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INNOVATIVE METHODOLOGY IN FINANCIAL ANALYSIS
OF INSURANCE ORGANIZATIONS

Insurance, which is one of the main avenues of economic diversification, is also important
financial and protection mechanism. In order to maintain the activity of insurance organizations and
protect them from possible risks, regular financial analysis should be conducted, measures should be
taken to make sound financial decisions and protect financial stability. Especially in the new market
economy countries, where the “insurance culture” has been not fully formed, financial analysis of
insurance organizations can make an important contribution both to strengthening the stability of
the country’s financial system and to increasing the confidence of the population in the activities
of insurance organizations. In this regard, the theoretical part of the article examines the historical
development and modern state of the insurance market in Azerbaijan as a new open market economy
country, as well as important state regulations related to financial stability. In the study, the financial
analysis of insurance organizations has been conducted on the basis of the specifics of financial analysis
in insurance organizations and the recommended financial ratios. The interpretation of the results and
the opportunities to improve the financial indicators of the companies have been emphasized.
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CrpaxyBaHHsI, K OJIMH 13 OCHOBHHX METO/IIB PO3IOLTY PI3HOMaHITHUX PU3HKIB, IKi BAHUKAIOTh
Y BIIKPHTif pHHKOBIH €KOHOMIIIi, TEXK MiAJIATaE TEBHIM pru3nkaM. [locaimoBHICTE Horo aii, ¢pinaHcoBa
CTaOIBHICTB, a TAKOK JOCTATHICTH (PIHAHCOBHUX PE3yNbTATIB JUIA BiTHOBICHHS JisUTBHOCTI B MaOyT-
HbOMY € KPUTHYHUMH HE TUILKH JIJIsl CTPaXOBHX KOMIAHIH, a i JJIsl peryJisiTOpHUX OpraHiB (piHaHCOBHX
0a3 1 cy0’exTiB nepectpaxyBaHHs. BaxkinBo 3a0e3neunty (hiHaHCOBY CTAOIIBHICTD 1 AOBIpY /10 (BiHaH-
COBUX PHMHKIB, 0COOJIMBO JUIsS KpaiH 3 MEPeXiIHOI0 eKOHOMIKOIO, SIKi TpaHC()OpMyBaINCS 13 3aKPHUTO]
CKOHOMIKH y BIAKPHUTY. Y CTaTTi, MiATOTOBJIEHII HA IPUKJIIA/Ii CTPAXOBUX OpraHizaliii Azepbaiipkany,
Ha OCHOBI CHCTEMHOTO TiIXOIy, aHalli3y, CHHTE3Yy, TpapiuHuX i CTATUCTHYHIX METOJIB TOCIIHKEHO
OCHOBHI ITOKa3HUKH CTPAXOBOTO PHHKY 1 CTPaxOBUX OpraHi3amiif 3a OCTaHHIH Jac.

JlociipkeHo 0COOJIMBOCTI CTaHOBJIGHHSI Ta PO3BUTKY CTPaxOBHMX BIHOCHMH B A3sepOaiiikani,
MPOaHaJIi30BaHO €TaIM PO3BUTKY CTpaxyBaHHS, OLIHEHO BIUIMB JEPXKABHUX DILIEHb IOJ0 PEryJIto-
BaHHS CTPAaXOBHX OpraHizaliil Ha iX ¢iHaHCOBHH cTaH. 3’sicCOBaHa TMHAMIKa CTPaXOBUX MPEMil i cTpa-
XOBHX BUILIAT B A3epOaiikaHi 3a ocTaHHi 11 pokiB, KITBKICTh CTPAXOBUX OpPraHi3aliil SK OCHOBHUX
YYacCHUKIB CTPAXOBOTO PHHKY, KITBKICTh YKIaJCHUX JOTOBOPIB CTPaxXyBaHHS SIK OCHOBHHUI ITOKAa3HUK
c(hOpMOBAHOCTI CTPaXOBOI KYJIBTYPH Ta AOCITIIKEHO IIEPCIIEKTHBU PO3BUTKY CTPAXOBOTI'O PHHKY.

OCHOBHOO METOIO MPOBEICHHS (HIHAHCOBOI'O aHAJi3y B CTPAXOBOMY CEKTOPI € MIATPUMAHHS J10-
BipM Ha (D)IHAHCOBUX PHHKaX, OIiIHKA HAJIHHOCTI CTPaXOBHKA Ta JOTPHMAHHS CYCHUIBHHUX 1HTEPECIB.
VY Apyrii 4acTHHI CTAaTTi JOCIIKEHO OCOOIMBOCTI I[HOTO MPOLECY, METOM aHawi3y, (piHaHCOBI MO-
Ka3HHKH, SIKi BHKOPUCTOBYIOTHCS MPHU IUIAaHYBaHHI Ta aHAJi31 mpouecy.

VY Tperiif 9acTHHI CTAaTTi B PiI3HUX HANPSMKaX MPOAHATI30BaHO OCHOBHI (DiHAHCOBI TOKAa3HUKH
CTpaxOBUX OpraHi3alliif 3a OCTaHHI TPH POKU HAa OCHOBI (hiHAHCOBO 3BITHOCTI KOMIaHIH 31 CTpaxyBaH-
HS1 XKHTTSL, 1O MPALIOI0TH B A3epOaii/pkaHi, a TakoK (PiHAaHCOBI TTOKA3HUKH, TPU3HAYEHI JIJIsl BAKOPHC-
TaHHS B ITPOIIEC] TOCII/PKEHHSI.
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BinmosigHo 10 iHTepmpeTamii pe3ynbTaTiB aHami3y Oyl BU3HAYEHI HAMPSIMKH PO3BUTKY CTpa-
XOBOTO PUHKY B A3sepOaiipkaHi, BJOCKOHAJICHHsT (DiHAHCOBOT 3BITHOCTI B CTPaXOBHX OpraHi3allisx,
MiABUIICHHS (D iHAHCOBOT IHKJIFO31T Ta 3MIIHCHHS CTa0LITBHOCTI AIsUTHHOCTI CTPAXOBUX KOMIIaHIH.

Knrouosi cnosa: Azepoaiioxcan, cmpaxosa npemis, AKicimos aKkmueis, npuoymrosgicmas, koegi-

UieHmMu aKmueHoCmi
JEL: G10, G22

Introduction

In the 19™ century, financial analysis
was carried out for the purpose of studying
the efficiency of the enterprise’s activity,
determining the effectiveness of management
decisions, and assessing the enterprise’s
compliance with the factors of the business
environment. In contrast to the classical
approach related to the assessment of financial
stability, the current financial analysis is
very important in terms of predicting and
sustaining future activity for emission
enterprises, especially in the open market
economy. Insurance, which is one of the main
methods of sharing various risks occurring in
the open market economy characterized by
uncertainties, is itself exposed to certain risks.
The continuity of a company’s its activity, its
financial stability and sufficiency of financial
results for the continuation of activities in the
future are important not only for insurance
organizations, but also for supervisory
authorities of financial bases, reinsurance
organizations and customers. Due to its
specific characteristics, financial reporting
in an insurance organization has certain
differences compared to other commercial
enterprises, which are manifested in the
process of financial analysis of insurance
organizations as the next stage of financial
reporting. From this point of view, the
formation of specific methodologies aimed
at conducting financial analysis of insurance
organizations should be viewed as a new
direction of financial analysis. Issues such
as the concept of solvency III of insurance
organizations, the profitability of activities,
the frequency of collecting insurance fees
and the existence of a buffer reserve for
insurance payments are extremely important
for countries with a developing regulated
open market economy such as Azerbaijan.

In the current situation with various
economic (crises), political (war, revolution)
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and natural (pandemic) cataclysms, the
development of the insurance market,
including insurance relations as the
main manifestation of financial markets,
confidence in the activity of the country
at the macro level, and in the activities of
insurance organizations at the micro level,
are very important for the increase and
improvement of investment opportunities.
Most recent studies on the insurance market
(Basturk, 2019; Born & Bujakowski, 2022;
Dankiewicz & Simionescu, 2020; Hasanova,
2015; Ozen & Grima, 202; Prokopchuk et
al, 2019; Wang et al, 2020) considering the
insurance market as one of the main impulses
of'economic development, the sustainable and
stable activity of its participants (Berkdemir
& Nurullah, 18; Bulbul & Kose, 2016; Burca
& Batrinca, 2014; Joo, 2013; Malik, 2011)
emphasize the necessity of regular analysis.

The aim of the study is to complete a
financial analysis of insurance organizations
and explore the historical development and
modern state of the insurance market in
Azerbaijan as a new open market economy
country. The first part of the article presents
the historical overview of insurance market
in Azerbaijan. The specific features of
financial analysis in insurance organizations
are demonstrated in the second part. The
third part includes the analysis of financial
indicators of life insurance organizations in
Azerbaijan. The conclusion is presented in
the last part of the article.

An overview of the insurance market
in Azerbaijan

Although the first insurance-like
activities in the history of the world are
believed to emerge in Babylon about 4000
years ago, in Azerbaijan insurance related
activities appeared relatively late, in the
middle of the 19" century. Branches and
departments of foreign insurance companies
operated in Azerbaijan until the October
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revolution (Ibrahimov et al, 2017). After
the revolution, in 1921, the State Insurance
Department was organized under the
Russian People’s Commissariat for Finance
(Khankishiyev & Abdullayev, 2004). The
insurance business in our country began
to develop independently after the 1990s.
Along with the state insurance company, the
number of private insurance companies began
to increase. The more dynamic development
of insurance activity in Azerbaijan started
after 2003. The sale of credit products began
to increase due to the fact that banks and
credit organizations attracted cheap financial
institutions. Among the loans, car loans
prevailed, so the banks wanted to insure the
car they lent. In addition, the same situation
was observed in business loans secured by
property. This collateral property was also
insured by insurance companies at the request
of banks. Thus, the revival in the banking
sector led to the revival in the insurance
sector. It is typical for many economies
globally that the banking sector promotes the
development of insurance as another area of
the financial sphere, which most researchers
associate with the efficiency of the country’s
financial system.

According to the decision of the Cabinet
of Ministers of the Republic of Azerbaijan No.
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152 dated 20.09.2001, from 01.01.2002 the
authorized capital of insurance organizations
was set at 2 billion AZN and for reinsurers
— 5 billion AZN. As a result, the number of
insurers decreased from 62 to 38. Since 2009,
the minimum authorized capital has been
set at 800,000 manats (AZN) for insurers
operating since 2009, 1,000,000 manats for
newly created insurers, 1,600,000 manats
for active reinsurers, and 2,000,000 manats
for newly established reinsurers (Ibrahimov
et al, 2015). As a result, 28 insurance
companies and 1 reinsurance company, as
well as 7 insurance brokers, were operating
in Azerbaijan at that time.

Fig. 1 demonstrates the number of
insurance companies operating in Azerbaijan.

As can be clearly seen from the graph,
the number of insurance organizations
was more than 20 over the past 11 years,
despite various financial requirements of
the state (increasing the authorized capital,
increasing the volume of reserve funds, etc.)
(Hasanova, 2005). The fluctuation of the
number of insurance organizations is due to
the high influence of banks on the financial
sector of the country and the fact that
insurance organizations are mainly focused
on the insurance of bank products. However,
since 2018, an increase in the number of
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Fig. 1. The number of insurance organizations operating in Azerbaijan in 2010-2021
Source: The graph was compiled by the author based on stat.gov.az database (05.12.2022)

79



ISSN 2074-5354 (print), ISSN 2522-9745 (online). AKABEMIYHUNA OTNISi. 2023. Ne 1 (58)

insurance organizations has been recorded
in Azerbaijan. In the life insurance market,
where only 3 insurance companies have been
operating since 2010, in 2019 “XalqHayat”
and in 2021 “MegaHayat” insurance
companies started operating under license.

The increase in the number of insurance
organizations focused on life insurance is
associated with an increase in demand for
these insurance products in the market. Fig.
2 shows the number of insurance contracts
concluded for life and non-life insurance
products in 2015-2021.

As can be seen from the Fig.2, even
though non-life insurance prevailed at the
beginning of the analyzed period, the number
of insurance contracts concluded on life
insurance products has increased since 2018.
So, compared to 2015, in 2021, the number
of contracts for private insurance increased
2.5 times or 615,123 to 859,034. The main
reasons for such an increase may be public
education, concessions on the use of this type
of insurance in the new tax legislation.

Two other indicators that characterize
the insurance market are fees and payments
(Burca & Batrinca, 2014). According to the
information of the Central Bank of the Republic
of Azerbaijan, interesting dynamics are observed
in this direction. Fig.3 clearly shows that picture.
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In 2015-2021, insurance fees for life
insurance increased 2.6 times, and insurance
payments increased 5.58 times, the ratio
of insurance fee to insurance payment for
the mentioned years was 1.82. For non-life
insurance for the years 2015-2021, although
the collection of insurance fees increased by
40 percent, insurance payments increased
by 14 percent, the ratio of insurance fee to
insurance payment was 2.52. In general,
the number of life insurance payments has
increased substantially in the last two years.
A continuous increase in the collection of
fees as been observed for non-life insurance.

As can be clearly seen from the
statistical reviews, the insurance market
of Azerbaijan continues the process of
formation. The data provided once again
proves that the government’s main focus
is on protecting the financial stability of
insurance organizations and ensuring their
solvency. In this context, determining the
financial indicators of insurance companies is
of decisive importance not only in assessing
the financial sector from a macro perspective
and in policy development, but also in
making managerial decisions from a micro
perspective. In order to make an objective
decision in this direction, as well as to make
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Fig. 2. The number of insurance contracts concluded in Azerbaijan
Source: The graph was compiled by the author based on stat.gov.az database (05.12.2022)
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Fig. 3. Dynamics of insurance fees and payments in 2015-2021
Source: The graph was compiled by the author based on stat.gov.az database (05.12.2022)

operational and sustainable management
decisions in insurance organizations, it is
necessary to study in detail the financial
position and performance of insurance
organizations, evaluate their effectiveness,
in short, use the achievements of financial
analysis.

Specific features of financial analysis
in insurance organizations

In the insurance sector, financial
analysis is an analytical process that performs
functions such as maintaining confidence in
financial markets, assessing the of an insurer
reliability, and complying with the public
interest.

The purpose of the analysis of the
insurance organization is to determine
the financial solvency of the insurance
company and its financial results, as well as
to determine ways to improve business its
efficiency.

Financial statements of insurance
organizations differ from financial statements
of commercial and industrial companies.
Insurance companies, unlike other business
entities, must create accounts including
analytics derived from service features.
The characteristics of insurance companies
are also reflected in insurance financial

statements. We can list these features as
follows (Bulbul & Kose, 2016; Zeynalli,
2020):

* In insurance companies, it is
not possible to accurately determine the
profit or loss for the period. Because the
cost of each service performed is based
on some probability calculations. These
probability calculations often include an
average probability based on the law of
large numbers. If the risks exceed this
average probability threshold, there will
be a loss for the company. But if they
stay below this threshold, there will be a
profit.

* In years of disaster or major
damage, insurance companies will have
to pay a large amount of insurance fees.
Therefore, it is inevitable that a company
will suffer losses or make less profit in
such years. It should not be forgotten that
although the profitability rates of insurance
companies are low in such years, the long-
term profitability rates may not be affected
by negative fluctuations.

» Reserves of insurance companies
are formed not from profits, as in other
enterprises, but from insurance fees paid by
policyholders.
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+ Since actuarial calculations are
based on certain probability calculations, a
certain margin of error is always possible in
financial statements.

* Analysis of solvency and liquidity
occupies a major place in the financial
analysis in insurance organizations. In
order to measure the solvency, the financial
statements prepared in accordance with
the International Standards of Financial
Statements of insurance companies are used.
However, the company’s ability to determine
its future solvency is limited. The future cash
flow of an insurance company is based on the
probability of a number of uncertain events.
Therefore, cash flow forecasts are estimates
of possible outcomes within a certain margin
of error.

* Another distinctive feature is that
the solvency of insurance organizations is
based on the performance of the investment
portfolio rather than the insurance portfolio.
However, in our opinion, it is more correct
from the point of view of financial analysis to
base the solvency not only on the insurance
or investment portfolio of the company, but
on the entire activity of the company.

e+ Analyzing only one year of data
can sometimes lead to incorrect results due

to cyclical effects in insurance. To solve this
problem, it is necessary to carry out an analysis
with figures covering periods of 3-5 years.

* Another approach to  assess
profitability is to compare profitability ratios
with the worst and best institutions in the
insurance sector.

* Since insurance companies are
financial intermediaries, asset quality is
critical to solvency. Most of the assets of
insurance companies are invested in bonds,
stocks and real estate. Their distribution and
quality inevitably determine the quality of
assets and their profitability.

 Being a financial institution,
insurance companies should bring liabilities
into line with the repayment structure of their
assets. This is especially important in life
insurance companies.

Since the financial indicators of insur-
ance companies are affected by many factors,
many criteria should be taken into account
when implementing the financial analysis of
insurance companies. As the most optimal
method of financial analysis, the following
life insurance coefficients are used in the
analysis of insurance organizations using the
ratio method (Baspinar, 2005; Basturk, 2019;
Chen et al, 2004; Joo, 2013) (Fig.4):

Classification of ratios used in financial analysis of insurance organizations

Financial structure Asset quality and s . .. .
ratios liqui((i]ity r?;ios Profitability ratios Activity coefficients
Insurance Fee/ || Current liquidity || Netprofit/ insurance Conservation factor
Capital ratio fee
Insurance
Equity/Assets Instant liquidity ratio [— payments/insurance Compensation factor
fee

|__|Accounts Receivable
/ Assets

Accounts receivable
fequity

Basic operating
costs/ insurance fee

Fig.4. Classification of ratios used in financial analysis of insurance organizations
Source: Baspinar, 2005; Basturk, 2019; Chen et al, 2004, Joo, 2013
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Financial structure ratios measure
the ability of insurance companies to meet
their medium and especially long-term
obligations. Companies may be short-term
loss-making, may mismanag assets, or have
difficulty raising funds. However, the ability
of companies to meet their obligations in the
medium and long term is still important. The
financial structure coefficients also evaluate
this analytical direction.

In insurance companies, liquidity and asset
quality ratios are important in terms of asset
valuation and assurance that their guarantees
to creditors or policyholders can be honored.
The mentioned coefficients are the coefficients
that interpret the company’s ability to fulfill
short-term obligations and evaluate whether
the working capital is at the required level for
business (Zeynalli, 2021). Activity ratios are
aimed at assessing the long-term activity of
an insurance organization from the point of
view of financial management and at studying
the possibilities of diversifying risks arising
in the process of fulfilling obligations from an
analytical point of view (Akyuz & Kaya, 2013).
Profitability is one of the key indicators of
success for insurance companies and is essential
for companies to continue in business (Malik,
2011). In the insurance sector, companies
increase their capital through retained earnings
and thereby increase their solvency, which
requires an analytical assessment of the
coefficients associated with an increase in the
collection of insurance premiums and a decrease
in payments on insurance events.

Analysis of financial indicators of life
insurance organizations in Azerbaijan

Acquittance with the general financial
performance of life insurance companies
before analyzing the ratios mentioned in the
chart will make the financial analysis more
reliable and the results correctly interpreted. As
we mentioned earlier, in 2022 there were 5 life
insurance companies operating in Azerbaijan.
“Ateshgah Hayat” insurance company, the
first life insurance company in Azerbaijan, has
been operating since 1998, “PASHA Hayat”
and “Gala Hayat” insurance companies —
since 2010, “XalqHayat” — since 2019 and
“MegaHayat” insurance company — from 2021.
The companies operate under license.

As can be seen from the analysis of
Ateshgah’s financial indicators for life
insurance, presented in Fig. 5, the company’s
assets for the analyzed years amount to 36%
or 35191089.66 AZN, including liabilities
35% or 27452586.25 AZN, and capital 12%
or 2531268.42 AZN. Assets have decreased
and the main reason for this is a decrease in
applications to insurance companies due to
the tightening of credit policies in banks after
the devaluation of the national currency, and
the emergence of economic stagnation in
the insurance sector due to the COVID-19
pandemic. A key point to note in the asset
analysis is that in all cases the company’s
assets, as well as liabilities and equity, are
lower than the sector average. The main
reason for this is that the assets of other
companies are larger compared to Ateshgah
life insurance company.

Despite the decrease in assets, the
company’s revenue in 2020 was expected to
increase significantly. Thus, it increased by
36% or 12561048.74 AZN. The main reason
for the increase in income is the increase
of net insurance reserves by 3.4 times or
21557200.54 AZN due to the changes made
in the normative and legal documents. In
2021, the 12.2% increase in the company’s
collection from direct insurance premiums
was neutralized against the background of
the decrease in the net insurance reserve, as
a result, the company’s income decreased by
24375254.4 AZN.

The increase in revenues in 2020
was also reflected in expenses, with
company expenses increasing by 46.8%.
Thus, the amount of insurance payments
by the company increased by 2.1 times
due to the impact of the pandemic. In the
subsequent period, the company achieved
cost optimization due to the approximate
reduction of costs in this direction by half.

Pasha Life Insurance Company is the
insurance company with the highest share in
the insurance market of Azerbaijan. It suffices
to name only a few financial figures for the
company’s financial capabilities to be clear
to us. For example, its assets are 2.91 times
the worst-case industry average, capital is
2.17 times higher, and income is 3.07 times
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Fig.5. Financial indicators of Ateshgah Life insurance
Source: The graph was compiled based on the financial report of Ateshgah Hayat insurance company
(https://www.ateshgah-life.com/reports) (10.12.2022)

higher. Fig.6 shows the financial indicators of
Pasha Insurance and the average indicators of
the sector. As already mentioned, despite the
financial stagnation in the banking sector and
the economic impact of the pandemic, Pasha
Life Insurance showed only a slight (1.5%)
decline in assets. The financial condition of
the company for the analyzed periods is much
higher than the industry average, which once
again proves that other companies have less
resources than Pasha Life Insurance.
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In 2020, the growth rate of the
company’s expenses (71.1%) was higher
than the growth rate of its income (48.2%),
but it did not prevent the income from
“covering” the expenses. The same situation
repeated in 2021. It should be noted that
in accordance with the requirement of the
normative decision on the regulation of net
insurance reserves, as in other insurance
companies, the income of the company
has increased significantly. The increase in

i

Income Costs Net profit (loss)

2021

Industry average 2021

Fig.6. Financial indicators of Pasha Hayat insurance
Source: The graph was compiled based on the financial report of Pasha Hayat insurance company (https.//
pasha-life.az/about/hesabatlar/) (10.12.2022)
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expenses was due to the payment of insurance
fees related to the main operating expenses.
Preliminary analysis results clearly show that
the company has a sound financial structure.

The financial indicators of the Gala
life insurance company, which has the third
largest share in the insurance market of
Azerbaijan, are notable for their stability
and positive dynamics during the analyzed
period. Thus, for all three analyzed years, the
indicators of assets, capital, income and net
profit of the company increased, while there
was a decrease in indicators of liabilities and
expenses (Fig. 7).

Compared to 2019, in 2021, the
company’s assets increased by 27% due to
the increase in cash and receivables, while
its liabilities decreased by 5.4% or AZN
1,276,720.98. An interesting point that draws
attention is the substantial increase in company
capital in 2020, which was associated with the
issuance of company shares.

The positive dynamics is also reflected
in the company’s income. In 2021 compared
to 2019, against the background of 29%
increase in fees and 2 times increase in other
income, the negative result of the change in
the net insurance reserve led to an overall
increase in the company’s income by 6%.
Despite the fact that insurance payments,
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which are considered the company’s main
operating costs, decreased by 49% in the
analyzed period, the increase in returned
insurance fees and administrative staff costs
caused a total 11% decrease in the company’s
costs. It should be noted that the reduction
of the costs of the insurance company can
be considered as an indicator of its efficient
financial management, and on the other
hand, it can be an indicator of the company’s
refusal to fulfill its obligations.

Xalq Hayat insurance company, a
“relatively young” company of the national
insurance market, has a smaller share
compared to its competitors, but its financial
performance has been dynamically growing
during the analyzed period. Compared to
2019, the company’s assets increased by
45% in 2021, liabilities increased 2.5 times.
The increase in liabilities in 2021 was due to
an increase by 2797236 AZN in insurance
reserves and by 2268156 AZN in other
accounts payables. The capital, which is the
last element of the report on the company’s
financial condition, increased by 11% in the
analyzed period and was reached 5453105
AZN. The financial indicators of the
young company are lower than the average
indicators of the sector, as in the case of the
“MegaHayat” insurance company (Fig.8).
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Fig.7. Financial indicators of Gala Life insurance

Source: The graph was compiled based on the financial report of the Gala Life insurance company
(https://qala.az/about/financial_indicators) (10.12.2022)
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Fig.8. Financial indicators of Xalq Hayat insurance
Source: The graph was compiled based on the financial report of Xalq Hayat insurance company
(https://xalqhayat.az/haqqimizda/hesabatlar/) (10.12.2022)

The expansion of the company’s sales
network and the increase in the volume of
insurance products also have an impact on
its income. During the analyzed period, the
company’s revenues increased 4.5 times, the
main reason for which was the uniqueness
of the company’s corporate products and
competitiveness in the corporate sector.
The fact that the direct insurance fees of the
company increased by 6.5 times and reached
6112864 AZN supports this suggestion.

Another interesting fact to be mentioned
in the analysis of the company’s expenses is
that the administrative expenses related to
the expansion of the sales network increased
by 666,969 AZN and amounted to 2,523,703
AZN in the analyzed period, which accounted
for 68.4% of the total expenses in 2021. The
negative figure suggests that the company’s
expenses are regulated, and the expenses
directly related to the insurance payment are
low.

A preliminary analysis of the financial
statements of companies operating in the
field of life insurance in Azerbaijan shows
that the structure of their income differs from
the structure of income of insurers operating
in Western countries. In Western companies,
35-40% of the costs are mainly for insurance
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payments, 10-20% for insurance reserves, and
10-12% for conducting work. These figures
are figures arising from normal insurance
activity. Unfortunately, there are insurance
companies in the national insurance market
where insurance payments make up only
5-10% of the total costs, and operating costs
make up 40-50%.

Considering the indicators of the
financial structure of companies, special
attention should be paid to the ratio of
insurance premiums and capital. The ratio
of insurance premiums to capital shows
how many times insurance premiums are
generated from capital. Graph 8 shows the
results of the ratio of life insurance companies
(Fig. 9).

First of all, it is necessary to note that
this ratio should not exceed 4 for European
countries (Berkdemir & Nurullah, 2018).
An increase above 4 indicates insufficient
personal capital and increases the risk of
the insurance company. The local insurance
companies also operate in accordance with
the mentioned optimum result. The result
obtained in 2019 for the life insurance
company Gala can be described as stabilizing
due to capital increase through additional
financing linked to the financial structure.
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Fig.9. Results on insurance fee/capital ratio
Source: The graph is based on the insurance company’s financial report
The Capital/Asset ratio provides increases in life insurance. Life insurance

important analytical information about the
insurance company’s ability to pay its long-
term liabilities. The ratio describes what
portion of the insurance company’s assets
are paid by the insurance company owners. If
the ratio increases over time, it indicates that
the company’s management is successful.
We believe that the ratio should be compared
to the industry average on a company-by-
company basis (Fig.10).

Compared to the non-life direction, the
ability to fulfill obligations in the long-term

companies demonstrate higher management
success than non-life companies. The
analysis shows that Pasha Life Insurance
Company, which is the leading enterprise of
the national insurance market, has a lot of
liabilities, and it ended up in the last place.
The financing of more than 80% of the assets
of the Pasha Life Insurance Company from
its own assets suggests that the company is
implementing a strict financial policy and
reducing alternative financing opportunities.
However, the optimization of the company
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Fig.10. Results on the Capital/Assets ratio
Source: The graph is based on the insurance company’s financial report
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indicator over time is also observed. The
positive traces of the capital investment of
Gala Life Company are also clearly visible
in this ratio.

For insurance companies that are
financial intermediaries, the quality of their
assets is very important in terms of solvency
adequacy. The composition, distribution
and quality of assets invested in bonds,
stocks and real estate determine the overall
quality of assets. Accordingly, the assets of
insurance companies must have a liquidity
structure that, on the one hand, can meet their
cash needs and, on the other hand, generate
income (Fig.11). The first coefficient studied
in this direction is the current liquidity ratio.
In insurance companies, the current ratio is
calculated by dividing monetary assets and
reserves by the sum of payables.

Liquidity analysis of companies gives
food for thought. Against the background of
substantial (2.3 times) increase in the current
liabilities of the Ateshgah Life Insurance
Company in 2019, in 2020, the company’s
liquidity indicator decreased, in 2021 it
was 16.58. Another interesting point was
observed in the Pasha insurance company —
the company experienced a one-year increase
in its liabilities in 2020 and a decrease in the
corresponding indicator. The indicators of
the Pasha Life Company have a relatively
stable structure.

The other two ratios used for asset
quality are based on the ratio of receivables

to assets and personal funds. The index of
insurance companies by years is presented in
the table below.

It is also clearly observed from Table 1
that the ratio of receivables to assets is low
for all companies. In all cases, the maximum
value of the indicator is equal to 0.11, which
indicates that only 11% of the company’s
products are forward sales, and the “probable
non-returnable” assets are quite small. On
the other hand, referring to the mentioned
figures, we can say that the life insurance
companies have a relatively aggressive sales
policy, do not prefer term sales and ignore
the possible portfolio of potential customers
in the market.

A similar picture is observed in the
ratio of receivables to capital. Indicators
can be accepted at an acceptable level.
The fact that the receivables of Ateshgah
Life Insurance Company exceed 4 million
AZN for the analyzed years, causes the
coefficient to take an average value of 0.21,
which can be considered relatively risky.
However, as a general interpretation of
the ratio, we should note that the company
can compensate for possible risks arising
from receivables by using only 20% of its
capital. Positive dynamics are observed in
the indicators of other companies. Thus,
the capital investment in the Gala insurance
company also affects its ratio and caused the
indicator to decrease by 1.37 points in 2020
compared to 2019.
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Fig.11. Results on the current liquidity ratio
Source: The graph is based on the insurance company’s financial report
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Table 1
Results of life insurance companies on receivables/assets and receivables/equity ratios
No Insurance 2019 2020 2021
companies | Debtor debt | Debtor debt | Debtor debt | Debtor debt | Debtor debt | Debtor debt
/asset /equity /asset /equity /asset /equity
1 | Atashgah 0,04 0,17 0,07 0,23 0,06 0,21
2 |Pasha 0,03 0,16 0,03 0,20 0,01 0,03
3 | Qala 0,05 1,41 0,04 0,06 0,03 0,06
4 | Xalq 0,11 0,13 0,05 0,06 0,03 0,05

Source: The table was compiled based on the insurance company’s financial report

As a form of entrepreneurial activity,
the main goal of an insurance organization
is to make a profit. Insurance companies
specializing in other insurance products,
except for the insurance of biological assets
and agricultural activity in the agricultural
field, pay special attention to maintaining
the level of profitability for the continuity
of their activities. It should be noted thar
insurance companies that insure biological
assets and agricultural activities in the
agricultural sector, in most cases receive a
kind of guarantee for the continuity of their
activities by receiving serious assistance
(subsidies) from the state financial system.
While agricultural insurance organizations
in Azerbaijan receive financial assistance,
life insurance organizations do not receive
financial allocations, so these organizations
pay special attention to profitability.

The first ratio used for profitability
analysisistheratio of net profittoaccumulated
insurance premiums. As the name suggests,
the ratio analyzes the relationship between
net profit and insurance fees and shows how
many times the accumulated fees cover the
net profit. The results of the companies are
presented in Fig.12.

A ratio of more than 0.5 is considered
optimal. However, as it can be seen, most
of the local insurance companies have
an indicator below the optimal level, and
moreover, this indicator is not stationary.
However, the increasing dynamics of Gala life
and People’s life insurance companies in the
last two years show that they have a chance to
maintain this pace in the future if there are no
serious cataclysms in the economy.

Another ratio used in profitability
analysis is the insurance payments/insurance

2020 —

0,00 0,50 1,00

Xalg Hayat  m Gala Hayat

m Pasha Hayat

1,50 2,00 2,50

m Ateshgah Hayat

Fig.12. Results on net profit/insurance premium ratio
Source: The graph is based on the insurance company’s financial report
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fee ratio. In essence, the ratio, based on
the ratio of the main items of income and
expenses, shows what part of insurance
payments is paid from insurance premiums
collected from policyholders, and acts as
a “trust index”, proving how much of the
collected money is spent. The optimal price
of this coefficient varies depending on the
position of the insurer and the policyholder.
Thus, while the insurance company that
allocates all the collected funds for the insured
to payments for insurance events is considered
“trustworthy”, it is considered acceptable for
the insurer to allocate a smaller portion of the
collected funds to insurance events within
certain limits. The results of local insurance
companies are presented in Fig.13.

As can been seen from the graph, the
payments differ significantly over the years.
In 2019, since the public insurance company
was newly established, it did not make
an insurance payment due to an accident,
therefore it was not included in the schedule.
The remaining companies, which showed
almost the same result, directed 46% of the
total collected funds to compensation of
insurance events.

In 2020, the numbers changed
significantly. Of course, the main reason
for this change can be considered the
corona virus pandemic. All the remaining

3,00
2,50

2,00

2019

M Ateshgah Hayat

M Pasha Hayat

insurance companies, except the People’s
Life Insurance Company, spent more funds
than the insurance fee collected in 2020 for
the payment of insurance events. People’s
Life Insurance Company allocated AZN
5,000 funds to eliminate the consequences of
the insurance event. In 2020, the Gala Life
Insurance company invested 2.5 times more
funds raised from insurance payments.

In 2021, the numbers changed even
more. Thus, Ateshgah life and Pasha life
insurance companies allocated more than
70% of the collected funds, and the other
two companies allocated up to 25% for
insurance payments. As it can be seen,
experiencing different situations in three
consecutive years makes it difficult to make
a general interpretation of the results of the
insurance payments/insurance fee ratio. A
more objective analysis of the results on
the relevant coefficient requires additional
clarifying information and time.

The main activity costs of the insurance
organization mean the costs incurred in
connection with the implementation of the
insurance activity, the ratio of these costs
to the received insurance fee is determined
by the ratio of the main activity costs to the
insurance fee. The ratio represents the costs
incurred by insurance companies for every 1
AZN insurance fee produced (Fig.14).

2020 2021

M Gala Hayat Xalg Hayat

Fig.13. Results on insurance payments/ insurance premium ratio
Source: The graph is based on the insurance company’s financial report
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Fig.14. Results on main activity costs/ insurance premium ratio
Source: The graph is based on the insurance company’s financial report

The low price of the indicator indicates
the company’s ability to collect insurance
premiums and the profitability of sales
channels. The numbers of the companies
operating in the local insurance market show
mainly low indicators. Due to the large sales
volume of insurance products, Pasha Life
Insurance Company had an average of 0.77
indicators for all three years, so it incurred
0.77 AZN for every 1 AZN of insurance fee.
In Gala life insurance company, there was a
fundamental change in the indicator due to
the large amount of expenses in 2020, and the
main reason for this was that the collection
of insurance fees in 2020 decreased sharply
(13252168.28 AZN)to 1590617.45 AZN. The
same scenario can be observed in Pasha Life
Insurance Company. Thus, the company’s
low collection of insurance fees resulted in
a high value of the coefficient. However,
the gradual decrease of the indicator means
that the efficiency of the company’s financial
management is increasing, and in the future,
more promising figures will be formed on the
mentioned report item.

It is impossible to calculate and analyze
the coefficients related to this field of activity,
since it is impossible to determine the
amount of net insurance premiums according
to the accounting rules in the insurance
organizations of Azerbaijan. However,

concrete ideas can be put forward about the
analytical possibilities of the conservation
and compensation coefficients used in this
direction.

Risks that insurance companies do
not transfer to reinsurance, but retain, are
conservations. The ratio shows the actual risk
assumed by insurance companies and also
provides information on how many times the
insurance company closes the reinsurance
contract. The ratio is based on the ratio
of net fees to gross premiums. There is no
optimal indicator of the coefficient. Because
although the high retention rate of companies
with high capital does not cause problems
for policyholders, the high retention rate
of companies with insufficient capital may
mean that the company’s financial situation
is problematic. That is why it is impossible
to determine the optimal value for the
conservation coefficient.

The compensation coefficient is an
indicator that characterizes the possibility
of payment for insured events that remained
in force in the previous year and paid out in
the current year. To put it more simply, the
compensation ratio shows the damage caused
and how much of these damages are covered
by insurance companies. The coefficient is
expected to be between 0.60 and 0.80. The
fact that insurance companies have a high
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level of compensation is reassuring for
insured persons. If the insurance company’s
level of compensation is low, it means that
the company is not sensitive to the payment
of the insurance event. As a result, a low
indicator damages the company’s business
reputation in the market and has a negative
impact on the insured persons.

Conclusion

As insurance is one of the main parts
of the financial sector, the risk factors of the
market economy are the most optimal means
for splitting and diversifying risks under the
conditions. On the other hand, insurance,
whose main purpose is to ensure profitability,
is also a manifestation of entrepreneurial
ability, a financial institution. The stable
operation of this institution and continuous
analysis of its solvency are very important
for both company owners, financial market
participants, and government bodies. Thus,
meeting the needs of interested parties will
increase the profit of the company, increase
the confidence of the insured and expand
the “insurance culture”, as well as serve to
regulate the financial markets for government
bodies and mobilize temporarily freed money
funds.

Unfortunately, the rules for conducting
financial analysis for the purpose of regulating
the activity in the insurance system in
Azerbaijan have not been defined. Therefore,
the formation of a single framework for all
subjects is important for the sustainability and
evaluation of the companies’ activities from

the same context. In addition, the current
reporting procedure for calculating the
conservation and compensation coefficients
used in international practice needs to
be fully adapted to the requirements of
international standards. From the analysis of
life insurance companies, a specific proposal
has emerged, which includes optimization
of sales channels and costs, enhancement
of financial inclusion, and formation of
additional reserves for sustainability. We
must not forget that sector indicators of
life and non-life insurance companies are
considered as important indicators for
commenting and drawing conclusions about
the future of the sector. In addition, the
share of the insurance sector in the overall
economy and its contribution to growth are
also important indicators.

It is an undeniable fact that the insurance
sector, which is an important component of
the financial system, has a positive effect on
economic growth, especially in developed
countries. However, in countries where
the financial system is partially developed,
including Azerbaijan, the banking sector
dominates the insurance sector in the financial
system. Therefore, the insurance sector
moves forward in parallel with the pace of
development of the markets. Nevertheless,
insurance contributes to the economy
by performing the function of financial
intermediation, and carrying out work in the
above-mentioned directions will encourage a
more confident view of the process.
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Insurance, as one of the main methods of distributing various risks that arise in an open market
economy, is itself subject to certain risks. Its consistency, financial stability, as well as the sufficiency of
financial results for the recovery of activities in the future are critical not only for insurance companies,
but also for the regulatory body of financial bases and reinsurance subjects. It is important to ensure
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financial stability and confidence in financial markets, especially for countries with transition economies
that have transformed from a closed economy to an open one. The article includes the analysis of the
insurance organizations of Azerbaijan. Based on a systematic approach, analysis, synthesis, graphical
and statistical methods, the main indicators of the insurance market and insurance organizations for the
last time have been studied.

The article examines the peculiarities of the formation and development of insurance relations
in Azerbaijan, analyzes the stages of insurance development, assesses the impact of state decisions
on the regulation of insurance organizations on their financial condition. The author has examined
the dynamics of insurance premiums and insurance payouts in Azerbaijan over the past 11 years, the
number of insurance organizations as the main participants in the insurance market, the number of
concluded insurance contracts as the main indicator of the formation of insurance culture, and the
prospects for the development of the insurance market.

The main purpose of conducting financial analysis in the insurance sector is to maintain trust in
the financial markets, assess the reliability of the insurer and comply with public interests. The second
part of the article examines the peculiarities of this process, methods of analysis, financial indicators
used in planning and analysis of the process.

In the third part of the article, the main financial indicators of the life insurance companies
operating in Azerbaijan for the last three years have been analyzed based on the financial statements,
as well as financial indicators intended for use in the research process.

Based on the analysis results, the recommendations have been given regarding directions for the
development of the insurance market in Azerbaijan, improvement of financial reporting in insurance
organizations, improvement of financial inclusion and strengthening of the stability of insurance
companies’ activities.
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