, which in-
cludes the reinsurance service to the insurance services,
which relates to financial services (Table 1).

Table 1. The insurance services classification according to GATS claims

Ne Type of insurance services
| Direct insurance
A) Life insurance
B) Non-life insurance

1] Reinsurance andretrocession

1] Insurance intermediation, including brokerage and agency

Y Aucxiliary insurance services

Source: compiled by the author based on [2, 3]

National legislation is harmonized with the European
one, because according to the national Classification of
Economic Activities (NACE) [4], financial and insurance

activities are referred to a separate section K. It should be
noted that reinsurance is submitted as a separate segment
of insurance.

© Tretiak K., 2017
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Thus, according to European and national legislation,
reinsurance is a separate way in insurance, which is char-
acterized by specific relationships between particular sub-
jects (reinsured person and the reinsurer), a (reinsurance)
service supply, which is separated from other insurance
services, although based on the original (insurance)
agreement (can not exist without it). Due to these features
a reinsurance service needs the further study of its eco-
nomic essence.

The purpose of the article is to deepen the research of
the economic nature of a reinsurance service and clarify its
economic content.

The object of the research is a reinsurance service.

The subject of the research is theoretical and methodo-
logical aspects of a reinsurance service, studying the fea-
tures of its economic nature, considering as a dominant,
which causes the reinsurance market formation.

Literature review. The issue of the economic sub-
stance of a reinsurance service is studied in the works of
many native and foreign scientists and practitioners, includ-
ing V.D. Bazylevych, A.S.Bozhenko, N.M. Vnukova,
M.G. Kamynkina, O.V. Kneysler, V.S. Komadovska,
O.V. Kozmenko, N.I. Mashina, S.S. Osadets, O.0. Okhrimenko,
E.E. SoIntseva, T.V. Tatarina, K.E. Turbina, Y.P. Shumelda
and others.

However, examining the economic nature of a reinsur-
ance service in the reinsurance market scientists see it in
different ways.

In particular, the Ukrainian scientist N.M. Vnukova con-
siders reinsurance services as insurance guarantees for a
direct insurer [5, p. 210], revealing their important role — to
ensure the financial security of the direct insurer.

N.l. Mashina defines it as "a property situation of the
original insurance company, acting as the assignor" [6,
p. 156]. We believe that the definition does not disclose the
essence and specificity of a service, and shows it as a tool
to improve the property situation of the assignor (reinsurer).

According to the scientist O.V. Kozmenko, a reinsur-
ance service is "a new kind of services related to the con-
clusion of a new agreement — reinsurance" [7, p. 85]. This
interpretation indicates a special (new), separated from
insurance type of services as well as the need to design
relationship between the reinsurance parties.

Ukrainian scientist Y.P. Shumelda defines a reinsur-
ance service as a combination of special and non-
insurance elements [8, p. 307]: the participation of several
insurers in the distribution of responsibility for the insured
risk, determining the direct insurer liable for the insured
risk, the distribution of paid insurance premiums between
insurers, full payment of insurance compensation by the
insurer, the possibility of further division of responsibility for
the risk. The author identifies the characteristics of a rein-
surance service, without revealing specifics of its imple-
mentation, the major participants of buying and selling ser-
vices in the reinsurance market.

Ukrainian scientist O.V. Kneysler determines the rein-
surance service as being the one which "characterizes a
set of contractual relationships between the reinsured
person and the reinsurer regarding determination of the

terms and rules of reinsurance and their implementation
in order to obtain the beneficial effect in the form of a re-
insurance protection and meeting the economic interests
of both parties" [9, p. 155]. We believe this definition is
the most comprehensive and one that reveals the es-
sence of a reinsurance service.

For a more complete disclosure of the economic nature
of a reinsurance service, we are going to consider the fea-
tures of its sales and pricing.

Russian scientist K.E. Turbina notes that "reinsurance
as an independent service has an independent price that is
formed as a result of supply and demand for certain rein-
surance services, depending on the form and type of rein-
surance" [10, p.469]. Indeed, a separate area of the in-
surer's direct activity is reinsurance, so a reinsurance ser-
vice can be defined as a specific service, the price for it
(the service) is formed depending on the method chosen,
the form and type of contract.

Unlike public researchers and practitioners, Ukrain-
ian scientist 0.0.0Okhrimenko stipulates that the insur-
ance service is "a complex concept and includes the
basic insurance product, additional services, the sup-
port" [11, p. 153].

Taking the derivative nature of reinsurance from the
insurance and many similar traits and characteristics into
account, we share and design the view of
0.0. Okhrimenko on the complexity of a service on the
reinsurance. So, a reinsurance service includes: a basic
reinsurance service (the description of the risks that are
transferred to reinsurance, determining the limits of the
parties' liability, the price of a reinsurance service); sup-
porting services (legal assistance, evaluation of losses,
etc.). It describes the reinsurance service as a specific
and yet comprehensive service in the market with the
appropriate design.

The complexity of a reinsurance service is also deter-
mined by V.S.Komadovska [12, p. 10-11], noting the
combination of the main reinsurance service and additional
services (recommendations for underwriting, product de-
sign, loss control, etc.).

Research methodology. The theoretical and meth-
odological basis of research has been made by funda-
mental scientific concepts of Ukrainian and foreign scien-
tists in finance and insurance, which are represented in
the works of native and foreign scientists. In the process
of the recearch we have used general scientific and spe-
cial methods of the scientific knowledge, namely: logical
and dialectical method — for the study of contemporary
economic and financial theories and works of native and
foreign scientists; system analysis and generalization — in
determining the economic content of a reinsurance ser-
vice; abstract logical method — for theoretical generaliza-
tion and drawing conclusions.

Main results. Reinsurance services, despite the legal
uncertainty, are financial in nature and in their content re-
late to financial services and financial infrastructure accord-
ingly [13, p. 274].

As the object of purchase and sale in the market, a re-
insurance service has certain characteristics (Fig. 1).
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Inseparable
from the source

Has the possibility of
retransmission into
reinsurance

Uncertain in
quality

Impalpable

Only bilateral agreements
between insurers

Reinsurance
service

Unkeepable

Obligatory and optional
character of services

Fig. 1. Features of a reinsurance service

Source: built by the author according to [2, p. 79]

A reinsurance service correlates directly with the in-
surance one because reinsurance is secondary, deriva-
tive of insurance and therefore, as the insurance service,
is the financial one. Due to this, features that characterize
the insurance service, are also implemented in the rein-
surance service.

The key characteristics of a reinsurance service are:
intangibility (due to the ability of the insurance cycle in-
version a reinsurance service is intangible and impercep-
tible when the contract is signed, and the mechanism of
this service action is shown only when the insured event
occurs under the insurance contract); unsafety (a reinsur-
ance service can not be saved and accumulated for sub-
sequent periods); a reinsurance service inseparability
from the source (reinsurance company) indicates the in-
ability to delegate or sell the reinsurance service as a
franchise to other market entities, including intermediar-
ies; volatility of a reinsurance service in quality reflects
the uniqueness of each contract depending on the indi-
viduality of the insured objects and the packet of risks.

In addition to features that are common to all services,
the important feature of a reinsurance service is its bilateral
agreement character exclusively between two insurance
companies.

A unique feature of a reinsurance service is the possi-
bility of its retransmission to reinsurance — the division of
responsibility between the retroassignor and retroassignee.
The number of retrocessions is not legally restricted, which
may result in attracting a large circle of reinsurers both
within a country and abroad — it is a kind of proof in favour
of a reinsurance service internationalization.

Reinsurance may be provided as a service on a regu-
lar basis (obligatory reinsurance), and single, individual
by separate reinsurance contracts (facultative reinsur-
ance). In addition, there are the following forms of ser-
vice: the proportional and non-proportional, based on
which the specifics of reinsurance contract types and or-
ganization of cash settlements between parties of the
contract are determined.

A reinsurance service is characterized by a redistribu-
tive character, namely it is formed during the second re-
sponsibility division for already insured risk between the
reinsured person and the reinsurer.

So a reinsurance service reflects the specific relationship
between insurance companies over the repeated (secon-
dary) assignment of responsibility for the risk. A reinsurance
service is a financial service and is characterized by a num-
ber of features that are inherent to it.

A reinsurance service as the object of purchase and
sale in the market is characterized by the available supply
and demand in the reinsurance market.

A reinsurance service demand is tailored according to
the need for repeated redistribution of the insured risk and
ensuring the security of the solvency and sustainability of
the reinsurer's operations and the capability of performing
its obligations to the insured person.

A.S. Bozhenko determines the demand for reinsurance
as a process that "is formed by the insurance companies
which diversify their risks, thereby avoiding significant finan-
cial losses" [14, p. 321]. This definition of the nature of de-
mand for reinsurance should not be considered complete,
because the market is also represented by other entities
other than insurers-vendors that directly or indirectly influ-
ence the formation of a reinsurance service demand.

Taking into accountthe peculiarities of the need for re-
insurance services formation in the insurance market, we
are going to determine that a demand is a conscious and
financially secured desire to buy reinsurance services.

Indeed, the primary influence on shaping the reinsurance
service demand is possessed by the insurance companies
that need additional financial security of the accepted risks
for insurance. The need for reinsurance support level is em-
bodied in calculating the amount of responsibility for the risk
due to another party (the reinsurer).

In addition to the direct participants of reinsurance, the
demand creation is indirectly affected by other institutions
of the market environment. Among them we should outline
the state, which cares about preserving the solvency of
insurers by creating the appropriate legislative conditions
and thus, facilitates conducting reinsurance transactions
with residents and nonresidents with the proper rating
stimulating with benefits under the income tax premiums
transferred to reinsurance at rates of 0% and 12 %
(unless the reinsurer has a statutory rating).

The next tool of the state influence on the use of rein-
surance transactions is to establish a standard for reinsur-
ing the object, for which the sum insured exceeds 10 % of
the share capital, insurance and free reserves [1].

The formation of the reinsurance service demand is in-
directly affected by the insured persons as well.In accor-
dance with the applicable law, insurers in the insurance
contract may not be aware of the possibility of reinsurance
operations as an insurer (cedant, reinsured person), who
concluded an agreement on reinsurance with the reinsurer,
remains liable to the insured person in full accordance with
the insurance contract.

Therefore, insurers have no direct impact on creating
demand for reinsurance services. However, in some
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cases, the agreement to sign an insurance contract by
the insured person is his requirement for further risk
transfer to a foreign partner of the assignor with high
ranking positions in the market. On the other hand, the
increase of confidence of people and economic entities to
the insurers affects the increase in the number of con-
cluded contracts, the rise of valuation of the objects in-
sured. This leads to the need for risk reinsurance to pre-
serve the financial stability and solvency of insurers. Con-
sequently, the insured persons influence the formation of
a reinsurance service demand, but indirectly.

Except the entities that cause the formation of the rein-
surance service demand, there are environmental factors,
including the following:

— economic stability in the country;

— knowledge and experience in the services offered by
reinsurers;

— the service level of reinsurance contracts in the insur-
ance events (flexibility, no slowness in payments);

— confidence to their partners and their underwriting
policy;

— the capacity of the domestic insurance market and
certain insurers;

— legislative regulation of the reinsurance activity
[15, p. 240].

The formation of a reinsurance demand service, in ad-
dition to external factors, is influenced by the internal fac-
tors (Fig. 2).

Determinants of the reinsurance service demand formation

/\

External

Internal

A\ 4

The economic stability of the country

Knowledge and experience in the services offered
by reinsurers

v

The level of the reinsurance contract service

The need for reinsurance protection

The level of financial security and solvency of
potential reinsurers

The capacity of the domestic insurance market and
individual insurers

A 4

Legislative regulation of reinsurance

The cost of a reinsurance service and
compliance with quality standards

Fig. 2. Determinants of the reinsurance service demand formation

Source: compiled by the author

Regarding internal factors creating demand, a signifi-
cant share is occupied by the assignors' need for receiving
additional financial guarantees of the other insurers con-
cerning maintaining already insured risk.

On the other hand, a reinsurance servicedemand is af-
fected by the level of the financial support and the potential
reinsurer's solvency — the availability of sufficiently large
volume of financial resources (insurance reserves, free
reserves, retained earnings). Undercapitalized companies
with the low level of financial security can not hold them-
selves cumulative risks or significant risks, which form the
need for their reinsurance.

The reinsurance service provided in the market profes-
sionally, also identifies efficiently the potential customers
wishing to receive such a service and ensure the sustain-
ability of their own reinsurance operations and balance of
the insurance portfolio.

In addition to the existing demand, a reinsurance service
is characterized by the supply in the market due to the own
developed reinsurance programs by public insurers.

The sellers of reinsurance services in the market are
the reinsurers.

Consequently, a reinsurance service supply is all ser-
vices submitted in the reinsurance market.

Both direct insurers and professional reinsurance com-
panies can offer reinsurance services in the insurance
market. The consumers of these services are the insurance
companies which are interested in receiving additional fi-
nancial guarantees (reinsurance protection) from domestic
or foreign reinsurers for the risks taken by them.

The service supply in the reinsurance market can be af-
fected by numerous factors (Fig. 3).
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Determinants of the reinsurance service supply formation

!

The cost of reinsurance services
(market)

A 4

The ability to provide a service according to the
needs and expectations of the reinsured persons

A 4

!

The capitalization level of resident
reinsurers

A 4

Quality maintenance of the contracts, impeccable
service in the settlement of losses

A 4

The number of reinsurers (existing and potential, taking
residents into account) — competition in the market

The action of the income taxation mechanism and foreign
exchange regulation according to reinsurance contracts

Fig. 3. Determinants of the reinsurance service supply formation

Source: compiled by the author

Setting the market price for a reinsurance service de-
termines the appropriate supply of such services as well,
leaving at the market only those reinsurers that can sell the
reinsurance protection for a certain price.

The adjustment of a reinsurance service to meet the
needs of reinsurers defines the range of those sellers who
can cover the risks of a certain volume corresponding to
specified conditions.

The current competition in the reinsurance market is
also a significant factor that creates a better reinsurance
service supply.

As in any market, the supply creation depends on the
quality of a service provided. In case of inconsistencies to
expectations (needs), reinsured persons reorient to foreign
reinsurance markets.

An important factor influencing the formation of a rein-
surance service supply is the operating mechanism of in-
come taxation or currency regulation under the reinsurance
contracts. Thus, the delay in receipt of the currency for pay-
ments between reinsurance participants affect the further
relationship between them and the consideration of Ukrain-
ian insurers as partners in the future.

Reinsurance brokers as agents at the reinsurance mar-
ket also affect the supply and demand for reinsurance ser-
vices as they help to regulate the relationship between the
reinsured persons and reinsurers for the successful imple-
mentation of a reinsurance service [15, p. 240].

A reinsurance service, as the insurance one, has a
consumer and exchange value. A consumer value appears
in determining the reinsured person's need for obtaining
additional financial opportunities and ensuring the perform-
ance of financial obligations for the insured risk. At the
same time, the reinsurer has no less need for a reinsur-
ance service, aiming to expand his own insurance portfolio
and increase revenues of reinsurance payments.

Under the influence of supply and demand in the re-
insurance market the value for a reinsurance service is
formed.

Like any service that serves traded in the market, a re-
insurance service is formed based on already incurred
seller's costs and future costs related with performing obli-
gations under the contract.

A reinsurance service price lies in the cost of the rein-
surance service. When a reinsurance contract is signed,
the reinsurer is paid a reinsurance premium, which is
based on the rate and expenses related to reinsurance and
the reinsurer's profit. Therefore, the pricing of a reinsur-
ance service is influenced by the following factors:

— the loss ratio of the assignor's insurance operations;

— the size of the administrative costs of doing business;

— the effective conduct of the investment activity;

— the expected company's profit;

— payment of insurance contracts.

A reinsurance service price is determined by taking
these factors into account depending on the form and type
of a reinsurance contract. There are differences in deter-
mining a reinsurance premium for proportional and non-
proportional reinsurance contracts.

We agree with the statement of scientists
M.G. Kamynkina and E.E. Solntseva [16, p. 25] regarding
the ambiguity of settlements between the parties of rein-
surance operations. By transferring a risk to the reinsur-
ance the assignor distributes a received premium with the
assignee, at the same time, receives a commission on the
paid premium from the other party.

The commission should cover costs incurred by the in-
surer relating to concluding insurance contracts. The difficulty
here is the separateallocation of administrative costs associ-
ated with those contracts that are reinsured in the future.
Therefore, the amount of a commission depends on fluctua-
tions in supply and demand correlation in the market.

Scientists M.G. Kamynkina and E.E. Solntseva outline
the following types of commissions, which are used in car-
rying out reinsurance operations [16, p. 22—-28].

— the original fee, payable at the first division of the
insured risk (assignment) and can be up 20-40 % of the
premium;

— the reinsurance commission payable at repeated risk
reinsurance (retrocession) and can be up 10-15 % of the
premium;

— the brokerage fee — is the cash compensation of a re-
insurance intermediary and covers his costs related with
concluding a reinsurance contract, as well as the profit, and
can make 1,5-15 % of the premium;

— tantiema — is paid to the insurer-assignor by the re-
insurer for profit in promising risks, can be up 5-25 % of
the profit.

Contracts of proportional reinsurance define "a partial
participation of the parties in the distribution of responsibil-
ity. According to an agreed stake in the contract, the insur-
ance premiums and losses that are tied to the sum insured
are shared between the parties" [17, p.438].

The distinctive type is disproportionate reinsurance
contracts, which are characterized by particular ap-
proaches in settlements between the parties of the reinsur-
ance contract. "The compensation, which is provided by a
reinsurer, is determined only by the size of a loss and is not
dependent on the sum insured and therefore, there is no
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apportionment of responsibility for a specific risk and an
original commission" [17, p. 443].

If an obligatory method is used, according to dispropor-
tionate reinsurance contracts, a reinsurance premium is
determined not to a separate risk reinsured, but for the
entire insurance portfolio, thus one or more types of insur-
ance may incorporate for the year.

The calculation of premiums in disproportionate reinsur-
ance is conducted with regard to the following factors:

1) pure risk premium required to cover possible losses;

2) guarantee premium to the main reward, since accord-
ing to disproportionate reinsurance contracts the loss varies
considerably each year. The premium size varies depending
on: the priority of the assignor, the reinsurer's liability, the
insurance type, the insurance portfolio balance, etc.

3) premium to cover the reinsurer's administrative ex-
penses, retrocession profit.

The main objective of the premium calculation in rein-
surance on the basis of excess of loss agreement is to
determine how often large losses in the homogeneous in-
surer's portfolio (homogeneous according to risks and in-
surance amounts) will occur and what the size of these
losses will be.

The price of a disproportionate reinsurance coverage is
defined as the product of protected premium volume (gross
net premium income, GNPI) and XL premium rate (Adjust-
able Rate, AR).

A reinsurance service price is an important indicator of
the reinsurance market development in accordance with
the laws of market economy: free competition, supply and
demand balance, equilibrium price setting. Domestic in-
surers are obliged to consider these market laws in de-
termining the reinsurance service price for the creation of
an attractive market environment and internationalization
of reinsurance.

Conclusion: Taking into account the results of studying
scientific approaches concerning the nature of a reinsur-
ance service, its distinctive features and pricing, our own
definition of a reinsurance service is proposed.

A reinsurance service is a specific service in the form of
selling legally formalized liabilities on the redistribution of
already insured risk between insurance companies, which
has a price, which is influenced by supply and demand.

A reinsurance service has its own special characteris-
tics that distinguish it from other financial services. A rein-
surance service is always legally formalized — through con-
cluding a contract. The contract is signed only between two
legal entities (insurers). In addition, a reinsurance service
as an object of purchase and sale in the reinsurance mar-
ket has its cost, which is reflected in determining the price
of the service and includes both reinsurer's expenses and
the profit and the consumer value that defines the incurred
reinsurer's costs related to the service implementation. The
ability to highlight the value and consumer value of a rein-
surance service demonstrates its specific nature at the
market along with the insurance service or other financial
services. Thus, a reinsurance service is a fundamental
factor in the functioning of the market environment, com-
bining the interests of supply and demand holders and di-
rectly influencing the quality characteristics of the market,

K. TpeTsik, KaHA. €KOH. HayK, aCUCT.
OBH3 "KHEY imeHi Baguma Netbmana", Kuis, YkpaiHa

being its dominant, which causes its development and effi-
cient operation based on market principles.

Discussion. The priority task for Ukraine is paying
enough attention to the economic content interpretation of
a reinsurance service that is the object of purchase and
sale in the reinsurance market, which is an important and
necessary part of the insurance market, forms its structure
and development trends. Particular attention herewith is
necessary to the issue of the reinsurance service definition
at the legislative level for the possibility to improve the
functioning and prospects of further development of the
reinsurance market, at which a reinsurance service is the
dominant of formation.
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THE MEASURABILITY OF CONTROLLING PERFORMANCE

The urge to increase the performance of company processes is ongoing. Surveys indicate however, that many companies do
not measure the controlling performance with a defined set of key performance indicators. This paper will analyze three catego-
ries of controlling key performance indicators based on their degree of measurability and their impact on the financial perform-
ance of a company. Potential measures to optimize the performance of the controlling department will be outlined and put in a
logical order. The aligning of the controlling activity with the respective management expectation will be discussed as a key suc-

cess factor of this improvement project.

Keywords: controlling; management accounting, controlling performance indicators, controlling role model.

Introduction. The urge to increase the performance of
company processes is ongoing. While the need to measure
and increase the performance of output orientated depart-
ments such as production is obvious, surveys indicate, that
the performance of indirect functions like the controlling are
in contrary rarely tracked. Considering the increasing over-

head in many companies, the following article describes
how to measure and increase the value added of the con-
trolling function. Based on a survey from [1], the perform-
ance of the controlling function is measured in only a mi-
nority of companies:

The performance of the controlling function is
. . 50
measured with financial and
non-financial indicators B 2 29 22
compared with benchmarks /
hest practices KR 13 24 29 25
aligned with the bonus
agreements of the controllers 2 2 147
measured at least once a year 23 13 | 18
—
Completely yes Completely no

Fig. 1. Measuring the performance

Source: Author's processing modifying [1]

The survey is remarkable as it indicates that most com-
panies do measure the performance of the controlling func-
tion at least once a year and align it with bonus agreements.
Compared with the percentage of companies who measure,
the percentage of companies who have defined financial or
non-financial indicators or use benchmarks is however sig-
nificantly lower. In other words, a significant percentage of
companies seem to measure controlling performance with-
out using defined financial or nonfinancial KPI.

Identifying relevant KPI. A basic role metaphor that is
used in literature to describe controlling is to portray the
manager as the captain of a ship (company) and the control-
ler as the navigator. While the captain is responsible for the
entire ship, the navigator suggests the right course used to
reach the set goal [2], [3], [4]. Controlling can support man-
agement by identifying, planning and steering decisions that
contribute to the added value of the company [24]. The con-
trolling function will add to the company's performance, if the

value creation of the decision support outweighs the costs of
the controlling function:

Value creation by management support
- Value consumption by controlling costs
= Value added of the controlling function

Literature has established a broad number of definitions
to measure value. The purpose of these indicators is to ex-
press complex situations in an easy figure and therefore give
the management an aggregated and fast overview [5], [6].
Out of the financial value definitions, the EBIT and the Free
Cash Flow are very common financial value definition [7]. In
general, companies combine the advantages of multiple
value figures in their reporting system [8]. The logic and
methodology described in this article to improve the value
added of the controlling function is however not specific for a
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