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Abstract : The financial performance evaluation has become
more comprehensive overtime because of increasing
awareness of the stakeholders. The present study evaluates
financial performance of the selected insurance companies in
Bangladesh covering a period of five years based on
published annual audited reports. The overall financial health
and vitality of the sample insurance companies is quiet good.
If the sample insurance companies maintain the current,
quick, and capital structure ratios at its current levels,
gradually increase its long term solvency and safety, and
finally increased efficiency by reducing the management and
other expenses there is likelihood of rapidly growing this
sector by gaining the confidence of its stakeholders.

Introduction

The insurance sector is regulated by the insurance Act 1938, with
regulatory oversight provided by the controller of insurance on
authority under the ministry of commerce. A total of 62 insurance
companies have been operating in Bangladesh,of which 15 provide
life insurance and 44 are in the general insurance field. Insurance
business in Bangladesh comprises two sectors viz. public sector and
private sector. In public sector, we have Sadharan Bima and Jiban
Bima Corporation. And the rest are in the private sector, which
functioning since 1983(web site). Although insurance sector was not
so popular to the Bangladeshi people, due to the globalization this
sector is getting popularity. The increasing number of insurance
companies within two decades is the evident of such statement
which pushing the market more competitive than ever before. In this

" Lecturer (Management), Dept. of Humanities, Rajshahi University of
Engineering & Technology.

Assistant Professor (Accounting), Dept. of Humanities, Rajshahi University
of Engineering & Technology.

8 Financial Performance Evaluation of Selected Insurance Companies in Bangladesh

situation, if Bangladeshi insurance companies could receive an
effective performance evaluation, it would be easier for them to
understand their operating efficiency as well as helpful to them in
sharpening their competitive edge and regulating their operating as
well as strategic goal. Moreover, this study will be useful to the
planners, economists, lenders, shareholders and academicians as a
whole.

Objectives of the Study
The study covers the specific objectives as stated below:
1. to analyze the financial health of the insurance companies in
Bangladesh.
2. toinvestigate the problem areas of financial performance of
the sample units.
3. torecommend the ways and means to improve the financial
performance of the insurance companies in Bangladesh.

Methodology of the Study

The study is based on the financial statements and operational
information of the sample insurance companies, which has been
collected by visiting the head office of the companies personally by
the researchers. In order to accomplish a meaningful representation,
the present study has examined the annual audited reports of 5
insurance companies out of the 31 enlisted in Dhaka Stock
Exchange Ltd. covering the period of 2004 to 2008. The sample
insurance companies were selected by using of judgmental sampling
approach. The name of the sample insurance companies is as
follows:

SI.N. Sample Insurance Company Abbreviation
1 Bangladesh General Insurance Company BGIC
2 Progressive life Insurance Company PLIC
3 Prime Insurance Company PIC
4 United Insurance Company uic
5 Central Life Insurance Company CIC

The techniques of analysis have been used in the present study
includes mean, standard deviation, co-efficient of variation, minimum
and maximum. Correlation analysis has also been conducted to find
out the association between different variables.

Theoretical Framework

The present study comprises four kinds of ratios including solvency
ratio, profitability ratio, capital structure ratio and management
efficiency ratio. Solvency ratio has further broken as short-term and
long-term solvency. Current ratio and quick ratio have used to
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measure the short term solvency while equity ratio for long term
solvency. Profitability performance has measured through using the
operating revenue ratio, net claim to net premium ratio and return on
asset ratio. Capitals to equity ratio, fixed asset to equity ratio and
premium to equity ratio have used to measure the capital structure
performance. And management efficiency has measured through
premium collection ratio, equity turnover ratio and management
expenses ratio.
Current ratio, one of the most commonly cited financial ratios,
measures the firm’s ability to meet its short-term obligations. A
current ratio of 2 is occasionally cited as acceptable (Harmenson:
1992). Samsul arefin (2006) used a current ratio of 2:3 as acceptable
limit. Current ratio of 2:3 meaning the higher the current ratio, the
larger the amount of taka available per taka of current liability; the
more the firms ability to meet the current obligations and greater the
safety of funds of short term creditors (Chandreasekaran: 1999)
The quick ratio is similar to the current ratio except that it excludes
inventory. A quick ratio of 1 or greater is occasionally recommended
(Harmenson: 1992).
Profitability ratios measure the operating efficiency of the company.
Lenders want to get interest regularly and payment of principal in
time. Owners want to get a reasonable return on their investment. All
of these are possible if the company earn adequate profits. The
higher the profitability ratio will be the greater for the companies to
satisfy their stakeholders.
The formulas used in this study are as follows:
1.  Solvency ratio:

a. Current ratio = Current assets/ Current liabilities

b. Quick ratio = Cash + Short term investment +

receivables/current liabilities

c. Equity ratio = stockholder equity / total assets (total equity)
2. Profitability:

a. Return on asset ratio = net income/average asset

b. Operating revenue ratio = Net Revenue/ Net Premium

c. Net Claim-Net premium ratio = Net Claim / Net Premium
3. Capital Structure:

a. Capital-equity ratio = Capital (SE)/Total equity (Total Asset)

b. Fixed asset-equity ratio = Fixed assets/ Equity

c. Premium equity ratio = net premium / equity
4. Management's Efficiency:
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a. Premium collection ratio = Gross Premium / Outstanding
Premium

b. Equity turnover ratio = gross premium / total equity

c. Management expenses ratio = Management expenses /
gross premium

Analysis and Findings

Table-l (Appendix) shows the solvency ratios of the sample
insurance companies, which have been measured in terms both
short-term and long-term solvency. Short-term solvency has
measured hinges on the current and quick ratios. On the other hand
long-term solvency has measured on the basis of equity ratio. Both
the current ratios and the quick ratios for all the sample companies
over the years are not disappointing. The averages of these ratios
are more than 1. Average current ratios vary from1.21 to 5.35 and
quick ratios vary from 1.20 to 5.16. Minimum current ratio among the
sample companies was in case of BGIC, i.e., 0.99 in the year 2004
and the maximum current ratio was in case of PLIC, i.e., 7 in the
year 2008. On the other hand, minimum quick ratio among the
sample companies was in case of BGIC, i.e., 0.99 in the year 2004
and the maximum quick ratio was in case of PLIC, i.e., 6.32 in the
year 2007. The current ratio indicates that the sample insurance
companies are capable of paying their short term obligations. The
quick ratio also gives us similar impression as we have in case of
current ratios.

From the creditor’s point of view, a high proportion of stockholders’
equity is desirable. A high equity ratio indicates the existence of a
large protective buffer for creditors in the event a company suffers a
loss. However, from an owner’s point of vies, a high proportion of
stockholders’ equity may or may not be desirable. If borrowed funds
can be used by the business to generate income in excess of the net
after-tax cost of the interest on such borrowed funds, a lower
percentage of stockholder’s equity may be desirable. Equity ratios of
the sample insurance companies are below 1 but increasing slightly
during the study periods. Average equity ratios vary from 0.33 to
0.62. Minimum equity ratio among the sample companies was in
case of PIC, i.e. 0.31 in the year 2004 and the maximum of this ratio
was in case of UIC, i.e. 0.61 in the year 2006. The current level of
equity ratios signifies the insurance companies are quiet solvent and
safe in the long run.

Table-1l (appendix) shows profitability ratios of the sample insurance
companies from the year 2004 to 2008. The minimum and maximum
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operating revenue ratio was in case of PIC, i.e. -0.154 and 0.25 in
the year 2004 and 2005 respectively. The average operating
revenue ratio varies among the sample units from 0.05 to 0.194. The
net claim to net premium ratio shows negative figure (i.e. -0.042) in
the year 2006 for CIC. The average of this ratio varies from 0.11 to
0.716 which is encouraging figure. Return on asset ratio scored
infinitives during the study period for PLIC. The average of this ratio
varies from 0.046 to 0.27. In the year 2004 PIC was shown this ratio
as negative but later on increased in a slower rate. The overall
profitability of this sector is not disappointing but should grow faster.
Capital Structure performance of the insurance sector has been
measured through capital-equity ratio, fixed asset-equity ratio and
premium equity ratio. Table-lIll (appendix) reveals the average
Capital-equity ratio varies from 0.16 to 0.62. Maximum of this ratio
was 0.72 for UIC in the year 2008 and minimum 0.075 for PLIC in
the same year. Fixed asset-equity ratio varies from 0.02 to 0.458.
The maximum of this ratio was 0.66 in case of BGIC and PLIC in the
year 2004 and decreasing gradually during the study periods. The
minimum if this ratio was in case of UIC, i.e. 0.012 in the year 2008.
Average Premium equity ratio varies from 0.326 to 0.648. The
maximum of this ratio was in case of CIC, i.e. 0.909 in the year 2005
and minimum of this ratio earned by UIC in the year 2008 (i.e.
0.171).

Management efficiency of the insurance sector has been measured
through using premium collection ratio, equity turnover ratio and
management expense ratio. Table-IV (appendix) demonstrates the
average premium collection ratio varies from 2.40 to 9.03. Maximum
of this ratio was 15.26 for CIC in the year 2006 and minimum 1.71
for PIC in the same year. Premium collection ratio scored infinitives
for BGIC during the study periods which mean there was no
outstanding premium. Infinitives also occurred in the case of CIC in
the years 2007 and 2008. This is a good sign for these companies.
Average equity turnover ratio varies from 0.319 to 1.096. The
maximum of this ratio was 1.45 in case of PLIC in the year 2004 and
decreasing gradually over the years. The minimum if this ratio was in
case of UIC, i.e. 0.26 in the year 2008. Average Management
expense ratio varies from 0.32 to 0.60. The maximum of this ratio
was in case of PLIC, i.e. 0.691 in the year 2004 and minimum of this
ratio earned by UIC in the year 2008 (i.e. 0.156). It is evident from
the table that management expense ratio decreasing gradually over
the study periods which is a good sign for this sector.
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Table-V shows the correlation matrix among the financial ratios of
the sample insurance companies during the study periods. It is
evident from the table that capital equity ratio is negatively correlated
with Fixed asset-equity ratio, Premium equity ratio, Premium
Collection ratio, Equity turnover ratio and Expenses ratio. Net claim
to Net premium ratio is negatively correlated with all other ratios of
the respective row of the matrix except Capital-equity ratio and
Premium equity ratio. Most of the cases the current ratio and the
quick ratio are negatively correlated with other financial ratios.
Except these, all other financial ratios are positively correlated with
each other. Thus, it can be concluded that financial ratios are almost
positively correlated.

Conclusion and Policy Recommendations

Analysis of various ratio shows that sample insurance companies

have adequate current assets to meet the short term obligations.

Although the sample company’s equity ratio is not so high but still

have long term safety and solvency. The analysis also demonstrates

that the premium collection rate of the sample insurance companies

is very good thus efficient. The management expense ratio of the

sample units shows slightly higher in some companies. The average

of this ratio is not so disappointing. The capital structure ratio shows

good combination of capital, equity, fixed assets and premium. The

entire sample insurance companies were shown profitable. The

following suggestions can be implemented:

1.  The companies should maintain the current and quick ratios at
its current levels.

2. The companies should gradually improve its equity ratio to
achieve the long term solvency and safety.

3. The companies should reduce its management expense ratio at
an acceptable limit.
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Appendix
Table-l
Solvency Ratios of the Sample Insurance Companies

ear Current Ratio Guick Ratlo Equty Rato
BGIC PG I Uc [ | 866 FLIC PC__] _Uc | oc | Bol PG P

2007 | oo a1 7 ®1_| 120 | 0oo | a0 | oey | 0o | oas |

2005 ] FET] a8 71 12 Ta0T | sote | tes4 | 173 |

2006 i1 632 186 02 15 68 6271 1852 2011

2007 ) 545 18 92 758 7232 6326 | 1791 EE]

2008 136 7 205 2 152 1358 G168 | 1766 4231

Av__|_ 1216 | 53% | 1914 | 2346 | 1404 | 12088 | 51624 | 202 | 234

S0 0143 | 1759 | 0105 064 0178 G | i6#0 | 048 | 1062

oV 181 30858 | 55 | 4539 | 1279 | 11750 25847 22689 | 5400 |
[ | o0o5 | zs T8 T7a | 12 | 0% 012 778 75

ax T3 705 778 758 T38| e | 2w T35

Source: Audited Annual Reports of Selected Insurance Companies
Table-ll
Profltablllty Ratios of the Sample Insurance Companies
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Table-lll
Capital Structure Ratios of the Sample Insurance Companies
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Table-IV
Management Efficiency of the Sample Insurance Compan ies
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Table-V
Correlation Matrix of Ratio Analysis
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[X1 = Current ratio, Xo = Quick Ratio, Xs = Equity Ratio, X4 = Operating
revenue ratio, Xs = Net Claim- Net premium ratio, Xs = Return on asset ratio,
X7 = Capital-equity ratio, Xs = Fixed asset-equity ratio, X¢ = Premium equity
ratio, X10 = Premium Collection ratio, X411 = Equity turnover ratio, X2 =
Expenses ratio]



