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Abstract

In recent times, the insurance industry in India has been going through 
a lot of changes which appear to have increased the vulnerability of this 
sector. In particular, the cross-holding of shares between banks and 
insurance companies and the close business connection between the 
two industries increased the risk of contagion. Further, the need to 
achieve competitive returns induced insurers to invest in risky assets 
which resulted in their further vulnerability to economic shocks. 
Therefore, against the backdrop of high risky nature of this industry 
and the growing scepticism regarding the working of companies in this 
sector, this paper evaluated the financial performance and soundness 
of selected public and private life insurance companies.  In this paper a 
set of ratios have been presented and discussed to lend a hand in the 
analysis of a life insurer's financial and statistical returns. Three 
parameters taken from CARAMEL model have been used to analyse 
and evaluate the financial performance and soundness. The three 
indicators are “Capital Adequacy”, “Earnings and Profitability” and 
“Liquidity”. The study framed three hypotheses to achieve the key 
objectives. Statistical results of the study reveal that there is 
statistically a significant difference between capital adequacy, 
earnings and profitability and liquidity position in selected public and 
private life insurers. The overall results reveal that the capital adequacy 
level of selected private life insurers is far better than the mean capital 
adequacy level of public life insurer. However, in terms of earnings and 
profitability, the public life insurers have outperformed the private life 
insurers during the period under review.
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 Introduction

Since 1991, Indian economy has under gone a sea change in the wave 
of globalisation and restructuring of domestic economy through a large 
number of measures in real estate as well as in financial sector. 
Similarly, insurance industry too in India has passed through a period 
of structural changes under the combined impact of financial sector 
reforms in general and insurance sector in particular. Prior to 
liberalisation, the competition was restricted to existing public insurers 
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only. In the case of life insurance, Life Insurance 
Corporation of India (LIC) had a dominant role, while in non 
life insurance, New India, United India, National and 
Oriental general insurance companies were having 
monopoly. Following the liberalisation of the insurance 
sector, the paradigm for Indian insurance industry has 
witnessed a sea change in the last decade. The government 
monopoly was dissolved and private companies were 
permitted to operate & intermediaries suddenly had a 
significant role to play. After deregulation of insurance 
sector, the sector embarked upon development programmes 
with regard to delivery, innovation in product and insurance 
penetration. The activities undertaken by the IRDA have 
increased the insurance activities manifold in terms of 
volume, variety of products and geographical coverage and 
more so competition due to entry of new players have 
increased service diversification to a great extent (Darzi, 
2010).

The development of the life insurance market is playing an 
increasingly substantial role within the insurance industry 
due to the existence of insurance – growth relationship with 
the increased share of the insurance sector in the financial 
sector (Ward & Zurbruegg, 2000). A well developed life 
insurance sector is a boon for the economic development as 
it provides long term funds for infrastructure development at 
the same time strengthening the risk taking ability of a 
country. In addition, it can enhance financial system 
efficiency by reducing transaction costs, creating liquidity 
and facilitating economies of scale in investments. 

In line with Financial Stability Forum (2000), insurance can 
be classified into three major categories, (i) Life Insurance; 
(ii) Non Life Insurance; and (iii) Reinsurance. In this paper, 
the life segment will be touched upon which offers a variety 
of products, with different degree of protection and 
investment components, including pensions, savings, 
permanent health and term assurance policies. Due to the 
financial deregulation which caused insurance companies to 
compete with other financial institutions, the insurance 
companies are exposed to additional risks owing to return 
guarantees and have made their liabilities more liquid. In 
particular, the assimilation of bank type activities by life 
insurers and growing linkages between banks and insurance 
companies appear to be key potential threats to financial 
stability (Das et al., 2003). Further, the need to achieve 
competitive returns induced insurers to invest in risky assets 
which resulted in their further vulnerability to economic 
shocks.  Therefore, against the backdrop of high risky nature 
of this industry and the growing scepticism regarding 
working of insurance companies in India, it becomes 
immensely critical to appraise the performance of insurance 
companies particularly companies from life segment. 
Therefore, in this study, an attempt has been made to 
evaluate the comparative financial performance and 

soundness of selected public and private life insurers to 
limelight their financial standing in the post liberalisation 
period.

The rest of the paper is structured as follows: Section II 
analyses the individual financial performance and 
soundness of selected public and private life insurers on the 
basis of three indicators, i.e., Capital Adequacy, Earnings 
and Profitability and Liquidity. Section III deals with the 
comparative statistical evaluation of public and private life 
insurance companies. Current scenario of foreign direct 
investment in selected private life insurers has been 
discussed in Section IV. Section V provides the concluding 
remarks.

Objectives of The Study

· To evaluate the financial soundness and 
performance of selected public and private life 
insurers in India.

· To make comparative statistical analysis of the 
financial soundness and performance for the 
selected public and private life insurance 
companies..

Hypotheses

To achieve the objectives of the study, the researcher framed 
the following three null hypotheses:

H01: There is no significant difference between capital 
adequacy of public and private life �insurance companies.

H02: There is no significant difference between earnings 
and profitability of public and private life insurance 
companies.

H03: There is no significant difference between liquidity 
position of public and private life �insurance companies.

Research Methodology

The present study is of both analytical and empirical in 
nature and makes use of secondary data. The relevant 
secondary data are collected from various sources which 
include Annual Reports of the IRDA, Monthly Journals of 
IRDA, The Insurance Times, Journal of Insurance Institute 
of India, Daily papers and government reports relating to the 
issues under study. The reference period is restricted from 
2005-06 to 2012-13. For the purpose of comparative 
analysis five life insurers have been selected (one from 
public sector and four from private sector) which together 
accounted for almost 88 per cent of the market share of the 
life insurance segment. 

The performance of insurance companies can be measured 
by a number of indicators. However, in present study, three 
financial indicators i.e., Capital Adequacy, Earnings & 
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Profitabilty, and Liquidity taken from CARAMEL model 
are used to analyse the financial performance of insurance 
companies. For measuring the performance of insurance 
companies on the basis of these financial indicators, the 
present study employs ratio analysis. In addition to the ratio 
analysis, the CARAMEL parameters have been tested 
statistically with the help of following statistical tools: 

Mean 

Standard Deviation

T-Test 

II. Statistical Analysis of Public and Private Life 
Insurance Companies

Capital Adequacy Analysis

Capital adequacy is considered as the key indicator of an 
insurer's financial soundness and prudential standards 
recognise the importance of adequate capitalisation with 
solvency as key focus area of insurance supervision (Das et 

al., 2003). Capital is considered as a buffer to protect insured 
and promote the soundness of financial system, it also 
indicates whether the insured has enough capital to absorb 
losses arising from claims. Analysis of capital adequacy 
depends critically on realistic valuation of both assets and 
liabilities of the insurance companies.  Although, currently 
there exists no internationally accepted standards for capital 
adequacy of insurance companies, yet the regulator (IRDA) 
has asked insurance companies to maintain solvency margin 
of 1.5 i.e. excess of assets over liabilities which is monitored 
on quarterly basis by IRDA. For the capital adequacy 
analysis of the insurers three capital adequacy ratios have 
been used in present study i.e. Capital to total assets, Capital 
to reserves, and solvency ratio. Due to absence of 
international norm, capital is defined as total equity capital 
plus reserves plus long term debt minus miscellaneous 
expenses. Table-1 herein below highlights the capital 
adequacy ratio analysis of the public & private sector life 
insurers.
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In order to ensure safety against insolvency, higher capital 
adequacy ratio is considered desirable, although no 
benchmark has been prescribed by IRDA.  The first ratio 
presented in the above Table (1) reveals capital per total 
assets analysis, the ratio indicates the proportion of capital in 
the total assets portfolio of the companies, growth in the 
assets of the business and how efficiently the capital has 
been invested to create assets. Lower ratio may be preferred 
to higher one, as higher ratio indicates high reliance on 
capital & inefficient use of capital to create assets, where as 
lower ratio indicates the greater assets base of the company. 
As far as capital/asset ratio is concerned, all the selected 
companies under review are seemed to have reported quite 
satisfactory ratio, except with some fluctuations. The 
capital/asset ratio of LIC ranges between .0003 & .0004, 
witnessed a similar movement throughout the entire study 
period. On the other hand, the ratio for private life insurers 
ranges between .0366 & .1342, .0537 & .2143, .0683 & 
.1317 and .0412 & .1890 for Bajaj, HDFC, ICICI and SBI 
Life respectively. The analysis depicts that the asset base of 
the companies has been increasing except LIC over a period 
of time. Furthermore, the analysis reveals that the life 
insurer's capital levels in relation to assets are relatively 
smaller which indicates their efficient utilisation of capital 
to create dependable asset base. In addition, the increasing 
change can be attributed to the infusion of more capital by 
the insurers over a period of time.

Ratio 2 of Table (1) presents the capital to reserves ratio of 
selected public and private life insurers. The analysis of this 
ratio highlights that public sector life insurer LIC has 
maintained its ratio almost at a similar level, with its ratio 
ranging between 1.0139 & 1.2647 over the eight year study 
period. In contrast, the capital to reserves ratio has witnessed 
major fluctuations for private life insurers. The major 
change was witnessed by ICICI and SBI, where there has 
been a major change in reserves position. The ratios 
recorded by these companies ranged between 1.0316 & 
1.4304 for Bajaj, 10.033 & 126.86 for HDFC, .000 & 2.746 
for ICICI and .000 & 212.84 for SBI life. The statistical 
analysis also reveals the fact that private life insurers have 
been able to fairly improve their reserves and surplus 
position from year-on-year basis during the period under 
review.

Ratio 3 of Table (1) highlights the solvency position of 
public and private life insurers. The solvency margin of an 
insurance company is the size of its capital relative to all 
risks it has taken; thereby measures of the risk an insurer 
faces of claims it cannot absorb (Ansari & Fola, 2014). The 
analysis of solvency ratio as depicted in Table (1) reveals 
that the public sector life insurer LIC just managed its fate at 

nearly the minimum statutory requirements; maintained its 
ratio at 1.54 during the last seven consecutive years and in 
the year 2005-06, it failed to maintain the minimum 
statutory requirement ratio of 1.5. On the other hand, all the 
selected private life insurers witnessed a steady increasing 
trend in their solvency ratio over the period of time. Bajaj 
Allianz has witnessed the highest solvency ratio among the 
selected insurers with its ratio ranging between 2.34 & 6.34, 
followed by HDFC with 1.53 & 3.96. Similarly, the 
solvency ratio of HDFC and SBI ranges between 1.72 & 
2.90 and 1.78 & 3.30 respectively. Further, the analysis also 
revealed that private life insurers have been able to maintain 
a sufficient level of capital base due to more capital infusion 
over a period of time, which in turn enabled them to maintain 
above the required solvency margin as prescribed by the 
IRDA.

Earnings and Profitability Analysis

Earnings are the key and arguably the only long term source 
of capital. Low profitability may signal fundamental 
problems of the insurer and may be considered a leading 
indicator for solvency problems (Das et al., 2003). 
Therefore, considerable attention is given to this area.

This section examines ratios that seek an understanding of 
the earnings and profitability of the business. This section of 
the study is also a two tier standard; focusing on operational 
and non operational efficiency of the insurers.

The three ratios comprising the indicator, “earnings and 
profitability” highlight underwriting results and investment 
opportunities of the concerns simultaneously. Profitable 
insurance operations are essential for a company to operate 
as a going concern. For an insurer to remain viable in the 
marketplace, it must operate a financially strong balance 
sheet for its policyholders.  To have a proper assessment of 
an insurer's current and prospective profitability may 
involve a review of multiple financial ratios and results to 
ascertain the true economic picture. The ratios in this section 
include Expenses Ratio, ROE and ROA.

The Expense Ratio is measured as the ratio of underwriting 
or operating expenses to net  Premium, the lower the 
expense ratio the better it is because it means more profits to 
the insurance company. The ROE (return on equity) is 
measured as the ratio of net profit to equity and the figure 
shows the net profits that are returned to shareholders. On 
the other hand, the ROA (return on assets) is measured as the 
ratio of net profit on assets. The table (2) below presents the 
earnings and profitability ratios of selected public and 
private life insurers.



59w w w. p b r . c o . i n

Volume 7, Issue 10, April 2015

Ratio 1of Table (2) presents the analysis of ROE of selected 
public and private life insurers. The analysis reveals that all 
the selected insurers witnessed an increasing trend in the 
ROE over a period of time except LIC whose ratio declined 
sharply during the year 2011-12 and 2012-13. The ROE for 
LIC during the year 2011-12 and 2012-13 stood at 13.13 and 
14.38, the sharp decline can be attributed to fresh injection 
of capital of 950 million (Ansari & Fola, 2014). On the other 
hand, all the selected private life insurers registered negative 
ROE during the initial four years of the study SBI Life which 
has reported positive ROE during the entire study period.

Ratio 2 of Table (2) depicts the ROA analysis of public and 
private life insurers over the eight year study period. The 
analysis reveals that only LIC and SBI reported the positive 
ROA throughout the entire study period. Among the private 
life insurers, Bajaj has reported the highest ROA which 
stood at .0335 (3.35 percent), followed by ICICI with .0210 
(2.10 percent) and SBI with .0119 (1.19 percent). The 
analysis also reveals the fact that Bajaj, HDFC and ICICI 
reported the negative investment income during the initial 
four years of the study.

Similarly, Ratio 3 of Table (2) represents the expenses ratio 
of selected public and private life insurers. The statistical 
analysis of expenses ratio divulges that LIC has witnessed a 
slightly increasing trend during the last four years of the 
study. In contrast, all the selected private life insurers are 
seem to have witnessed a decreasing trend in their expenses 
except Bajaj whose expenses ratio increased over a period of 
time. From the analysis, it can be concluded that all the 

private life insurers have done tremendous progress in 
controlling the expenses ratio, which surely will have 
positive impact on their profitability picture. 

 Liquidity Analysis 

Liquidity measures a company's ability to meet its 
anticipated short term and long term obligations to 
policyholders and other creditors. A company's liquidity 
depends on the degree to which it can satisfy its financial 
obligations, whether by holding cash and investments those 
are sound, diversified and liquid. Due to the uncertainty with 
regard to timing and frequency of insurance claims, insurers 
need to plan their liquidity carefully. Compared to banks, 
Liquidity is usually a less pressing problem for insurance 
companies since the liquidity of their liabilities is relatively 
predictable (Das et al., 2003). A high degree of liquidity 
enables an insurer to meet its unexpected needs for cash 
without untimely sale of investments or fixed assets which 
may result in substantial realized losses due to temporary 
market conditions.

Theoretically, the rule of thumb for liquidity is above 1:1 
ratio; however, the limit differs from country to country 
because a regulatory body stipulates internal requirement 
based on its financial industry structure and system but 
usually fall between 1.5 and 2.3. For the purposes of 
statistical analysis, we employed two important liquidity 
indicators, i.e., ratio of liquid assets to liquid liabilities and 
ratio of liquid assets to total assets. Table (3) below presents 
the liquidity analysis of selected public and private life 
insurers.
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Ratio 1 of Table (3) presents the current ratio. The statistical 
analysis of current ratio reveals that LIC has witnessed a 
consistent increase in its current ratio, the ratio laid between 
1.456 & 5.858. In a similar way, all the selected private 
insurers seem to have registered the steady increase in the 
current ratio except HDFC which reported a slight amount 
of decrease over a period of time. Furthermore, the study 
also reveals that except HDFC all the private life insurers 
reported the current ratio well below the rule of thumb 
during the period under review. However, SBI managed to 
report its current ratio above the standard benchmark only in 
the year 2011-12 and 2012-13. In a similar way, Bajaj 
managed to report its current ratio well above the rule of 

thumb only during the year 2012-13.

Ratio 2 of Table (3) presents the liquid assets to total assets 
ratio which reflects the financial assets position in the total 
assets of an insurer. The statistical analysis indicates that 
LIC has shown fairly improvement in its liquid assets in 
proportion to total assets. On the other hand, all the selected 
private life insurers reported a declining trend in their liquid 
assets over a period of time which is a serious cause of 
concern and which needs to be taken care of seriously. 
Otherwise, the high liquidity problem may call upon capital 
restructuring and more capital infusion on the part of insurer 
to heighten their liquidity graph.
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Table 4(a) presents the descriptive statistics of capital 
adequacy indicators. The Table shows that the mean value of 
capital to total assets, capital to reserves & surplus and 
solvency ratio is higher for private life insurers as compared 
to public life insurer. The mean for private life insurers for 
capital to total assets, capital to reserves & surplus and 
solvency margin is .0996, 18.084 & 2.684 against .0003, 
1.084 and 1.502 for public life insurer respectively. The 
overall results reveal that the capital adequacy level of 
selected private life insurers is far better than the mean 
capital adequacy level of public life insurer. However, in 
terms of standard deviation, private life insurers have shown 
higher amount of variation in capital adequacy indicators 
than public life insurers. 

In a similar way, Table 4(b) above presents the t-test 

statistics of capital adequacy indicators for both public and 
private life insurers. The P-Value at 5 percent level of 
significance portrayed in the above Table is equal to .000, 
.288 and .000 for capital to total assets, capital to reserves & 
surplus and solvency ratio respectively. From the P-Value, it 
can be said that there is statistically a significant difference 
between the mean capital adequacy level of public life 
insurer and the mean capital adequacy level of private life 
insurers. However, in terms of capital to reserves and surplus 
ratio, the two set of companies seem to be statistically 
insignificant as revealed by greater than 5 percent 
significant level. On the whole, it can be concluded from the 
P-Value that the two set of companies seem to have 
statistically a significant difference as far as capital 
adequacy level of both is concerned. Hence, the null 
hypothesis stands rejected.



w w w. p b r . c o . i n62

Pacific Business Review International

Table 5(a) presents the descriptive statistics of earnings and 
profitability indicators for both public and private life 
insurers. The above table shows that the mean value ROE, 
ROA and Expenses ratio for public life insurers is 139.428, 
.0006 and .0678 against .0436, -.0032 and .1627 for private 
life insurers respectively. From the statistical figures, it can 
be said that public sector life insurer has outperformed the 
private life insurers as far as earnings and profitability 
performance is concerned.

Table 5(b) above presents the t-test statistics of earnings and 
profitability. The P-Value at alpha 5 percent depicted in the 
above table is equal to .002, .325 and .000 for ROE, ROA 
and Expenses Ratio respectively. From the P-Value, it can be 
concluded that there is statistically a significant difference 
between public and private life insurers in terms of ROE and 
Expenses Ratio. However, the two set of companies seem to 
have statistically insignificant difference as far as ROA is 
concerned. Hence, the null hypothesis stands rejected.
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Table 6(a) highlights the descriptive statistics of liquidity 
risk indicators for public and private life insurance 
companies. The table shows that the mean value of liquid 
assets to liquid liabilities and liquid assets to total assets is 
2.802 and .0592 respectively for public life insurer against 
the mean value of .8600 and .0460 for private life insurers. 
From the statistical analysis, it can be said that compared to 
private life insurers, public life insurer possesses higher 
degree of liquidity during the period under review.

Similarly, Table 6(b) represents the t-test statistics for public 
and private life insurers. The P-Value as portrayed in the 
above table is equal to .006 and .247 at 5 percent level of 
significance for liquid assets to liquid liabilities and liquid 
assets to total assets respectively. From the P-Value, it can be 
said that the two set of companies seem to have statistically 
insignificant differences in terms of their liquid assets to 
liquid liabilities ratio. Whereas, there is statistically a 
significant between public and private life insurers as far as 
their ratio of liquid assets to total assets is concerned. 
Therefore, on the whole, we can conclude that there is 
statistically a significant difference between public and 
private life insurers in terms of overall liquidity. Hence, the 
null hypothesis again stands rejected.

Concluding Remarks

In this paper a set of ratios have been presented and 
discussed to lend a hand in the analysis of a life insurer's 
financial and statistical returns. The said ratios can be used 
to help out in forming a view as to the strength of the 
insurer's operations and financial standing. Three 
parameters taken from CARAMEL model have been used to 
analyse as well as to evaluate the financial performance and 
soundness of selected public and private non-life insurers in 
India. The first indicator is “Capital Adequacy” under which 
Ratio of Capital to Total Assets, Ratio of Capital to Reserves 
and Surplus and Solvency Ratio have been evaluated. The 
second indicator is “Earnings and Profitability” under which 
three ratios, i.e., ROE Ratio, ROA Ratio and Expenses Ratio 
have been interpreted. Of this parameter, the first two ratios 
are considered to be minimal for the positive and prolonging 
performance of insurance companies, while the third one is 
always preferred to be on the lower side. The third and the 
last indicator is “Liquidity” under which Ratio of Liquid 
Assets to Liquid Liabilities and Ratio of Liquid Assets to 
Total Assets have been statistically analysed which are 
always preferred to be on the higher side normally above 
100 percent. Statistical results of the study reveal that there 
is statistically a significant difference between capital 
adequacy, earnings and profitability and liquidity position in 
selected public and private life insurers. The overall results 
reveal that the capital adequacy level of selected private life 
insurers is far better than the mean capital adequacy level of 
public life insurer. However, in terms of earnings and 

profitability, the public life insurers have outperformed the 
private life insurers during the period under review. Further, 
the study also concluded that compared to private life 
insurers, public life insurers possess higher degree of 
liquidity during the period under review.
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