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CHAPTER 1: INTRODUCTION

1.1 INTRODUCTION

The Altman Z-Score model, developed by Edward Altman in the late 1960s, is a
financial tool used to predict the likelihood of a company going bankrupt within the
next two years. It's particularly useful for investors, creditors, and analysts seeking to
assess the financial health and stability of a company. The model combines multiple
financial ratios to provide a comprehensive evaluation of a firm's financial condition.
At its core, the Altman Z-Score model incorporates five key financial ratios: working
capital/total assets, retained earnings/total assets, earnings before interest and taxes
(EBIT)/total assets, market value of equity/book value of total liabilities, and sales/total
assets. These ratios represent different aspects of a company's operations, profitability,

and leverage, providing a holistic view of its financial standing.

The formula for calculating the Altman Z-Score involves assigning weights to each
ratio based on their significance in predicting bankruptcy. Altman originally developed
the model for publicly traded manufacturing companies but later adapted it for other
industries and private companies. A Z-Score above 3 indicates financial stability,
suggesting a low risk of bankruptcy, while a Z-Score below 1.8 signifies significant

financial distress.

One of the model's strengths lies in its simplicity and effectiveness in identifying
distressed companies. By analysing historical financial data, investors and creditors can
use the Z-Score to make informed decisions about lending, investing, or doing business
with a particular company. However, it's important to note that the Z-Score is not fool
proof and should be used in conjunction with other financial analysis tools and
qualitative assessments. Over the years, the Altman Z-Score model has gained
widespread acceptance and is commonly used by financial professionals worldwide. Its
utility extends beyond bankruptcy prediction, serving as a valuable tool for
benchmarking and comparing companies within the same industry. Despite its age, the
Altman Z-Score remains a relevant and reliable tool for assessing corporate financial

health in today's dynamic business environment.
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The Z-score developed by Altman would be utilized in this proposed research project
to investigate the financial performance of an insurance firm. Due to the fact that
insurance provides protection against a broad variety of risks and uncertainties, the
insurance business is a vital component in the economic growth of any nation. As a
consequence of a variety of causes, including changed client preferences, fluctuating
demographics, and changing regulations, the insurance business in India has
experienced substantial expansion and change over the course of the years. With the
insurance industry expanding and diversifying, it is becoming increasingly important
to evaluate insurance companies' financial performance to guarantee their stability and
continuous presence in the market. This is because the sector is growing and

diversifying.

In the early 1990s, when the economy was liberalized, the insurance industry in India
enjoyed spectacular development. This expansion persisted throughout the decade. The
advent of private businesses, in addition to the existence of private insurers that are
supervised by the state, has contributed to an increase in the level of competitiveness
and dynamism in the insurance market. As a result of this, it is becoming an increasingly
vital task to analyze the performance of insurance businesses in addition to their good
financial stability. As a result, this guarantees that the interests of a broad variety of
stakeholders, such as policyholders, investors, and other interested parties, are protected

in an acceptable manner.

There are many different kinds of financial risks that insurance businesses are subject
to, some of which include underwriting risks, investment risks, and operational risks.
This also falls under the category of operational risk, which is another area. As a result,
it is of the utmost importance to conduct an analysis of their financial performance to
determine the extent to which they can fulfil the obligations of their policyholders,
continue to be solvent, and produce consistent profits for their shareholders.
Furthermore, a thorough grasp of the financial health of insurance businesses is crucial
to ensuring financial stability on a national and international level. This is particularly

relevant in light of the world's increasing interconnection and globalization.
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1.2 HISTORY OF INSURANCE IN INDIA

In India, the insurance business has a very lengthy history. Among other literary works,
it is mentioned in the writings of Manu (Manusmrithi), Kautilya (Arthasastra), and
Yagnavalkya (Dharmasastra). The writings discuss the possibility of pooling resources
in order to disperse them in a variety of different ways in the case of natural catastrophes
such as floods, fires, famines, or epidemics. An insurance policy like this could have
been one of the very first ones ever issued. When it comes to insurance records, the
history of ancient India offers the earliest recorded reports. Loans for maritime
commerce and insurance policies that are covered by carrier contracts are described in
these documents. Over time, countries other than India especially England have had a

big impact on the expansion of the insurance sector in India.

The Oriental Life Insurance and General Insurance Company was established in
Calcutta, India, when the Indian life insurance and general insurance industry was first
established in 1818. This was also the year that the market was first introduced. The
year 1834 was a disastrous year for this particular organization. 1829 was the year when
the Madras Equitable was the first organization to conduct life insurance and general
insurance transactions inside the Madras Presidency framework. Over the course of the
last thirty years of the nineteenth century, the Bombay Residency served as the location
where the Bombay Mutual (1871), Oriental (1874), and Empire of India (1897) were
established. At the time of the ratification of the British Insurance Act in the year 1870,
this took place. On the other hand, during this time period, the Indian insurance industry
was controlled by foreign insurance companies such as Albert Life Assurance, Royal
Insurance, Liverpool, and London Globe Insurance. On top of that, these global

insurance companies engaged in a fierce battle with the offices located in India.

1914 marked the beginning of the Indian government's practice of making the results
of research carried out by insurance firms accessible to the general public. It was the
Indian Life Assurance Companies Act, which was enacted in 1912, that was the first
piece of legislation to aggressively control the life insurance and general insurance
industry. The Indian Insurance Companies Act was enacted into law in 1928 with the
purpose of providing the government with the power to collect information on the life

and non-life insurance business that is carried out in India by both foreign and Indian
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insurers, including provident insurance societies. The Insurance Act of 1938 was the
result of preceding legislation being consolidated and amended through the process of
legislative consolidation. This act featured substantial provisions for the effective
monitoring of the activities of insurers. When this occurred, the interests of the general

public, which were safeguarded by insurance, were preserved.

As aresult of the passage of the Insurance Amendment Act in 1950, Principal Agencies
were no longer in operation. The several insurance firms continued to engage in a
sizable amount of competition with one another. In addition, the authorities investigated
commercial actions that demonstrated a lack of ethical standards. It was for this reason

that India made the decision to nationalize the insurance business.

On January 19, 1956, the life insurance and general insurance business was
nationalized, which led to the foundation of the Life Insurance and General Insurance
Corporation. This event was the catalyst for the founding of the Life Insurance
Corporation. Laws were responsible for this outcome. The Life Insurance Corporation
(LIC) has purchased 245 local and foreign insurance firms. There were 154 Indian
organizations, 16 non-Indian organizations, and 75 provident organizations that were
enrolled in this insurance group. In the late 1990s, the Life Insurance Corporation (LIC)
relinquished its monopoly on the insurance business and opened the door for the private

sector to join the market.

General insurance was driven by the westward Industrial Revolution, as well as by
maritime trade and industry in the 17th century, according to the majority of people.
The development of both of these products occurred concurrently with the introduction
of general insurance. The British Empire was the one that brought it to India. In the year
1850, the British established Triton Insurance Business Ltd. in Calcutta, which is
considered to be the first general insurance firm in India. In the year 1907, Indian
Mercantile Insurance Limited started its business activities. Because it was the first firm
to handle all different kinds of general insurance, this company was at the forefront of

the market.

Because it was the year that the General Insurance Council first opened its doors for
business, 1957 was a significant year for the Insurance Association of India. This was

the year that the organization was founded. There is a code of conduct that was
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produced by the General Insurance Council in order to guarantee that individuals within
the industry behave in an ethical manner and correspond to the standards that have been

established.

Investment regulation and minimum solvency buffers were both impacted by the
modifications that were made to the Insurance Act in 1968. Through the establishment

of the preceding committee, the Tariff Advisory Committee was founded.

As of the first of the year 1973, the General Insurance Business (Nationalization) Act
of 1972 made it possible to nationalize the general insurance industry. United India
Insurance Company Ltd., Oriental Insurance Company Ltd., New India Assurance
Company Ltd., and National Insurance Company Ltd. were all formed as a result of the
consolidation of 107 insurance firms. The General Insurance Corporation of India was
established on January 1, 1973, which was also the day that 1971 marked the beginning

of its operations.

A significant turning point in the history of insurance has occurred in the present
century, despite the fact that it has been around for over two hundred years. Previous to
this period, there was no such thing as insurance. Since the beginning of the 1990s, the
industry has gradually resumed its daily operations. This trend has continued
throughout the decade. Over the course of the last decade, there has been a substantial
degree of advancement in this respective subject. The R.N. Malhotra, who had
previously held the position of Governor of the Reserve Bank of India, was given the
responsibility of presiding over a committee that had been constituted by the
government in 1993 with the purpose of providing recommendations about how to
improve the insurance market. A number of objectives were successfully completed,
one of which was to provide assistance in the early alterations that were made in the
banking business. One of the numerous suggestions that were included in the report that
was published in 1994 by the organization was to exert pressure on the insurance sector
to allow for private involvement. It was one of the recommendations that was made.
According to what they said, overseas corporations are only permitted to take part in
the event that they are founding enterprises in India, preferably in a joint venture with
Indian partners. The only exceptions to this rule are the ones described in the previous

paragraph.
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In 1999, the Insurance Regulatory and Development Authority (IRDA) was established
as an independent agency with the responsibility of regulating and advancing the
insurance sector. These actions were taken as a reaction to the suggestions that were
contained in the report that was presented by the Malhotra Committee. It was in the
month of April in the year 2000 that the organization that would later be known as the
IRDA was created. Assuring that the insurance business can continue to maintain its
financial stability is one of the primary objectives of the Insurance Regulatory and
Development Authority (IRDA), which is one of the core purposes of the organization.
By encouraging competition and reducing costs, one of the most important goals is to
raise the level of satisfaction experienced by consumers. To achieve this goal, additional

choices are made available.

Immediately after the IRDA issued a call for registration applications, the market was
made available for commercial use in the month of August in the year 2000. It would
be possible for foreign corporations to purchase up to 26% of the shares if this strategy
were used. The government has the authority to enact regulations, as per Section 114A
of the Insurance Act of 1938. In the years between the years 2000 and the present, the
Authority has enacted a number of laws that span a broad variety of subjects. The
protection of policyholders' interests and the registration of firms that are active in the

insurance sector are both included in these regulations.

By December 2000, the General Insurance Corporation of India (GIC) had become a
national re-insurer and its subsidiaries had restructured into independent businesses.
The restructure of the subsidiary took place concurrently with this event. GIC's four
subsidiaries were separated from the company as a direct result of a measure that was

approved by Parliament in July of 2002.

There are now thirty-one general insurance businesses and twenty-four life insurance
and General Insurance companies that are active in the country. Examples of
organizations that fit under this category include the Agriculture Insurance Corporation

of India and the Export Credit Guarantee Corporation (ECGC).

The insurance industry is expanding at a rate of fifteen to twenty percent every year,
which is a phenomenal rate of growth. The combined contribution of banking and

insurance services to the nation's GDP is around 7% of GDP. One of the things that
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increases a country's capacity to accept risk is a well-established and highly developed
insurance industry. The reason for this is because it may offer long-term funding for

infrastructure development, both of which contribute positively to economic growth.

1.3 HISTORICAL EVOLUTION OF THE INDIAN INSURANCE
INDUSTRY

A monument to the Indian insurance sector's endurance and adaptation in the face of
shifting economic, social, and political environments is the historical evolution of the
business during its existence. This section covers the history of the industry, beginning
with its humble origins and ending with its current importance. It highlights significant
milestones, regulatory interventions, and transformational events that have had a role

in shaping the sector's evolution.

Colonial Era Origins: The British insurers established offices in major port towns
during the colonial era to manage maritime risks, which is when the Indian insurance
business first emerged. This event is the inaugural moment of the health insurance
business in India. Consequently, this marked the beginning of the expansion of the
insurance sector in India. The Oriental Life Insurance and General Insurance Company
was founded in the year 1818 in the city of Calcutta, India, with the purpose of
providing life insurance and general insurance to Europeans who were living in India
at the time. Obtaining formal recognition in India was the first time that this insurance
company was recognized. There were two insurance companies that were established
in Bombay in the years that followed: the Indian Mercantile Insurance Company and
the Bombay Life Assurance Company. These companies were established in the years
1829 and 1850, respectively. These companies largely catered to European merchants

and traders.

Nationalist Movement and Indigenous Initiatives: During the latter half of the 19th
century and the early 20th century, the nationalism movement in India was a driving
force behind the expansion of indigenous insurance efforts. These initiatives were
designed to encourage economic self-sufficiency and to advance social welfare. A
number of prominent Indian industrialists and philanthropists, including Dorabji Tata

and Sir Sorabji Pochkhanawala, were instrumental in the establishment of indigenous
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insurance companies. These companies, which catered to the insurance requirements of
Indian nationals, included the Bombay Mutual Life Assurance Society (1871) and the
New India Assurance Company (1919).

Post-Independence Reforms: The years immediately after India's independence in
1947 were marked by considerable reforms in the insurance market. These reforms
were implemented with the goals of encouraging indigenous ownership, extending
coverage, and boosting social welfare. In 1950, the Insurance Act of 1938 was
amended, which resulted in the nationalization of the life insurance and general
insurance business. At the same time, the Life Insurance and General Insurance
Corporation of India (LIC) was founded as the exclusive supplier of life insurance and
general insurance services in the country. In the years that followed, the General
Insurance Sector (Nationalization) Act of 1972 was enacted, which ultimately led to the
nationalization of the non-life insurance sector. As a direct consequence of this, the
General Insurance Corporation of India (GIC) was established, in addition to four

additional subsidiaries.

Liberalization and Deregulation: In the early 1990s, India's economic policy
framework underwent a paradigm change because of the implementation of economic
liberalization and deregulation policies. These measures were designed to open the
economy to international investment and competition. The Insurance Regulatory and
Development Authority of India (IRDAI), which was established in 1999, is an
independent institution that has been tasked with the responsibility of monitoring and
overseeing the insurance market. With the passing of the Insurance Regulatory and
Development Authority Act (IRDAI Act) in 1999, private enterprises and international
insurers are now permitted to access the Indian insurance sector. This is a significant
development. This brought an end to the monopoly that LIC and GIC had previously
held on to the market.

Modernization and Technological Advancements: The 21st century has been witness
to the modernization and development of the insurance sector in India, which has been
driven by technical breakthroughs, digitization, and innovation. Insurers have adopted
digital distribution channels, data analytics, and artificial intelligence in order to

improve the overall client experience, streamline operations, and reduce risk. The
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advent of startups in the field of insurance technology has brought about a disruptive
innovation in the sector. These companies have introduced new products, services, and
business models that are adapted to the ever-changing tastes and requirements of

customers.
1.4 REGULATORY FRAMEWORK AND POLICY LANDSCAPE

The regulatory framework that governs the insurance business in India has experienced
substantial change over the years. This evolution is a reflection of the changing
dynamics of the sector as well as the larger economic environment. This section looks
at the important laws, oversight organizations, and policy initiatives that have shaped
the development of the insurance industry in India. It also offers an overview of the
regulatory framework and policy environment that governs insurance operations in

India.

Legislative Framework: With the passage of the Insurance Act of 1938, the
groundwork was provided for the establishment of the regulatory framework that would
govern the insurance business in India. This piece of law established requirements
pertaining to licensing, solvency, investments, and other operational issues associated
with insurance firms in India. It also created the legal foundation for the regulation and
supervision of insurance businesses in India. Several subsequent revisions to the
Insurance Act, such as those that were made in 1950, 1968, and 1972, were made with
the intention of enhancing regulatory control and addressing new difficulties that were

being faced by the industry.

Nationalization and Monopoly Era: When India's insurance industry was
nationalized through the process of nationalization, it marked a significant turning point
in the development of the country's regulatory system. 1956 was the year that witnessed
the establishment of the Life Insurance Corporation of India (LIC), which was made
possible by a special act of Parliament. This legislation was passed in the following
year. This legislation was enacted with the intention of establishing a single institution
that would be accountable for the formation of the life insurance and general insurance
sector while being overseen by the government. For all intents and purposes, the non-
life insurance business was nationalized once the General Insurance Business

(Nationalization) Act of 1972 was passed into law. The formation of the General
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Insurance Corporation of India (GIC) and its four subsidiary firms was how this

objective was realized.

Liberalization and Regulatory Reforms: The economic liberalization that took place
in India in the early 1990s laid the framework for significant transformations in the
global insurance business. After some time had passed, these steps were finally
implemented. Immediately after the passage of the Insurance Regulatory and
Development institution of India (IRDAI) Act into law in the year 1999, the Insurance
Regulatory and Development Authority of India (IRDAI) was founded as a separate
regulatory body with the purpose of monitoring and overseeing the insurance industry.
A number of responsibilities have been delegated to the Insurance Regulatory and
Development Authority of Afghanistan (IRDAI), which includes the establishment of
premiums, the protection of policyholder interests, the promotion of innovation, and

the growth of market opportunities.

Key Regulatory Bodies: The Insurance Regulatory and Development Authority of
India (IRDAI) is the primary regulatory body in charge of overseeing the insurance
sector in that country. As well as regulating and licensing insurance companies,
intermediaries, and other entities that are active in the insurance market, it is
accountable for such responsibilities. The IRDAI is responsible for the formulation of
rules, guidelines, and codes of behavior to guarantee conformity with legal and
prudential norms, protect the interests of consumers, and ensure the sustained stability

of the market.

Policy Initiatives and Market Development: In the insurance industry, the Indian
government, in conjunction with regulatory agencies such as the Insurance Regulatory
and expansion Authority of India (IRDAI), has implemented several policy measures
with the purpose of promoting market expansion, financial inclusion, and consumer
protection respectively. Initiatives such as the Pradhan Mantri Suraksha Bima Yojana
(PMSBY), the Pradhan Mantri Jeevan Jyoti Bima Yojana (PMJJBY), and the Atal
Pension Yojana (APY) are aimed at increasing the number of people who are covered
by insurance, promoting social security, and improving financial literacy among

underserved parts of the population.
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Emerging Regulatory Challenges and Future Outlook: The insurance business in
India continues to face regulatory constraints and policy imperatives, notwithstanding
the tremendous progress that has been made despite these challenges. In order to adapt
to the ever-changing market dynamics, technological disruptions, and new dangers such
as cyber attacks, climate change, and pandemics, regulatory agencies need to be able to
respond appropriately. When it comes to navigating hurdles and capitalizing on new
possibilities in the dynamic Indian market, the future prognosis for the insurance sector

is contingent on regulatory agility, innovation, and collaboration among stakeholders.
1.5 MARKET STRUCTURE AND COMPETITIVE DYNAMICS

Regulatory changes, a varied range of companies, and changing customer tastes are
some of the factors that contribute to the dynamic and competitive environment in
which the Indian insurance business functions. In the next part, an in-depth study of the
market structure and competitive dynamics within the Indian insurance business is
presented. This research looks at the main competitors, distribution channels, product

offerings, and strategic imperatives that shape the market dynamics.

Market Segmentation and Players: There are three primary sectors that make up the
Indian insurance market: life insurance and general insurance, non-life insurance, and
standalone health insurance. Each of these segments caters to a different set of risk
protection requirements and customer demographical characteristics. There are several
firms that dominate the life insurance and general insurance category, including Life
Insurance Corporation of India (LIC), HDFC Life, ICICI Prudential Life, and SBI Life.
On the other hand, the non-life insurance segment is comprised of businesses such as
New India Assurance, ICICI Lombard, Bajaj Allianz, and HDFC Ergo. Additionally,
independent health insurance businesses like as Star Health, Max Bupa, and Apollo
Munich are striving to meet the ever-increasing need for specialist health insurance

products and services.

Distribution Channels and Intermediaries: When it comes to efficiently reaching
clients and distributing insurance goods, insurers in India make use of a wide variety of
distribution channels and intermediaries. Traditional distribution channels, including as
agency, bancassurance, and direct sales, continue to play an important part in the

distribution of insurance products because they provide customers with individualized
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advice and opportunities to connect with the company. On the other hand, digital
distribution channels including as internet platforms, smartphone applications, and
insurance aggregators are becoming more popular. These channels provide customers
who are knowledgeable about technology with ease, transparency, and accessibility. In
addition, insurance intermediaries, which include insurance brokers, corporate agents,
online aggregators, and point-of-sale agents, assist the sale and distribution of insurance
policies. These intermediaries provide customers and insurers value-added services and

experience when it comes to the insurance industry.

Product Offerings and Innovation: Providing a diverse range of insurance products
and solutions that are specifically developed to fit the requirements and preferences of
a wide variety of consumers is one of the many services that the Indian insurance
business offers. A few examples of life insurance and general insurance products that
are meant to fulfill the requirements of long-term savings and protection include
traditional endowment plans, term insurance, unit-linked insurance plans (ULIPs), and
retirement solutions. All these products are examples of different types of life insurance
and general insurance. Examples of non-life insurance products include automobile
insurance, health insurance, property insurance, travel insurance, and liability
insurance. Other examples are health insurance and property insurance. These types of
insurance provide financial protection and risk reduction against unanticipated
occurrences and liabilities. Insurers are placing a greater emphasis on product
innovation, customisation, and digitization in order to improve their value proposition,
handle growing risks, and distinguish their offers in a market environment that is more

competitive.

Competitive Strategies and Market Positioning: When operating in a market climate
that is extremely competitive, insurance companies adopt a variety of techniques to
distinguish themselves, increase their market share, and improve their profitability.
Product innovation, price competitiveness, distribution network, customer service,
brand recognition, and underwriting competence are some of the ways in which insurers
distinguish themselves from one another. To carve out a distinct market position, some
insurers concentrate on niche market segments or specialized product lines. Other

insurers, on the other hand, pursue aggressive growth strategies such as mergers and
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acquisitions, strategic partnerships, and geographic expansion to seize new market

opportunities and diversify their revenue streams.

Regulatory Implications and Market Consolidation: Market dynamics and
competitive behavior within the Indian insurance business are significantly influenced
by regulatory changes and policy efforts, which play a crucial role in shaping these
aspects. A number of regulatory interventions, including foreign direct investment
liberalization, product rules, distribution standards, and capital requirements, have an
impact on the strategic choices made by insurers, as well as the obstacles to market
entrance and competitive positioning. In addition, regulatory measures like as the
planned initial public offerings (IPOs) of LIC and GIC Re are anticipated to stimulate
market consolidation, improve transparency, and encourage competition. These
developments are anticipated to confront insurers operating in the Indian market with a

variety of problems as well as possibilities.
1.6 EMERGING TRENDS AND MARKET OPPORTUNITIES

Arevolutionary period is now being experienced by the Indian insurance business. This
era is marked by fast technology breakthroughs, altering customer tastes, and
developing regulatory dynamics. In the next part, we will investigate the developing
trends and market prospects that will shape the future of the Indian insurance industry.
We will also highlight the important drivers, difficulties, and consequences that these

trends will have for customers, intermediaries, and insurers.

Digital Distribution Channels: The expansion of digital distribution channels is one
of the most notable trends that is transforming the landscape of the insurance industry
in India. Utilizing technology, insurance companies are working to improve their client
interaction, optimize their distribution procedures, and broaden their market reach
opportunities. Insurers are now able to provide individualized products, provide
seamless customer experiences, and cater to the demographics of digitally aware
millennials and Gen Z thanks to the proliferation of online platforms, mobile

applications, and digital aggregators.
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Data Analytics and Artificial Intelligence: An important shift is currently taking place
in the value chain of the insurance industry, and data analytics and artificial intelligence
(AI) are playing a crucial part in this transformation. Increasing the precision of risk
profiles, gaining deeper insights into consumer behavior, and optimizing underwriting
and claims processing procedures are all goals that insurance firms are working to
achieve through the utilization of big data analytics, machine learning algorithms, and
predictive modeling approaches. Chatbots and virtual assistants that are driven by
artificial intelligence are also redefining customer service and engagement thanks to

their ability to provide help around the clock and tailored recommendations.

Product Innovation and Customization: Demand for new insurance products and
solutions that are suited to certain demographics, lifestyles, and risk profiles is being
driven by the growing diversity and complexity of consumer preferences and demands.
Insurers are creating a broad variety of novel products, such as usage-based insurance,
pay-as-you-go plans, parametric insurance, and microinsurance, to handle new risks
and fulfill the ever-changing demands of their customers. In today's extremely
competitive market scenario, two major differentiators that are becoming increasingly

important are product customisation and adaptability.

Bancassurance and Distribution Partnerships: The practice of selling insurance
products via banks and other financial institutions is known as bancassurance, and it is
becoming an increasingly important distribution channel in India. Bancassurance is
getting more and more pace. Insurance companies are forming strategic alliances with
financial institutions in order to take use of the banks' broad branch networks, customer
relationships, and digital platforms. This allows the insurers to reach a larger audience
and provide potential for cross-selling. With the help of bancassurance agreements,
insurance companies are able to improve their distribution efficiency, lower their
acquisition costs, and harness the enormous potential of retail market groups that are

now underserved.

Risk Mitigation and Cyber Insurance: There has been a rising realization of the
necessity for effective risk mitigation measures and cyber insurance solutions in
response to the increasing frequency and severity of cyber attacks. Insurers are working

to build specialist cyber insurance policies in order to protect consumers and
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organizations from various cyber hazards, including data breaches, ransomware attacks,
and interruptions to network connections. Cyber insurance coverage comprises a wide
variety of hazards, including liabilities related to data privacy, expenditures related to
cyber extortion, and losses incurred as a result of business disruption. This type of
insurance offers complete protection in a world that is becoming increasingly

computerized.

Regulatory Reforms and Market Liberalization: The regulatory reforms that are
being implemented in India with the intention of encouraging competition and
promoting market liberalization are opening up new opportunities for development and
expansion for insurance companies. As a result of the recent rise in foreign direct
investment (FDI) restrictions for insurance businesses, which went from 49% to 74%
as a result of the Insurance (Amendment) Act, 2021, it is anticipated that this would
result in increased inflows of foreign capital, improved market competitiveness, and
more innovation and product development. Furthermore, it is anticipated that
endeavours such as the proposed initial public offerings (IPOs) of LIC and GIC Re
would infuse the market with liquidity, improve transparency, and stimulate industry

consolidation and modernization.
1.7 CHALLENGES AND RISK FACTORS

Additionally, the Indian insurance business is confronted with a myriad of problems
and risk factors that have the potential to hamper its progress and sustainability, despite
the fact that it provides considerable chances for expansion. In this part, we look into
the most significant issues and risk factors that insurers in India are facing, and we
investigate the ramifications of these variables as well as various techniques for

mitigating them.

Regulatory Compliance and Compliance Costs: Underwriters in India face a number
of significant obstacles, one of the most significant of which is the complicated
regulatory framework and the accompanying compliance requirements. There are a
myriad of rules, guidelines, and reporting responsibilities that are imposed on insurers
by regulatory agencies such as the Insurance Regulatory and Development Authority
of India (IRDALI). Insurers are required to manage these regulations and obligations. To

maintain compliance with regulatory standards, large administrative overheads,
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operational complexity, and compliance expenses are required. These factors might

have a negative impact on profitability and growth respectively.

Distribution Challenges and Reach: Even though there have been attempts made to
broaden distribution channels and boost market penetration, insurers continue to
struggle with the difficulty of reaching out to underserved and remote portions of the
population. Significant obstacles to market development include limited access to
insurance goods and services, poor insurance knowledge, and infrastructural limits in
rural and semi-urban regions. These factors all contribute to a lack of awareness. To
expanding their reach and making their products more accessible, insurance companies
need to be innovative and employ alternative distribution models such as digital

platforms, microinsurance partnerships, and community-based initiatives.

Underwriting Risks and Pricing Pressures: Significant obstacles to the profitability
and solvency of insurers are posed by underwriting risks, which include adverse
selection, moral hazard, and fraudulent claims. Premium prices are subject to
downward pressure because of intense competition in the insurance industry, which in
turn leads to underpricing and insufficient risk assessment strategies. To mitigating
underwriting risks and maintaining underwriting discipline, insurers are required to
develop strong underwriting methods, make use of data analytics and predictive

modeling tools, and execute viable risk management strategies.

Investment Volatility and Asset-Liability Mismatch: The investment portfolios of
insurers are susceptible to exposure to market volatility, variations in interest rates, and
credit risks, all of which have the potential to influence investment returns and asset
quality. For the purpose of mitigating investment risks and ensuring that they are
solvent, insurers are required to carefully manage their investment portfolios, diversify
their asset allocations, and match the maturities of their assets and liabilities. When
interest rates remain at historically low levels, it can be difficult for insurance
companies to generate sufficient investment returns to fulfill their commitments to

policyholders and the capital requirements imposed by regulatory agencies.

Operational Inefficiencies and Cost Pressures: There are several factors that lead to
high operating expenses, including operational inefficiencies, outdated technology, and

manual procedures. These factors also hamper the agility and profitability of insurers.
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To streamlining operations, improving efficiency, and lowering administrative
overhead costs, insurers are required to make investments in technological
infrastructure, automation, and digitalization opportunities. Through the use of cost
optimization strategies, process reengineering, and outsourcing agreements, insurance
companies may enhance their operational efficiency and continue to preserve their

profitability in a market climate that is very competitive.

Macroeconomic Volatility and External Risks: The insurance sector in India is
vulnerable to macroeconomic variables such as the development of the gross domestic
product (GDP), inflation, interest rates, and currency changes, all of which have the
potential to influence the financial performance and risk profiles of insurers. Alterations
in regulatory policies, natural catastrophes, pandemics, and geopolitical conflicts are all
examples of external risks that can pose difficulties to the stability and resilience of
insurance companies. It is necessary for insurers to carry out comprehensive stress
testing, scenario analysis, and contingency planning to evaluate and reduce the impact
of external risks on their company operations and their capacity to remain financially

sustainable.

Problem Identification & Title of the Study: However, even though financial
performance analysis is becoming an increasingly significant part of the insurance
business, there is a lack of thorough research that focuses on insurance firms in India.
The use of complicated financial models, such as the Altman Z-Score model, for the
purpose of examining the financial health of insurance companies and the potential of
an insurance company declaring for bankruptcy is typically disregarded in the body of
research that is currently accessible. This is the case since the Altman Z-Score model is
specifically designed for this purpose. The most significant concern that has been
discovered as a result of this research is the requirement to remedy this research gap by
utilizing the Altman Z-Score model to carry out an in-depth investigation of a number
of insurance companies in India. This necessity has been recognized because this

research void has been identified.

The research subject in question in this case is denoted by the title, "Financial
Performance Analysis of Selected Insurance Companies in India with Reference to the

Altman Z-Score Model." Using the Altman Z-Score model, the purpose of this study is
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to evaluate the risk that several Indian insurance companies may file for bankruptcy, as
well as the financial performance of these companies. The title of the research provides
an indication of the primary objective of the investigation, which is to investigate the
financial performance of these specific companies. The inquiry is being conducted with

this primary objective in mind.

1.8 INSURANCE REGULATORY AND DEVELOPMENT
AUTHORITY OF INDIA (IRDAI)

The Insurance Regulatory and Development Authority of India (IRDAI), which is an
independent statutory agency, is tasked with the job of regulating and expanding the
insurance and reinsurance sectors in India. Following the approval of the Insurance
Regulatory and Development Authority Act as a legislative act by the Indian
government in the year 1999, this organization came into being. The agency's
headquarters were moved from Delhi to Hyderabad in 2001, and they are now situated

in Hyderabad, Telangana.

The Indian Railway Development Authority (IRDAI) is comprised of a total of ten
members, including the authority's chairman, who are appointed by the Indian
government. There are fourteen members, five of whom are full-time and four of whom

are part-time.

Oriental Life Insurance and General Insurance Company was established in Calcutta in
1818, and it is widely believed that this city is where the life insurance and general
insurance business originated. Ultimately, the company was dissolved in 1834. In the
year 1829, Madras Equitable began providing consumers in the Madras Presidency with
the opportunity to purchase life insurance and general insurance coverage. The Bombay
Presidency was responsible for the founding of a large number of insurance firms, such
as Bombay Mutual (1871), Oriental (1874), and Empire of India (1897). It was also
responsible for the passage of the British Insurance Act of 1870. It was at that time
period that British firms held a commanding position in the market, and they were the

dominant players.
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1914 was the year when the Indian government started disclosing the returns of
insurance businesses for the first time. Within the realm of life insurance and general
insurance, the Indian Life Assurance Companies Act, which was the first piece of
legislation of its kind, was enacted in the year 1912. The Indian Insurance Companies
Act was enacted in 1928 with the purpose of providing the government with the
authority to collect information on the life and non-life insurance business that was
carried out in India by Indian and foreign insurers, including provident insurance
societies. Through the utilization of this information, the insurance industry was going
to be subject to regulation. The provisions that had been in existence earlier were
unified and brought up to date by the Insurance Act of 1938, which contained

significant regulations to oversee the actions of insurers.

Despite the fact that the Insurance Amendment legislation of 1950 eliminated principle
agencies, there was still a significant amount of competition and charges of unfair
business practices. This was the case even though the legislation eliminated principal
agencies. After much deliberation, the government of India arrived at the opinion that

the insurance sector ought to be nationalized.

The Life Insurance and General Insurance Corporation was created on January 19,
1956, after an ordinance was approved that constituted the corporation. As a result of
this incidence, the process of nationalizing the life insurance and general insurance
businesses was initiated. This event acted as the impetus. In order to broaden its scope
of operations, the Life Insurance Corporation (LIC) expanded its business by
purchasing 154 Indian insurers, 16 non-Indian insurers, and 75 provident societies. At
the tail end of the 1990s, the Life Insurance Corporation (LIC) made it feasible for the
private sector to engage in insurance for the very first time. This initiative was a

significant step forward. Up to that point, LIC had a monopoly on the industry.

General insurance was being established in India around the same time period as the
United States was going through the Industrial Revolution and maritime commerce in
the 17th century. In 1850, a British expatriate was responsible for bringing the Triton
Insurance Company to the city of Calcutta. The city is the birthplace of the corporation,
which remains a British legacy. When it was originally created in 1907, Indian

Mercantile Insurance was the first firm to offer a wide range of general insurance
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policies. The year 1957 was significant because it was the year when the General
Insurance Council of the Insurance Association of India finally started doing business.
This council has been given the responsibility of drafting a code of ethics in order to

encourage fair and rational business practices in the company.

After eleven years, the Tariff Advisory Committee was established, and the Insurance
Act was updated to restrict investments and create minimum solvency buffers. Both of
these events took place after the Committee had been in existence. During the same
year, both of these occurrences took occurred. Both of these events took place at the
same time. Following the passage of the General Insurance Business (Nationalization)
Act of 1972 on January 1, 1973, the insurance industry was nationalized as a direct
consequence of this particular legislation. United India Insurance Company, New India
Assurance Company, Oriental Insurance Company, and National Insurance Company
were the four corporations that arose from the 117 insurance firms that participated in
the founding of this organization. The National Insurance Company was the fourth
corporation to emerge from this organization. Following the establishment of the
General Insurance Corporation of India in 1971, the organization was formally created
on the first of the year 1973. This is where the firm got its start.

Beginning in the early 1990s, a significant number of insurance companies reopened
their doors to customers. R. N. Malhotra, who had previously held the position of
governor of the Reserve Bank of India, was appointed to lead the committee that was
constituted by the government of India in the year 1993. Malhotra was the leader of this
group of musicians. In order to accomplish its mission, the group was tasked with
developing a plan for insurance reform that would be advantageous to the financial
sector. In the report that it issued in 1994, the committee made a recommendation that
the private sector be permitted to take part in the market for insurance. In order to
achieve the greatest level of success in entering the Indian market, foreign corporations
often form joint ventures with Indian partners, ideally floating enterprises. mainly due

to the fact that floating corporations are often exploited.

A regulatory and development authority known as the Insurance Regulatory and
Development Authority (IRDA) was founded in 1999 with the intention of preserving

and promoting the insurance business. These actions were carried out in accordance
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with the recommendations made by the Malhotra Committee. April of the year 2000
was the month that coincided with the incorporation. It is the responsibility of the
Insurance Regulatory and Development Authority (IRDA) to promote competition in
order to increase consumer satisfaction. This is accomplished by offering a broader
variety of alternatives at prices that are more reasonable. for the intention of protecting

the commercial sector's available financial resources.

An application for registration was required by the International Trade Development
Authority (IRDA) in the month of August in the year 2000. Because of this,
international businesses were able to join the market with a 23 percent ownership stake.
Since the year 2000, the authority, which is authorized to provide regulations in
accordance with Section 114A of the Insurance Act of 1938, has published regulations
on a wide range of topics, ranging from the interests of policyholders to the registration
of companies. Ever since the year 2000, regulations have been in effect.

In December of 2000, GIC subsidiaries underwent a restructuring process and became
separate entities. A national rewriter was established by the GIC. The four firms were
removed from the GIC as a result of legislation that was approved by Parliament in July
of 2002. This action was taken by the government in the first place. Some of the general
and life insurance and general insurance firms that are active in India include the Export
Credit Guarantee Corporation and the Agriculture Insurance Corporation. Other
organizations include the Insurance Corporation of India. There are a total of fourteen
life insurance and general insurance firms and twenty-eight general insurance
companies operating in the country. It is estimated that around seven percent of India's
gross domestic product is derived from the supply of banking and insurance services.

A campaign was launched in 2013 by the Insurance Regulatory and Development
Authority of India (IRDAI) with the objective of raising the amount of foreign direct
investment (FDI) in the insurance business from 26% to 49%. As a consequence of the
2019 budget, the insurance industry is now permitted to receive one hundred percent of
its total expenditures from foreign direct investment (FDI).
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DUTIES, POWERS AND FUNCTIONS OF IRDAI

With the responsibility of regulating, promoting, and ensuring the orderly expansion of

the insurance industry and the re-insurance firm, the Authority has been given the

responsibility of accomplishing these tasks. The provisions of this Act, in addition to

any other legislation that may be in effect at the time, are applicable to this job

throughout the time period in question. Re-insurance is a business that manages

insurance policies.

Without limiting the scope of the provisions that are included in the first paragraph of

the section, the Authority is vested with the authority and functions required to include

the following: -

O

the issuance of a certificate of registration to the applicant, as well as the
renewal, modification, withdrawal, suspension, or cancellation of such
registration;

protection of the policyholders' interests in matters pertaining to the
assignment of policies, nominations made by policyholders, insurable
interests, payment of insurance claims, surrender value of policies, and other
terms and circumstances under which insurance contracts are governed,;
defining the necessary credentials, a code of conduct, and the practical training
that must be completed by insurance agents and intermediaries

defining the standards of behavior that should be followed by loss assessors
and surveyors;

encouraging the use of efficient methods in the operation of insurance
businesses;

fostering and regulating professional organizations that are associated with the
industry of insurance and reinsurance;

for the purpose of carrying out the aims of this Act, the imposition of fees and
other levies;

placing requests for information with insurers, intermediaries, insurance
intermediaries, and other organizations linked with the insurance industry;
conducting inspections of these entities; conducting inquiries and

investigations, including audits of these entities;
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control and regulation of the rates, benefits, terms, and conditions that may be
issued by insurers in relation to general insurance business that had not been
controlled and regulated by the Tariff Advisory Committee in accordance with
section 64U of the Insurance Act of 1938 (4 of 1938);

defining the structure and procedures that must be followed in order for
insurers and other insurance intermediaries to keep their books of account and
provide statements of accounts to their customers;

controlling the manner in which insurance firms spend their client assets;
ensuring that the margin of solvency is carefully maintained;

the mediation and resolution of disagreements between insurance companies
and intermediaries or insurance professionals;

ensuring that the actions of the Tariff Advisory Committee are adequately
monitored;

defining the percentage of the insurer's premium income that will be used to
pay the plans for developing and regulating professional organizations that are
mentioned in paragraph (f);

specifying the percentage of life insurance business and general insurance
business to be done by the insurer in the rural or social sector; and

bringing into exercise any further powers that may be prescribed

1.10 LEGAL STRUCTURE

Following a full cycle, the insurance business went from being fully unregulated to

being wholly regulated to being partially deregulated. This continued until it reached

its current state. Many legislations are included in it.

With the passage of the Insurance Act in 1938, the state was granted the right to exercise

stringent supervision over the insurance industry. This was the first piece of law to

regulate all insurance. As a result of the implementation of the Life Insurance

Corporation Act on January 19, 1956, the Indian government was in possession of full

authority over the life insurance and general insurance industry. The merging of all 245

insurance firms that were functioning in India led to the formation of the Life Insurance

Corporation of India. This was the consequence of the consolidation.
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A total of around 107 general insurance businesses were taken over by the government
in compliance with the General Insurance Business Act of 1972. In the aftermath of the
merger of these companies, four new organizations came into existence. The merging
of all of the organizations resulted in the formation of several new insurance companies,
including United India Insurance, Oriental Insurance, New India Assurance, and
National Insurance. The headquarters of these four insurance firms were situated in one
of the four most important cities in the nation during that time. The absence of private
insurance companies in India went into effect in the year 1999, marking the beginning
of this period. Through the passage of the Insurance Regulatory and Development
Authority Act in 1999, the government was able to de-regulate the insurance industry,
which in turn made it feasible for private enterprises to flourish despite the absence of
government monitoring. If the amount of foreign investment did not exceed 26 percent
of the market share held by Indian insurance firms, then such businesses were allowed

to participate in the capital market.

The Actuary's Act was enacted by Parliament in the year 2006 with the intention of
giving the profession with a legal standing that is equivalent to that of chartered
accountants, notaries, cost and works accountants, attorneys, architects, and company
secretaries. This was done to fulfill the aim of providing the profession with legal
standing. It is necessary for an insurance company to have a minimum of 80 million

dollars, which is calculated to be comparable to 4 billion rupees, in order to get started.
1.11 AUTHORITIES

The primary Indian agency responsible for overseeing the insurance sector is the
Insurance Regulatory and Development Authority of India (IRDAI). The Insurance
Regulatory and Development Authority Act, 1999, a piece of government law, led to its
establishment in 1999.

The industry acknowledges the examinations conducted by the Insurance Agents
Institute (IAI) (for 280 actuaries), the Insurance Industry Certification Institute (I11) (for
8,200 surveyors and loss assessors), and the Third-Party Administrators (29). Nine
distinct types of licenses are available for web aggregators. When it comes to non-life
insurance, TAC is the pioneering data repository. Insurance brokers are heard by the

IBAI, while insurance firms are heard by the GI Council and the LI Council. NFIFWI,
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FLICOA, GIEAIA, AILICEF, AIIEA, GIEU, and AIGIEA are some of the groups that
help insurance industry employees. Customer complaints are also handled by twelve

Ombudsman offices.
1.12 BRIEF HISTORY OF INSURANCE

Almost as old as humanity itself is the history of insurance. Primitive individuals
possessed the same instinct that drives contemporary businesspeople to protect
themselves against loss and calamity. They, too, aspired to prevent the terrible effects
of fire, flood, and human casualties, and they were prepared to give up something in
exchange for protection. Even while the idea of insurance has evolved over the last few
decades, especially since the industrial revolution, its roots may be found about 6000

years ago.

It was in the year 1818 that the English gave the Indian market its first introduction to
modern life insurance and general insurance. The first life insurance and general
insurance firm in India, Oriental Life Insurance and General Insurance, was founded by
Europeans in Calcutta. Eastern Life Insurance and General Insurance was the first
company of its kind in India. At this time, there were no insurance companies that
provided coverage for Indians since they exclusively provided coverage for Europeans.
After that, however, prominent individuals like as Babu Muttylal Seal were successful
in persuading foreign life insurance and general insurance companies to guarantee the
lives of Indian citizens. Despite widespread perceptions that Indians were of lower
quality, their lives were held in very high regard. It was in the year 1870 that the
Bombay Mutual Life Assurance Society was established. The very first life insurance
and general insurance company in India offered costs that were comparable. In the
beginning, insurance companies were patriotic Indian undertakings that had the goal of
educating people about social security and insurance via the medium of insurance.
Another nationalist enterprise was the Bharat Insurance Company, which was
established in the year 1896. Between the years 1905 and 1907, the Swadeshi
movement was responsible for the expansion of the insurance business. Co-operative
Assurance in Lahore, United India in Madras, and National Indian and National
Insurance in Calcutta were all created in 1906 with the intention of providing insurance

services. All three of these organizations are geographically located in India. In the year
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1907, the Hindustan Co-operative Insurance Company was created in Jorasanko, which
was not only the house of Rabindranath Tagore in Calcutta but also the place where the
company was founded. Other firms that were founded at the same time include Indian
Mercantile, General Assurance, and Swadeshi Life, which is now known as Bombay
Life. All these companies were created simultaneously. Prior to the year 1912, India did
not have any provisions in place for insurance legislation. In the year 1912, two pieces
of legislation were issued: the Provident Fund Act and the Life Insurance and General
Insurance Companies Act. Both laws were enacted. The premium rate tables and
periodic evaluations of life insurance companies are needed to be validated by an
actuary in compliance with the 1912 Life Insurance businesses Act. Life insurance and
general insurance companies are expected to comply with this requirement. As a result
of the Act's discriminatory treatment of Indian businesses and foreign businesses for a

variety of reasons, Indian businesses suffered.

During the first part of the 20th century, the insurance industry saw unprecedented
expansion. In 1938, there were 176 firms that were operating with a total of 298 crore
rupees, which was an increase from the 44 companies that were operating in 1937 with
22.44 crore. Throughout the expansion of the insurance sector, several dubious
businesses were unsuccessful. The Insurance Act of 1938 imposed stringent regulations
on both life and non-life insurance arrangements. Prior to 1944, when the Legislative
Assembly was considering repealing the 1938 Life Insurance and General Insurance
Act, the possibility of nationalizing life insurance and general insurance was taken into
consideration. After a significant amount of time had passed, on January 19, 1956, life
insurance and general insurance in India was finally nationalized. Nearly 154 insurance
companies were established in India before to the country's nationalization; 16 of these
companies were foreign, and 75 of them were provident funds. The process of
nationalization may be broken down into two parts: an ordinance that assumed control
of administration and a comprehensive statute that assumed ownership. It was on June
19, 1956, that the Indian Parliament passed the Life Insurance Corporation Act, which
was created with the purpose of enhancing the availability of life insurance and general
insurance that is both inexpensive and adequate for a wider number of people,

particularly those who reside in rural areas. The founding of the Life Insurance and
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General Insurance Corporation of India took place on the first day of September in the

year 1956.

Furthermore, in the year 1956, the LIC had its corporate headquarters in addition to 220
branch offices, 33 divisional offices, and 5 zonal offices. Additional offices included
the zonal offices. As a result of the fact that life insurance and general insurance policies
are long-term contracts that need a variety of services, the company was required to
expand and establish satellite offices in each of the district headquarters in coming
years. LIC underwent a reorganization and constructed many branch offices. As part of
the reorganization, branches were transformed into accounting units and made
responsible for service transfers. The company's success was greatly impacted by it.
Even though the corporation crossed the 200,000-crore mark in 1957, it wasn't until
1969-1970 that new business amounted to one hundred thousand crores. To attain the
2,000,000,000-crore threshold of new business, LIC had to wait another decade. But
restructuring started in the '80s, and by 1985-1986 LIC had racked up a total of more
than 7000.00 crore. Confident about the new rules.

At present, LIC runs a total of twenty-four fully computerized branch offices, one
hundred thirty-three divisional offices, eight zonal offices, thirteen hundred and eighty-
one satellite offices, and more. Over a Metro Area Network, all of LIC's branches are
linked to the 113 divisional offices that are part of the Wide Area Network. In some
areas, LIC has teamed up with financial institutions and service providers to provide an
online premium collection option. The premium ATM and ECS payment alternatives
offered by LIC have made life even easier for customers. Info Centers have been
established in several cities, alongside IVRS and online kiosks; these cities include,
among many others, Ahmadabad, Mumbai, Bangalore, Chennai, Hyderabad, Kolkata,
New Delhi, and Pune. The LIC SATELLITE SAMPARK offices were established with
the aim of simplifying the lives of policyholders. The smaller, more efficient satellite
offices are located closer to the customers. One of the numerous potential advantages
made possible by the digital records kept by the satellite offices is the ability to provide

service anywhere.
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Life insurance and general insurance giant LIC is continuing its meteoric rise, even in
India's newly liberalised insurance market. More than one crore insurance policies have
been issued by LIC this year. It has issued 1,01,32,955 new policies by October 15,
2005, marking a substantial milestone compared to the previous year, showing a strong

growth rate of 16.67%.

In the time after, LIC achieved remarkable success and set new benchmarks in many
domains pertaining to life insurance and general insurance. Like our forefathers, we at
LIC are driven by a desire to help as many people as possible provide protection for

their families by turning on the security lights in their homes.

1.12.1 SOME OF THE IMPORTANT MILESTONES IN THE LIFE

INSURANCE BUSINESS IN INDIA ARE:

1818: Oriental Life Insurance Company was the pioneering life insurance company in

India when it initially opened for business.

1870: Historically, the first life insurance company in India to formally begin operations

was Bombay Mutual Life Assurance Society.

1912: When the Indian Life Assurance Companies Act was enacted, it was the first law

specifically aimed at regulating the life insurance sector.

1928: The government of India now has the power to collect statistics on insurance
businesses, both life and non-life, thanks to the passage of the Indian Insurance

businesses Act.

1938: With the goal of protecting the interests of covered individuals, the Insurance Act

consolidated and amended previous statutes.

1956: The federal government acquires 245 domestic and foreign insurance and
provident organizations, converting them into nationalized entities. The Government of
India contributed five crore rupees to the capital of the Life Insurance Corporation

(LIC) when it was founded by an Act of Parliament—the LIC Act, 1956.
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However, the first general insurance company in India was established in 1850 in
Calcutta by the British, known as Triton Insurance Company Ltd., and this is where the

general insurance sector in India can be traced back to.

1.12.2 SOME OF THE IMPORTANT MILESTONES IN THE GENERAL

INSURANCE BUSINESS IN INDIA ARE:

1907: The establishment of the Indian Mercantile Insurance Ltd., which was the first

company to engage in the business of general insurance across all classes of coverage.

1957: The General Insurance Council, which is a division of the Insurance Association
of India, is responsible for formulating a code of conduct that is intended to guarantee

ethical behavior and reasonable business practices.

1968: The Tariff Advisory Committee was established, and the Insurance Act was
revised to ensure that investments are regulated and that minimum solvency margins

are established.

1972: With effect from the first of the year 1973, the General Insurance Business
(Nationalization) Act of 1972 brought the general insurance industry in India under the

control of several government agencies.

There were four firms that developed because of the consolidation and amalgamation
of insurers. The National Insurance business Ltd., the New India Assurance Company
Ltd., the Oriental Insurance Company Ltd., and the United India Insurance Company
Ltd. were the companies that were involved in this transaction. Initially, a business that

would later be known as GIC was established.
1.12.3 LIFE INSURANCE

The term "life insurance" refers to a contract that guarantees the payment of a certain
sum to the person who is guaranteed (or his nominee) in the event that the occurrence

of the event that is insured against takes place.

After the following time periods, the contract is considered to be valid for the payment

of the insured amount:
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» The maturity date, or
» Identified dates spaced out throughout time, or
» Unfortunate death in case it happens sooner.

Among other things, the contract says that the policyholder will pay the Corporation
the premiums on a regular basis as stipulated by the provisions of the agreement. The
removal of "risk," the replacement of uncertainty with assurance, and the provision of
immediate financial support are all aspects of life insurance that are often believed to
safeguard families from experiencing financial difficulty in the event that the
breadwinner passes away for an unexpected reason. When it comes to helping people
cope with challenges that are associated with mortality, life insurance is, to a
significant degree, only one piece of the jigsaw that society must solve. To put it
briefly, life insurance covers two hazards that might impact everyone at any point in

their lifetime:

1. The fear of passing away too soon and leaving a dependant family on their own.
2. The experience of aging in place with no obvious means of assistance.

3. Other Savings vs. Life Insurance

1.12.4 GENERAL INSURANCE

In India's financial ecosystem, general insurance, often known as non-life insurance, is
essential since it provides protection against a range of hazards not covered by life
msurance. Health, auto, house, vacation, and business insurance are all included,
protecting people and companies against any monetary losses brought on by
unanticipated circumstances. Under the strict criteria set by the Insurance Regulatory
and Development Authority of India (IRDAI), the industry guarantees equitable
procedures and safeguards policyholders. Growing economic development, greater
disposable incomes, and growing awareness have all contributed to the industry's

notable expansion.

Notwithstanding obstacles such as intense rivalry, adherence to regulations, and
deception, there exist enough prospects for progress via technical breakthroughs,

market expansion, and personalized merchandise. When evaluating the state of the
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industry, financial performance measures including premium growth, claims ratio,
combined ratio, and solvency ratio are crucial. The financial health of general insurance
firms may be assessed using the Altman Z-Score Model, which is commonly employed
to forecast corporate bankruptcy and provides valuable information on the effectiveness
of their risk management and operational processes. In India, general insurance is an
essential component of the country's economic structure as it helps to ensure financial

security and stability.
Coverage Categories for General Insurance Policies:

0 Health Insurance: Covers the costs of medical care that are incurred as a result of

injuries or diseases.

00 Motor Insurance: Automobiles are protected against a variety of problems,

including theft, accidents, and other mishaps.

00 Home Insurance: Provides protection for homes against losses that may occur as a

result of fire, theft, natural disasters, and other similar events.

0 Travel Insurance: Provides protection against risks associated with travel, including
as trip cancellations, lost luggage, and medical situations that occur when traveling

overseas.

0 Commercial Insurance: Includes a variety of policies that are meant to protect
businesses from risks such as damage to their property, claims of responsibility, and

interruptions to their company operations.
1.12.5 CONTRACT OF INSURANCE

In the legal system, a contract of the highest good faith is referred to as uberrima fides.
An insurance contract does not fall under this category. This core notion represents the
idea of disclosing all relevant information and is applicable to all forms of insurance.
The onus is on the policyholder to provide accurate answers to all questions asked on
the proposal form when purchasing insurance. Any document that led to the risk’s
acceptance that included dishonesty, fraud, or non-disclosure would render the

insurance contract null and invalid.
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Protection

One may make sure that their resources are fully safeguarded against the risk of their
own mortality by getting life insurance and general insurance. Life insurance and
general insurance ensures that, in the event of death, the entire guaranteed amount will
be paid out, together with any relevant bonuses. Other savings schemes, on the other

hand, just pay you the total amount invested plus any applicable interest.
Aid to Thrift

Payments from life insurance and general insurance policies encourage "thrift." Over
an extended period of time, savings can be realized due to the system's
integrated'simple installment' capabilities, which makes payments easy to make.
(Payment of the insurance premium may be done annually, semi-annually, quarterly,
or monthly). As an illustration only: The Wage Saving Scheme, sometimes referred to
as SSS, provides a straightforward way for premiums to be paid on a monthly basis by
having them withdrawn from one's wages. In this case, the premium that was directly
withheld from LIC is paid by the employer. Any company or firm can benefit greatly
from the Salary Saving Scheme, provided that they adhere to the specified criteria and

circumstances.
Liquidity

If you want to borrow money in the insurance sector, all you have to do is pledge a
growing policy that has increased in value to the point where it exceeds the loan.
Additionally, life insurance and general insurance policy is often accepted as collateral

for loans taken out by various businesses. Since quite some time ago, this has continued.
Tax Relief

The purchase of life insurance and general insurance is your best chance if you want
to reduce the amount of wealth and income that is subject to taxation. Amounts paid
for life insurance and general insurance premiums that are now subject to taxation are
eligible for coverage under this provision. Assessors have the opportunity to take use
of the extra tax relief options that are provided under the Act. Within certain

circumstances, the insured individual can find that they wind up paying a lower

Atmiya University, Rajkot, Gujarat, India Page 33 of 261



Financial Performance Analysis of Selected Insurance Companies in India with

Reference to the Altman Z Score Model

premium for their insurance.
Money When You Need It

The ability to successfully fulfill specific monetary demands that may occur from time
to time may be accomplished via the utilization of a policy that contains an appropriate
insurance plan or a mix of several plans. Education for children, providing a fresh start,
marriage, and even periodic income needs over a long period of time are all made much

easier with the help of these services.

When a person retires from the military, they may access the funds in their insurance
and spend them for whatever they like, including buying a home or investing. In
addition, policyholders are eligible to get loans for the purpose of constructing single-

family homes or purchasing apartments (subject to certain requirements).
Policyholder

Any person who has achieved the age of majority and is competent to enter into a
contract that is legally binding is able to protect themselves as well as those others in
whom they have an insurable interest. This includes the ability to insure yourself by
purchasing insurance. In addition, it is possible to get insurance policies that cover
the life of one's spouse or children, provided that certain conditions are satisfied.
Certain aspects, including the health status of the policyholder, the income of the
proponent, and any other pertinent aspects, are taken into consideration by the

Corporation when it comes to the process of underwriting proposals.
Insurance for Women

Prior to the nationalization of the insurance industry in 1956, a great number of private
insurance firms would provide coverage for female lives, but they would do so with a
higher price or under limited circumstances. On the other hand, ever since life
insurance and general insurance was nationalized, the conditions under which female
lives are covered by life insurance and general insurance have been subjected to
periodic reviews. At this time, women who are employed and bring in a salary are
accorded the same level of respect as males. There are further situations that will result

in the imposition of a limited clause; however, this will only occur in the case that the
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female is between the ages of twenty-five and thirty and does not have an income that

is subject to income tax.
Medical and Non-Medical Schemes

In most cases, a medical assessment of the life that is to be insured is required before
life insurance and general insurance may be purchased. LIC, on the other hand, has
been offering insurance coverage without any medical examination, subject to
specified limitations, in order to promote a larger distribution of insurance and also to

reduce difficulty.
With Profit and Without Profit Plans

The term "with™ or "without" benefit refers to the possibility of an insurance policy.
Under the first model, bonuses are paid out in addition to the stipulated amount and are
assigned to the insurance following periodic appraisals. Under the ‘without' profit plan,
the entire agreed-upon amount is paid; no more payments are due. The premium rate
for an insurance policy that contains profit is correspondingly higher than that of an

insurance policy that does not.
Keyman Insurance

A business company will purchase keyman insurance on the life of one or more key
employees in order to safeguard the company against the possibility of incurring

financial losses as a result of the untimely death of the key employee.

1.13  SIGNIFICANCE OF EVALUATING FINANCIAL
PERFORMANCE AND BANKRUPTCY RISK

Numerous stakeholders have a significant interest in the examination of the
financial performance of businesses, such as banks and insurance firms, as well as
the risk of bankruptcy that these businesses face. In the first place, it is very
necessary for shareholders and investors to have a strong understanding of the
financial health of a company in order for them to be able to make informed
decisions regarding investments. The capacity of a firm to create profits and
effectively manage risks may be evaluated by investors through the evaluation of
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financial performance criteria such as profitability, liquidity, solvency, and
efficiency. Additionally, investors are able to recognize possible dangers to their
investments and alter their portfolios accordingly when they evaluate the risk of
bankruptcy.

The second reason why it is vital for lenders and creditors to conduct a thorough
analysis of the financial health of borrowers is for the purpose of risk management.
When it comes to determining lending terms, interest rates, and loan amounts,
banks and other financial institutions rely on the financial accounts prepared by
borrowers as well as evaluations of their creditworthiness. Lenders are able to
protect their interests by mitigating credit risk and reducing the chance of loan

defaults through the process of assessing the risk of bankruptcy against their loans.

Thirdly, it is essential for regulators and policymakers to keep a close eye on the
financial health of corporations to ensure that the financial system continues to be
stable and maintains its integrity. It is the responsibility of regulators to guarantee
that financial institutions operate in a responsible manner and adhere to sensible
risk management procedures by putting in place prudential regulations and
supervisory structures. The evaluation of the risk of bankruptcy provides regulators
with the ability to identify institutions that are systemically significant and to put

into action measures that will avert systemic crises and preserve depositor interests.

In general, the significance of evaluating financial performance and the risk of
bankruptcy lies in its capacity to promote transparency, accountability, and stability
in the financial markets. This, in turn, helps to cultivate investor confidence,
safeguard the interests of stakeholders, and support the growth of the economy in

a sustainable manner.
1.14 RATIONALE FOR THE STUDY

The setting and goals of the research both play a role in determining the rationale
behind doing a study on analyzing financial performance and the danger of
bankruptcy. The justification for conducting such an investigation might be

influenced by several circumstances, including the following:
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First and foremost, in the context of academic research, having a thorough grasp of
the factors that determine financial hardship and the risk of bankruptcy is an
essential component of both financial economics and corporate investment.
Researchers are interested in advancing theoretical frameworks, developing
empirical models, and making contributions to the existing body of knowledge,

particularly in the areas of corporate governance and financial risk management.

From a pragmatic point of view, companies and financial institutions are subject to
inherent risks and uncertainties that have the potential to interfere with their
capacity to be financially viable and sustainable. By conducting research on
analyzing financial performance and the risk of bankruptcy, businesses are able to
identify possible weaknesses, put risk mitigation plans into action, and improve

their resistance to bad market circumstances.

To ensure that the stability of the financial system is maintained, it is vital for
policymakers and regulators to evaluate the financial health of enterprises and
monitor the danger of bankruptcy. The findings of research studies can provide
policymakers with valuable insights that can be used to create efficient regulatory
interventions, improve market transparency, and contribute to the promotion of

financial stability.

To make well-informed decisions about investments, manage portfolios, and
protect shareholder value, it is vital for investors and other stakeholders to have a
full awareness of the financial health of organizations as well as the risk of
bankruptcy. This information is essential for investors. Investors can utilize the
insights and tools provided by research studies to evaluate risk-return profiles and
enhance their investing strategies. These studies give significant insights and

techniques.
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1.15 RESEARCH OBJECTIVES

The research objectives of this study are as follows:

1. To analyse the financial performance of selected insurance companies of India.
2. To compare financial performance of selected insurance companies of India.
3. To examine the financial performance of selected insurance companies of India

with the application of Altman Z- Score model.
1.16 RESEARCH GAP

The results of a previous research demonstrated that the examination of financial
performance took into account several significant characteristics and ratios. The body
of research makes use of several metrics and ratios. A number of different ratios are
utilized, including the following: the current ratio, the proprietary ratio, the solvency
ratio, the returns on investment, the fixed asset to net worth ratio, the gross profit to
profit margin, the sales to profit ratio, investment income, underwriting profit, gross
written premiums, claims, management expenses, total debts, return on assets, growth
in fresh life insurance premium, leverage, tangibility, market share, corporate agents,
number of new policies, debt to equity ratio, and debt to equity ratio. The consistent
measures that life insurance and general insurance firms need to utilize to evaluate their
financial performance have not been determined because there has been no study that
has been conducted on the subject that has been conducted. Through a concentration on
significant indications that are utilized in the evaluation of the financial performance of
life insurance and general insurance companies, the objective of this research was to
fill the void that had been created. Financial liquidity, solvency, profitability, and
turnover are the indicators that are being considered. The whole image of a company's

financial situation may be captured by these four components.
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1.17 SAMPLE

In this study, a sample size of four listed insurance companies has been selected for

analysis. The chosen insurance companies are:
1. HDFC Life Insurance Company Ltd
2. ICICI Prudential Life Insurance Company Ltd
3. Life Insurance Corporation of India Ltd
4. SBI Life Insurance Company Ltd
5. General Insurance Corporation of India Ltd

These five companies represent a diverse mix within the Indian insurance industry,
including private sector insurers like ICICI Prudential Life Insurance Company Ltd and
HDFC Life Insurance Company Ltd, as well as the state-owned Life Insurance
Corporation of India Ltd and the joint venture SBI Life Insurance Company Ltd. By
selecting these prominent players, the study aims to capture a comprehensive view of

the Indian insurance sector's financial performance and risk profile.

The sample size of five insurance companies provides sufficient depth and breadth for
conducting comparative analysis, trend identification, and statistical testing, while also
ensuring manageable data collection, processing, and analysis. By focusing on these
key players, researchers can derive meaningful insights into the financial dynamics,
competitive positioning, and risk exposure of the Indian insurance industry, thereby
informing strategic decision-making, regulatory oversight, and industry policy

formulation.

1.18 STATEMENT OF THE PROBLEM

The study of financial performance provides a comprehensive diagnostic of the
company's liquidity, solvency, profitability, and turnover. In order to accomplish this
objective, it is necessary to acquire a complete strategy for evaluating and understanding
financial information. There are a great number of indicators, despite the fact that many
of these indicators have the potential to be useful in projecting the financial performance

of life insurance and general insurance companies. Despite this, there are a lot of
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indicators. After considering all of the Key Indicators of Financial Performance, the
present study examines and finds the relevant indicator that focuses on doing a full
analysis of the financial performance of life insurance and general insurance companies.

Also included in this study is the identification of the right indicator.
1.19 SIGNIFICANCE OF THE STUDY

The significance of the study on the financial performance analysis of selected
insurance companies in India with reference to the Altman Z Score model extends
across multiple dimensions, each contributing to a deeper understanding of the
dynamics within the insurance sector and its broader implications. Firstly, the study
holds practical significance for stakeholders within the insurance industry, including
policymakers, investors, regulators, and insurance companies themselves. By analysing
the financial performance of selected insurance firms through the lens of the Altman Z
Score model, the study provides valuable insights into the financial health, stability, and
risk exposure of these companies. Such insights are instrumental for decision-makers
in formulating strategies for risk management, capital allocation, and investment
planning. Additionally, regulators can leverage the findings to enhance regulatory

frameworks and ensure the stability and resilience of the insurance sector.

Secondly, the study contributes to the academic literature by advancing knowledge in
the field of financial analysis and risk assessment within the context of the insurance
industry. By applying the Altman Z Score model to assess the financial performance of
insurance companies in India, the study enriches existing theoretical frameworks and
empirical evidence, thereby fostering academic discourse and intellectual inquiry. The
findings of the study can serve as a basis for further research and exploration into the
determinants of financial distress, corporate governance practices, and regulatory

effectiveness within the insurance sector.

Furthermore, the study holds broader societal implications by enhancing transparency,
accountability, and trust within the insurance industry. In an era marked by heightened
regulatory scrutiny and increasing investor awareness, stakeholders demand greater
transparency and disclosure regarding the financial health and performance of
insurance companies. By conducting a rigorous analysis of financial performance using

an established model like the Altman Z Score, the study promotes transparency and
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accountability, thereby fostering trust and confidence among stakeholders. This, in turn,
contributes to the stability and sustainability of the insurance sector, which plays a vital
role in safeguarding individuals and businesses against various risks and uncertainties.
Overall, the significance of the study lies in its ability to generate actionable insights,
advance academic knowledge, and promote transparency and trust within the insurance
industry. By shedding light on the financial performance of selected insurance
companies in India, the study contributes to informed decision-making, regulatory
effectiveness, and the overall resilience of the insurance sector in the face of evolving

market dynamics and emerging risks.
1.20 SCOPE OF THE STUDY

The current study offers an examination of the expansion and development of insurance
companies in India during the insurance regulatory and development authority (IRDA)
reforms and the introduction of more innovative products. The research was carried out
in India. It is to one's advantage to have a comprehension of the movement of the
insurance sector, especially in relation to the financial performance, which includes
things like profitability and liquidity difficulties. The current study offers the elements
that have an influence on the profitability of a selection of life insurance and general
insurance businesses in India. When it comes to efficiency, insurance businesses are
evaluated based on how profitable their business concerns are. The scope of
profitability and liquidity is quite broad, and the current analysis is based on accounting
information from a selection of private sector insurance businesses in India. Through
the utilization of a variety of instruments and methods, the researcher was able to
ascertain the overall financial performance of the selected insurance businesses as well
as the most current developments in the industry. As a result, the current study has
conducted an analysis of the commercial or accounting profitability as well as the
liquidity position of the top five private life insurance and general insurance firms and
one public life insurance and general insurance business. This makes it easier for
individuals to determine the effectiveness of life insurance and general insurance firms,
which in turn makes it easier for investors to put their money into that particular
insurance company. Because the most profitable firms are delivering more offers and

advantages to the customers in order to survive and face more competition, the majority
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of the researcher's focus has been on portraying the insurance company that has
benefitted from purchasing insurance policies based on the financial performance of the

insurance companies.
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