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CHAPTER |
INTRODUCTION

1.1 Background of the Study

Growing number of companies in the Nepalese insgranarket is the indication of
mounting scope. Liberalized economic policies hatteacted profit oriented joint
venture companies. Insurance business is likelyagien with the speeded economic
activities. With the climb in purchase power of fheople and improved educational
level, the insurance business is predictable te tgiward course. There has been a
growth of premium by 15% in average in non-lifeurence. The volume of premium
has been mounting. Similarly, the agent for lifesurance has enlarged very
significantly as compared to last fiscal years.sTgives a clue that there is a growth

in life insurance as well.

Most of the industries and business houses have tlesed down and those who
have been operating in the current condition takidigfledge risk are not been able
to perform their daily activities and earn as theywe expected to earn. So in the
present context profitability return is one of thest significant and difficult goal.

Importance of profit is hardly essential to be expéd. Company should earn profits
to stay alive and grow over a long period of tireofits are vital as it would be
wrong to assume that every action initiated by ganaent of a company should be at
maximizing profits, irrespective of social consegees. It is unlucky that the word
profit is looked upon as a term of abuse since stimes always want to maximize
profits at the attention of employees, customers sotiety. Except such occasional
cases it is a fact that adequate profits must beedao sustain the operations of the
business to be able to obtain funds from invedtorgxpansion and its growth and to

contribute toward the social overhead for the vl of the society.



Profit is the difference between revenues and esggpver a stage of time. Profit is
the final ‘output’ of a company and it will have fgture if it fails to make adequate
profits. Therefore, the financial manager shouldlessly evaluate the efficiency of
the company in terms of profit. Therefore, the ficial manager should continuously
estimate the efficiency of the company in termpmaffit. The profitability ratios are
calculated to measure the operating efficiencyhefdompany. Besides management
of the company, creditors and owners are alsoasted in the profitability of the
firm. Creditors want to get interest and refundoahciple regularly. Owners want to
get a mandatory rate of return on their investm&his is only possible when the
company earns sufficient profits; profitability &n indicator of efficiency of the
business organization. Profitability ratio measuthe management’s in general
efficiency. This shows that higher the profitalyiliigher the management efficiency

and vice versa.

1.1.1 Introduction of Insurance

Insurance is a agreement made by a company, spocietyy the state, to offer a
guarantee of compensation for loss, damage, siskdesth etc in return for standard
payment. In other words, it can be said that angsuee taken as a safeguard against

loss, failure etc.

It is a universal fact that the outcomes of mos$iveies are unsure. Uncertainty exists
in every nature of businesses. So risk is couplial itv There are no such devices or
methods which authenticate that there is no rigkramchances of loss occurrence in
any types of business. It should not necessarilgrhg businesses, even in the houses
where we live; we are uncertain what is going tpd®a tomorrow because we don't
know when earthquake occurs. In fact, it is alieur lives as we absolutely have no
idea about our exact long life. This is a trickyuation. Until now, we are able to
transfer the risk primarily formed due to natursagter or an accident in the form of
insurance but unable to eliminate in first hands beyond our competence to control

natural calamities or an accident.

Insurance is a precautionary measure that hasthken by any party's to reimburse
for the loss incurred due to any undesirable evdhts an intangible service which



helps to get relieve from the painful sufferingsiged by the uncertainties. Thus the
insurance provides a relief in the form of compépsapackages in a period of

worried need.

In a period of deepest sorrow and need, when femasrge to drain into abyss of
creditor's demand and estate duties, the chequgglron the form of insurance
claims provide great break. So, insurance offecekent financial protection.

Industrial and commercial risks are more compound@art from the normal trading
risks, they are exposed to various natural and eneated danger, the result of which
can kick them completely out of the business. Meeepnot all the risks are insurable
which means the careful risk management shoulddberastered. Risk management
deals with the technique of identification, evailoatand treatment of risks. After
appropriately identifying the risk one is exposeddne has to evaluate the monetary
consequences of such risks before thinking of hagddf the risks which may be
willfully assuming certain risks oneself and trarsihg others by various devices

including insurance. Insurance is one of the rigk snechanism.

Insurance is not a luxury; it is a necessity esglscwhen one's paid up assets is few.
Many people think insurance is for the rich peopke they can afford but it is

precisely for those who are not financially secure.
Insurance business is broadly classified into twoupgs

1. General Insurance (non-life)

2. Life Insurance

There are various types of services offered by @tne@surance and the most

important services are:

1. Vehicle Insurance
2. Marine Insurance

3. Fire Insurance



Similarly, Life insurance is mainly focused on ftife of individual. It is related to the

health of individual or policy that jackets the atural death of an individual.
1.1.2 Brief Introduction of Insurance Industry of Nepal

In Nepal, there are 25 insurance companies. Ottleeoh is fully government owned
corporation. Most of the insurance companies avested by private segment of the
nation whereas some of them are joint venture Waithign companies and some are
completely foreign investment company. Out of th#ssse insurance companies, 1
company is in service to both life and non-lifeurence business whereas other 8 are
holding life insurance and other 16 are nonlife unasce companies.

(http: //mwww.bsib.org.np- Bima Samiti official website)

Following are insurance companies which are op®gabtinly the life insurance

business.

American Life Insurance Company (ALICO)
Asian Life Insurance Company Ltd.

Gurans Life Insurance Company Ltd.

Life Insurance Corporation (Nepal) Itd.
National Life Insurance Company Ltd.
Nepal Life Insurance Co. Ltd.

Prime Life Insurance Company Ltd.
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Surya Life Insurance Company Ltd.

Similarly, Below listed company operate both lifedanon-life insurance business.
1. Rastriya Beema Sansthan

Following are non-life insurance companies.

1. Alliance Insurance Co. Ltd.
2. Everest Insurance Co. Ltd.
3. Himalayan General Insurance Co. Ltd.

4. Lumbini General Insurance Co. Ltd.



5. N B Insurance Co. Ltd.

6. National Insurance Co. Ltd.

7. Neco Insurance Co. Ltd.

8. Nepal Insurance Co. Ltd

9. NLG Insurance Co. Ltd

10. Premier Insurance Co. Ltd.
11.Prudential Insurance Co. Ltd.
12.Sagarmatha Insurance Co. Ltd.
13.Shree Shikhar Insurance Co. Ltd.
14.Siddhartha Insurance Co. Ltd.
15.The Oriental Insurance Co. Ltd.
16. United Insurance Co. (Nepal) Ltd.

Growing number of companies in the Nepalese insgranarket is the signal of

expanding scope. Liberalized economic policies himepted profit oriented joint

venture companies. Insurance business is likehctelerate with the speed economic
activities. With the rise in purchase muscle of peeple and improved in educational
level, the insurance business is expected to tgveard route. There has been a
growth of premium by 15% in standard in non-lifsunance. The volume of premium
has been increasing. Similarly, the agent for ifgeurance has increased very
considerably as compared to last fiscal year. §jiviss a hint that there is a growth in

life insurance as well.

The fact that premium rate is decreased but theaatlvpremium collection in
insurance industry has increased advice the inereasarket size. In this industry,
there is a profitability of 10%-15%. Because ofraitve profitability, there have been

25 insurance companies.

The insurance Act 1993 has created an insurancelategy Authority named
"Insurance Committee” empowering to expand andlatguhe insurance business,
fix the priority area to invest the premium incomi&gense and to facilitate
administrative procedure to permit to function theurance companies. The act has

fixed the paid up capital requiring Rs. 300 millitmrun the insurance business. No



restriction is imposed between national and aliemmanies as to inflowing into

business.

The existence of economic and technological distbttetween incumbent foreign

investor has competitive advantage and the sujptgradrbeing foreign firms.

Due to low security, particularly in the context Mfaoist insurgency most of the
insurance companies have amplified the premiumaqodatly in terrorism insurance,
which has discouraged the potential insured. Srihgjlaome insurance companies
unnecessarily delay the claim or compensate vesy leas created panic among
insured and bounded to think twice before purcltagolicy. But in overall, the

premium for other services such as fire insuranebicle insurance has declined.

As there are several insurance companies in Nepalpetition is harsh. As a result,
this industry is going through innovation in itsnsees offerings for example,

services are ranged from theft insurance to mahderance.

The market for life insurance is incredible andypls are very few in this segment.
There are hardly more than five major players iis t,egment. Concept of life

insurance is still mysterious to majority of Nesae

1.1.3 Profiles of the Insurance Companies under Sty

1.1.3.1 Nepal Life Insurance Company Limited

Nepal Life Insurance Company Limited was estabtishg a public limited company
in 2058-1-1-21 BS under Company Act, 2053BS andrhosce Act, 2049BS. It was
established in the pure Nepalese investment optivate sector. In has operating life
insurance business by opening twelve branchesesfiic main urban area of Nepal.
Its branch offences are located in Kathmandu, BanBpgunj, Nepalgunj, Pokhara,
Mahendranagar, Lahan, Janakpur, Biratnagar, NaglyanButawal and Birtamodh.
Life insurance policies are issued by every brasatfethe company. Total paid up
capital of the company is Rs 375 million out of ahiB0% was paid by the founder
member of the company and rest 20% by the genaldicp



1.1.3.2 Life Insurance Corporation Nepal Limited

Life Insurance Corporation Nepal Limited was essdtdd under the Company Act,
2053 and Insurance Act, 2049 in the joint capitatestment with Indian Life

Insurance Corporation by the private sector of Nelpavas registered in 2058-4-23
and started its life insurance transactions fro8826-1 BS. In has operating life
insurance business by opening the branches ofiiicesin urban area of Nepal. Its
branch offices are located in Kathmandu, Biratnadgrgunj, Dharan, Janakpur,
Birtamodh, Butwal, Dhangadhi, Pokhara, NepalguhjaiBahawa, Gaighat, and Gaur.
Total paid up capital of the company is Rs 250iomllout of which 80% was paid by

the founder member of the company and rest 20%dgéeneral public.
1.2 Statement of Problem

Nepal, like any other country has been laying emighan the upliftment of its
economy. The process of economic development dspepdn various factors.
Financial institutions are viewed as catalyst ie grocess of economic growth. The
mobilization of domestic resources, capital forroatand its proper utilization plays
an important role in the economic development otaantry. Every financial
institution, big or small, either banks or insuramompanies play an important role in
the development of a country. In other hand, tHesancial sectors, banking and
insurance, is regarded as a profitable sectorramse industry in the judgment of the

layman appears as a very profitable sector.

However, unlike the general perception, the inguss plagued with immense
challenges to sustain it and outpace those witménimdustry, mainly due to rising
competition and weak economic situation in the ¢tguhe following problems are
currently prevailing in the insurance companiesrdmg the profitability of them.

* Whether insurance companies are improving the tatwfity or not?
* Whether curtailment of expenses of strategic ingrare is crucial in
betterment of profitability or not? ,

* Whether the trend of the profitability is increagior not?



* Whether investment on assets or other utilizatibresources affects the
profitability trend or not?

* Whether or not the external or internal environrakmfdctors affect the
profitability?

* Does there any relationship on profitability vatesbor not?
1.3 Obijectives of the Study

The study basically aims to fulfill the partial tegement for the Degree of Master of
Business Studies (MBS). The study mainly focusegshenprofitability analysis of
Nepal Life Insurance Company Ltd. and Life Insue@orporation Nepal Ltd. and to

suggest recommendation based upon it. The spetifectives of this study are:

* To evaluate and analyze the soundness of proiitabfithe companies.

 To evaluate and study the relation of differenttdex like assets, Interest
income, Managerial Expenses and Life Insurance Buangrofitability.

* To provide recommendation to the management inompg their activities

to increase profitability on the basis of the reanid the study.
1.4 Significance of the Study

Profitability is regarded as the lifeblood for aegterprise because it is required for
growth and expansion. If the business cannot maiatgleasing level of profitability,

it is not regarded as a good enterprise and may eese. Insurance industry is very
important sector for economic growth in a countngurance business is regarded as
a profitable sector. So an independent study dfitpbality on insurance business is
noteworthy for the stakeholders and the persons avbanterest on it. Researcher

believes that following organization and individwall be benefited from the study.

» Individual who will carryout further research warkprofitability of insurance
companies.

* Insurance companies whose study been made.

* Individuals who have keen interest in Nepalese ecpn and insurance
industry.



* Investors, policy holders and other stakeholdetsdéhts, teachers, managers,

policymakers, etc.
1.5 Limitations of the Study

The study and outcome of the study will be an imhlial effort. Therefore
management and resource mobilization will limit thetail study of few insurance

companies operating in the country.

» The study is based on secondary data; therefoeeadburacy of results and
conclusions extremely depends upon the relialilitthese data.

* The evaluation is made through the analysis ofnitie statement published
and offered by the companies.

* As the title specifies the study covers about pability subject only others
aspect beside these are not studied.

* Resource, time, money constraints and inaccedgibilisufficient information
also limit the conclusion drawn from study.

* This study may vary comprehensive as it is prepdcedulfill the partial

requirement of the MBS program.
1.6 Organization of the Study

Considering the objectives in mind, the study heenbordered into the following five

chapters:
Chapter 1: Introduction

The first chapter includes a concise introductibthe study; it includes background
of the study, focus of the study, statement of |k objectives of the study, need of

the study and limitation of the study.
Chapter 2: Review of Literature

Chapter two includes conceptual framework, reviéwanks, and review of previous

study, reports, dissertation and journal articledated to the issue of the study.



Chapter 3: Research Methodology

The third chapter contains the whole system ofrésgarch work i.e. research design,

sources of data, populations and sample, data gsimge method of analysis.

Chapter 4: Data Presentation and Analysis

Fourth chapter consists of systematic presentaimhanalysis of financial statement

employing financial and statistical tool. It alsangprises major findings.

Chapter 5: Summary, Conclusion and Recommendation

The fifth chapter includes a brief summary of whaksearch report and its
conclusion. It also includes some of use suggestionthe concerned parties and

recommendation.

10



CHAPTER II
REVIEW OF LITERATURE

2.1 Conceptual Review

In this section conceptual and theoretical revidwpfit, profit — a traditional
approach and the modern approach, profit thediaesors affecting profit, functions
of profit, profit and profitability and stabilityfgrofit has described.

2.1.1 General Concept of Profit

If we ask what the profit is, to a layman, the coomanswer would be the excess of
income over expenses. Actually, in the simple sense totally true. If we deduct
expenses by income then the difference amounbit gind if it comes negative then

we term it as loss.

The simple definition of profit according to Oxfoihglish Dictionary is, "Money

gained in business especially the difference betwemounts earned and amount
spent.” (Hornby; 1996:924) It further explains, &Tfinancial gain in a transaction;

the excess of returns over outlay; the surplusazfrapany or business after deducting
wages, cost of raw materials, interest, and otkpemses”. But in order to describe
from the technical view point, it is the surplusuling after a defined trading period
but must be regarded as the first essential chgrge business, being a reward a fort
engaging resources in conditions of speculativie fos the satisfaction of consumer
demand. It furnishes resources to invest in fulyperations and consequently its
absences must result in a decline in effective tabpesources and ultimately

competitive extinction of the business.

"Profit is the sum remaining after the payment lbfweages in economics includes
payments to officers of corporations, to proprigtd@o partners and to farmers, as well
as to what we today term labour, and rent on themproved value of land, as the

11



return to capital.” (Foulke; 1998: 56) This is afdhe broadest definition that clearly

defines what the profit is and how is it formed.

It is necessarily a residual amount. Land, labaw eapital are frequently used under
contracts whereby they receive a predeterminedrrefunet profit is a sum over and
above the ordinary costs of business including scehtractual outlay. Nobody
contracts to pay the entrepreneur the residual sumhich constitutes net profit.
Business profits are, therefore especially contibhggon successful management of
risk. Business is faced with a number of unceri@ént(1) technical uncertainties-
those relating to the physical process of prodac{i) cost uncertainties either due to
change in the prices of raw materials, wages, eemtor due to technology changes.
(3) Demand uncertainties either due to changesonsumer preferences or due to
demand uncertainties either due to changes in comsipreferences or due to
innovation of new products and obsolesces of thistieg products. (4) Market
uncertainties- those relating to the future pritéhe product and the volume of sales.
The entrepreneur receives a reward for combiniegfaletors of productions to meet
the economic needs of a world faced with uncertzssntHe takes a risk, which others
are unwilling to bear, and if he successfully masathe risk, he receives profits. The
means that a business man, in order to earn prbétsto do two things: (1) select the
risks which he wishes to bear, and (2) manage thercessfully. The selection of risk
is made at almost every step of businessman'srcateeimportant problem is the
selection of business in which he wishes to eng@meself. But even thereafter many
risks arise. Some of them he may give to bear ¢hengh he would rather mot:
others he may transfer to people more willing tardem (or unable to escape them):
still others he may shift by insurance. (Varshneli&heshware; 1979: 300)

Some experts explain profit as a measuring rod theasures the efficiency of
business organization. According to them is jusiah in measuring the efficiency of
the activity of the firm. If it is positive ten theactivity of the organization is on the

right track else in the wrong track.

Profit is simply, convenient and the most populardgtick of Judging the efficiency
to a business enterprise in private as well puggtor. For private enterprise, is taken

to be the most satisfactory criterion of efficien&ofit helps in judging the overall

12



efficiency and is easy to calculate, Even througtfipmaximization, unlike private
enterprise, is mot objective of public enterpriges, profit serves as a well-accepted
criterion for judging the public enterprises, yabfif serves as a well accepted
criterion for judging the overall efficiency of plibenterprises too." (Narayan; 1980:
206) He states that the profit is not the main ctbgd the public firm but the question
arises how would the public firm survive? Wouldbé& the government who would be

responsible for its survival and successful openai

R.R. Gilchrist and Argent expresses similar vievattlprofit is equipment for

measuring the organizations efficiency and effectess.

In the opinion of R.R. Gilchrist, "The profit isdhultimate measure of effectiveness.
A profitable company is likely to offer not only @eity of employment but also

promotion prospects job opportunities and the gepersonnel motivation that
comes from being associated with success." (Arg€i8: 34)

"Profit is the Barometer of the success of busindss indeed, a magic eye that
mirrors all aspects of entire business organizatimiuding the quality output.”
(Argent; 1968:68)

Apart from successful operation, there may sometirbe less from external
environment which cannot be controlled by the oizmtions. Let’s for instance take
war or any natural calamities or change in govemtnaad international rules and

regulations. So in this case this definition is tgebe updated.

These definitions summarize one profit i.e. pradithe main financial indicator of
business firm which is indeed a need to survive guodv the business environment.
Profit is essential to raise the market price adrehand to attract additional capital
investment. Profit is outcome of good managemewtst ccontrol, credit risk
management, efficiency of operation, etc. Simp#tish, profit is money excess of
sale over money spent but the term Profits varytrogarsial and there are several

different definitions and its interpretations.

Usually profit does not just happen. Profits arenaged before we can move an

intelligent approach to the managerial accept afiprThere are after all, several
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different interpretations of term "profit'. An eamist will say that profit is the reward
for entrepreneurship for risk taking. A labour leadhight say that it is a measure of
how efficiently labour has produced and that ityides a base for negotiating a wage
increase. An investor will view it is a gauge ot theturn on his/her money. An
internal revenue agent might regard it as a baseldtermining income taxes. The
accountant will define it simply as the excessioh® revenue over expenditure of
producing revenue in given fiscal period." (LynchWilliamson; 1989: 99-100) He
has accumulated the wide view and perspective aft whople in the different sector
think about profit. These people may be an economislabor or investor or

accountant or manager.

Significance of profit to a business firm can hgrdile neglected. It is equally
important as for nutrition is required for humanngs and animals to survive. To
cover costs of staying in business such as repkaceraf machines, furniture,
obsolescence of machines, market or technical,resks profit is necessary. It is also
essential in the sense to ensure supply of futapstad. It provides capital through
retained profits. According to the self-financingngiple, it provides access to attract
outsiders' capital. Naturally, investors would istvetheir money in a firm where there
is adequate profit formation. Hence, profit is regd to ensure and satisfy the entire
expectation of management, shareholders or ingstnployees and nation as a

whole.

Ronald I. Robinson takes profit as the requirenfientts existence and to survive in
the long term. He explains, "Profit is essential édvery enterprise to survive in the
long run as well as to maintain capital adequacgubh retain earning. It is also
necessary to accept market for both debts andyetuiprovide funds for increased

assistance to the productive sectors."(Robinsadbl121)

R. Cauvery explains profit in accounting terminglognd in economic since.
According to him, "Profit in the accounting sensethe excess of revenue receipts
over the costs incurred in producing this reverins concept of profit is also known
as residual concept. But is economics, both impéod explicit costs are deducted

from total sales revenue in determining profit€b@very, 1997: 122-123)
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A. H. Taylor & H. Shering has given bit differeniew in profit. They have described
as inspiring agents which pressurize the managetoegdin more efficiency by cost
reduction, greater turnover. "The profit motive ens on the main springs of an
enterprise and spur to efficiency. It is clearlg ttesire to make profit which inspires
the search for more efficient methods, reduced oodt, better organization and

greater turnover." (Taylor & Shering; 1966: 170)

So from the above definition we can conclude thatgrofit is not only important for
the survival of any business firm but is also ampirasy, motivating agent, a
measuring rod for measuring the efficiency of eacdll every organization which

should be taken as the major aim whose fulfillnreamnot be diverted.
2.1.2 Profit- A Traditional Approach

From the past history, we see that the primary faral objective of every business
enterprise is to maximize profit and all its adies are directly focused in earning
profit. This traditional approach ignores the cqgicef external and internal
environment that are directly and indirectly comeet with business and its positive
and negative impact in. But this does not meanttfebusinessman in the past period
does not spend for social welfare. Profit maxima@agpproach is the most important
assumption of economic theory also proves this. filhk@dlways assumes that a firm
sets target to maximize the profit and is discretry behavior of the firm. Maximize
profit is taken as the central belief. In the ptmt government provided their full
support for the industrialist and the businessman smooth operation of their
activities in achieving and maximizing their profithe consequent in the global
environment was hardly taken into considerationisTthoes not mean that the
consequent in the external environment like societyture and other factors like

legality etc. were ignored or neglected.

Profit is the measurement of the corporation's al/@erformance. A corporation can
claim itself to be successful it can maintain maxmmprofit to justify the worth of the
return on investment. This helps corporation toeséom shortage of funds and
provides best opportunities to undertake the expans assets to enlarge business."
(Sherstha; 1980: 23-24) He explains that the prsfiinly measures of success and
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those who able to maintain maximum profit is thestnguccessful one. This would
also help the organization to save form the shertaigfunds, which can also lead to

bankruptcy of that organization.

"It provides yardstick by which economic performancan be judged. It leads to
efficient allocation of resources. It ensures maximsocial welfare. (Khan & Jain;
1999: 1.9) This shows that the profit maximizatisreeply rooted in the society and
is taken as central belief because success measutr@hany firm is done by how

much profit has been able to acquire.

There was a strong belief or assumption in the espcthat in the process of
maximizing profits, society's resources are effidie utilized. These resources may
be in the form of human resources, natural resgulike land, water, mines, flora,
and fauna or man made resources like machineryglesrand buildings, which have
cyclic effect in the economic development of theisty. So firms adopt those

ventures which increase profits and unprofitable/dies are dropped.

This concept was taken to be advantageous whileubmess structure or firms were
self-financing, single entrepreneurship and takenpavate property. Obviously,
profit maximization was entertained by the singiener to enhance his individual
wealth and personal power in the past days. Sontaw regarded or explained as a

self-centered who has single dimensional aspect.
2.1.3 Profit — A Modern Approach

Modern business environment is completely diffefentn that of the past, whether
form the technological viewpoint or form the contgp viewpoint. Today the
activities that a firm performs have multi-dimensb aspect. So a firm must set
several schedules with different objectives aparfprofit maximization. Concept of
social responsibility in the modern days was intetl with a view that only
maximizing the profit is not the sole objective affirm. The firm should use the

acquired profit from its activities in the socia¢iare.

Businesses have multiple goals and the need oivalirgoodwill, security or growth

commonly calls for some sacrifice of short-termfigso Most businesses do, however,
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rate profitability consistently high among theingpterm objectives and it could be
argued that short-term goal such as security aonditgrare in fact, subordinate to

long term profitability. (Salvage and Smell; 1967):3

The business firm today is financed by equity ownareditors and professional
management. Likewise customers, employees, govermnseciety are connected
with firm which we them in the modern language las stakeholders. So in order to
protect the interest of these stakeholders diftecencepts in the protection of their

rights are developed and implemented.

Apart from it, government also imposed differenttsador preservation of the

environment or environmental protection, consumetgetion trade and merchandise
marks protection different ethics and values inifess. Besides several other
objective of a firm, shareholder' wealth maximiaatis taken as a normative goal of
the firm or otherwise a firm should set a standardeasonable profit. The principle

of maximization of share holders' wealth followitnging of returns and risk provides

a rational guide for running a business and foicieifit allocation of resources in

society. "In developing countries the corporati@avdito determine what the outcome
would before allocation the resource in the attetophaximize the social benefit side
by side in accompanying the maximizing the sharéddre wealth. (Shrestha;

1980:25, 26)

2.1.4 Profit Theories

With the passage of time in the history of econothmught, wide range of theories
are developed and in the process to explain thet eraaning of profit. Each of the

many theories that have been offered, howeverdsrém focus upon just some small
fraction of the carious aspects of profit (e.gs, sburce, components or function).
Nevertheless, most profit theories can be claskd® one of three major types: (Seo;
1988: 424)

» Compensatory or Functional Theories
» Frictional and Monopoly Theories

» Technology and Innovation Theories
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This classification cannot be all inclusive. Furthere it should be taken to mean that
one type of theory may not contain elements of otyyges. It merely points out of the
differences in orientation that have emerged hisatly in the course of thinking
about profit. For this reason, this classificati@presents a fair arrangement of the
major issues involved in profit analyzing and cameet starting point for

approaching them in managerial decision making.
2.1.4.1Compensatory or Functional Theories

This group of theorist holds that economic proffsirplus) are the necessary
payments to the entrepreneur in return for cootaigaand controlling production. It
is the entrepreneur who organizes the factors edymstion into a logical sequence,
plans their efficient combination, and establispeticies to see that production is
carried out. Profits, therefore, are the compearsator fulfilling these functions

successfully.

Functional theories were proposed in the earfy dntury, before the advent of large
corporations. At that time, the entrepreneur wagsurded as a higher type of laborer,
similar in certain ways to an individual propriet®hen attempt were made later,
however, to apply functional theories to modern ljglyo owned corporations with

their separation of ownership and control, the ltesappeared confusing and

contradictory.

In the corporate form of business organization, dberdinative function is usually
delegated by the owners (stockholders) to professisalaried executives. If
executive remuneration is taken to be profits, dests contractual from, the theory
still leaves unexplained the residual income ofdhterprise that goes to stockholders
who exercise no active control. The only alterrgtiv functional theories are to be
consistent with their original definition, is tol@date a share of the entrepreneurial
function to stockholders. But attempts to do thes ot in accord with the reality that
the corporation is an organization of active lealdgr by managers and passive

ownership by stockholders. With the growing impode of the large corporation as a
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dominant type of business organization in the Aoarieconomy, functional profit
theories lost much of their usefulness. In thedicpl a group of friction and monopole

theories emerged around the turn of the century.
2.1.4.2 Friction and Monopoly Theories

By 1900, the theory of a stationary economy hag wexarly become a complete and
unified system of thought. Against this backgroutidy noted American economist,
J.B. Clark, constructed an economic model that w&nded to be a reconciliation of
static theoretical laws and the dynamic world a@f.f&n modern times, this model has

been called the model of prefect competition.

Fundamental assumptions of the model of perfectpedition are the complete

mobility of resources and the freedom of firms ibee and exit the market. Thus the
economy is characterized by a smooth and frictemligow of resources, with the
system automatically slicking into equilibrium tugh the free play of market forces.
Changes may occur that cause a departure fromilagunh, but so long as resources
are mobilize and opportunities are equally accésdib all economic entities (i.e.,

knowledge is perfect), the adjustment to a new ldxiuim is accomplished quickly

and smoothly. In this type of economic equilibriath factors of production receive
their opportunity costs’ and an enterprise’s rewanexactly equal its costs (including
the imputed wages and interest of the owner). Hermceconomic surplus or profit

residual can result.
2.1.4.3 Technology and Innovation Theories

This group of theories holds that new technologyesgirives rise to inventions, and
inventions adapted to business use become innogatdany inventions, of course,
do not become innovations. But those that do, bdymamic phenomena, upset the
equilibrium of an otherwise static system. The ioad) purpose of the innovation
theory proposed by the late Professor Joseph Sdatemyas to show how business
cycles result from these technological disturbararesfrom successive adaptations to
them by business. His procedure was to assumdi@anstey system in equilibrium in

which all economic life is repetitive and goes omosthly, without disturbance. Into
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this system a shock-an innovation-is introducecibyenterprising and forward liking
entrepreneur who foresees the possibility of egtafit. The quietude and intricate
balance of the system are thus disrupted. The ssftdannovation prompts a large
number of businessmen (Followers rather than |lsademplunge ahead and adopt the
innovation. In turn such mass rushes create andigtsecondary waves of business
activity. When the disturbance finally subsidess 8ystem settles into equilibrium
once again only to be disturbed later on by anothmerovation. Economic
development thus takes place as a series of fdsstarts (cycles) rather than as a

smooth and continuous process.

Innovation refers broadly to any purposeful changeproduction methods or
consumer tastes that output that increases natbutglit more than it increases costs.
The increase in net output is the profit that corftes innovation. It includes not
only new products such as synthetic fibers but als@ organizations, new markets,
new promotion and new raw materials. It may alsduie a new way of doing old
things or a different combination of existing methdo accomplish new things. To an
important degree, innovation has been built ineodbmpetitive system complete with

research and advertising staff.

The innovation theory focused on the dynamic, uager ever changing nature of
capitalism. It holds that the only limits to humparogress are the inherent limits of

human beings themselves.

From the stand point of managerial economics, aryf® values is not so much
determined by how well it explains the past or eWlem present, but how well it
predicts the future. For this purpose, the inn@ratheory is somewhat inadequate

because it cannot foresee whether or when an iiovewill become an innovation.
2.1.5 Factors Affecting Profit

Profits vary from industry to industry and from messman to businessman. The
greater the risk and uncertainty in business orustry, the greater are the
opportunities for large profits. Similarly, thosedinessmen who are temperamentally

cautious and are not willing to assume large rigdisa smaller margin of profit as
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compared to those who are more confident and adrarg. Since risks, profit and
losses appear because of changes and uncertamtedynamic society, profits vary

from year to year as well.

Profits are likely to be high in industries in whianethods of production are

constantly changing so that there is continuoup@oio of new techniques;

a) In emerging industries the prospects of which atlear uncertain.
b) In industries in which there is a large developnpariod.
c) In industries in which resources are irrevocablymouotted to narrowly

specialized tasks.

Profits are also affected by the level of busiressyity. It business is brisk and firms
are operation at their maximum capacity, their agercosts would be reduced to the
minimum while their sales would maximum. This woliddd to higher profits. Profits

would be reduced if the business activity is at & or flow.

2.1.6 Functions of Profit

The basic function of profit is to provide businasé with an incentive to produce
what consumers want, and when and where they wattthe lowest feasible cost.
This includes innovation of new products and mevihoés. In fact, the profit motive

is the kingpin of Peter Drucker, profit serves &éngain purposes.
a. Measure of Performance

It measures the met effectiveness and soundnesdwo$iness effort. A higher profit
is an indicator that the business is being runesefally and effectively. It is true that
profit is far from being a perfect measure of basmefficiency but it is probably the
best indicator of the general efficiency of a firthis certainly the only one which

allows quick and easy comparison of performanceabus firms.
b. Premium to Cover Costs of Staying in Business

Profit is the premium that covers the costs of iayin business replacement,
obsolescence, market and technical risk and uniert&een from this point of view,
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it may be argued that there is no such thing aftptitese are only the costs of being
and staying in business. The management of a lasshmes to provide adequately for

this const by generation sufficient profit.
c. Ensuring Supply of Future Capital

Profit ensures the supply of future capital fronmamation and expansion, either
directly by providing the means of self financingt @f retained profits, or indirectly
through providing sufficient inducement from newtesxal capital which will

optimize the company’s capital structure and mimarits cost of capital.

The primary goal of a business firm is to ensuseoivn survival. From this point of

view, the firm must make a profit because profite adispensable to remaining
viable, to remain alive. Again the firm must havewth because that is the only way
it can perpetuate itself as an institution. Andfggcare a natural concomitant of the

growth and development of business over time.
2.1.7 Profit and Profitability

When these two words, ‘Profit and Profitability’eapresented together most people
confuse because they think these both have samamgedhose word profitability is
derived form word profit is has bit different meagithan that of profit. Profit can be
taken as the excess of income over expenses ®ttlhieiresidual valance of earning
expected to be available from total revenue ofreetperiod. It is also taken as the
reward of entrepreneurship for taking risk.

Whereas word profitability, is the ability or caggcof a firm or any business
enterprises or any entrepreneur to make profitfitbality can be broken down into
‘profit and ‘ability’ which means the capacity toake profit. According to Howard
and Upton, “The word profitability may be definesl the ability of a give investment
to earn return in its use.” (Howard & Upton; 198B6) So any instrument if earns
return in its use can be termed as the profitghdftthat instrument. It is a deviation
of the term profit. It can also be termed as thsidafficiency measuring rod of
success of business enterprise. Profitability sdadly an arc around which the every

business revolves.
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W. M. Harper has tried to give distinct explanasidretween profit and profitability.
According to him, “The Profitability is a relativeeasure. It indicates the most
profitable alternative. The profit, in the othenkdas an absolute measure. It indicates
the overall amount of profit earned by transactighkarper; 1999: 4)

Table: 2.1
Difference between Profit and Profitability

Profit Profitability

It is an absolute measure It is the relative measur

It indicates the overall amount of profitt indicates the most profitable alternatiye

earned by transactions

K.K. Seo has expressed his distinct view on prafitl profitability. “Profit in an
economic sense is the difference between the cakle \of the enterprise at the
beginning and end of the period.” (Seo; 1988:43k lwise “True profitability of
any investment or business operation cannot berdeted until the ownership of the
investment or business has been fully terminatgkbd; 1988:430)

So these definitions clearly explain the relatiopskimilarity and difference between
profit and profitability.

2.1.8 Stability of Profitability

Acquiring profit for the company or any businesgaorization is not a great thing.
Maintaining it or making stable in the long runose of the most challenging thing
that we all know because there are various inteandl external factors that directly
and indirectly affect the profitability of the ongaation. So to minimize the affect on
profit by these elements and take advantage frem tlong term and short term study
depending upon the nature of the institution andted field is required through
which we can accurately analyze the situation dreh tforecast accordingly. For
acquiring stability in the profitability of any aagization pre study and research, good
internal management and external management, glaodpolicy making with the

help of experts and related workgroup, implemeotatof that policy and plans
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revision of the performance of the policy and depedccording to the achieved result

is required. Same phases of activities are alsbempjn the banking sector.

2.2 Review of Thesis

In the past years we can see many researches jmdfigability analysis and financial

performance analysis of the Nepalese commercidtsbat no study has been made

research in the profitability analysis of insuranoempanies. So these available

research works regarding profitability of commerbanks have been reviewed.

Mahat (2006) in his work had tried to deal with the padfility of Joint Venture

Banks in Nepal.

Major objectives on the basis of which study iselare as follows:

To evaluate and compared the soundness of prdifiyal@ind operation
efficiency along several joint venture banks.

To compare and analyze fund based interest incomhef@e based income of
joint Ventured Banks in light of interest earnirggets.

To compare the cost of deposits of the Joint VeatuBanks in regard with

profitability.

The major conclusions of the study are as follows:

Net profit margin ratio of Standard Chartered Bdnkl. is found best
performer and following by Nabil Bank Ltd. and Hilagan Bank Ltd. with
the next best performer.

The established banks have gold tract record af fimancial position and the
newly established are penetrating the market. #dl banks are operation in
profit although some of them suffered from lossesd) initial stages.

The correlation coefficient which measures the ti@ship between the
market value seems highly significant for the Bahkathmandu Ltd. Nepal
SBI Bank Ltd., and Nepal Bangladesh Bank Ltd. Hosvethese are negative
relationship between market value and book valueN@abil Bank Ltd. and
Standard Chartered Bank Nepal Ltd.
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Likewise the major recommendations that are madéherbasis of the study are as

follows.

* The commercial bank has been investing more in orent securities rather
then in loans and advances. So the author recomsrteeccommercial banks
to invest in the most earning assets i.e. loan ahdnces than that in non
earning assets.

* The joint venture banks are found least particighatethe aspects of boosting
up foreign investment in the kingdom. Thus the fomentured commercial
banks should strongly establish the bank whichamdmeve by using its wide,

modern and strong means of communications.

Shrestha (2008) in his research has tried to analyze thditabaity position of
Standard Chartered Bank Nepal Ltd. and Nabil Battk During the research work

he has set the following specific objectives whach as follows.

» To evaluate the soundness of profitability and apen efficiency of Nabil in
comparison with that of standard Chartered BankaNEtul.

* To compare and analyze fund based interest incoithefee based income of
Nabil Bank in comparison with that of Standard Géwad Bank in light of
interest earning assets.

« To compare the cost of deposits of the two banksegard with the

profitability.
The major findings of the thesis concerned to pawbility are as follows.

» Both the banks interest income to total earningtasgtio are decreasing.
Earning spread rate of both of the banks ratioadse decreasing. Both of
them are negative sign to the banks performance.

» Both the banks net profit margin is decreasing ywear. However Nabil's
net profit is more than that of Standard Chartdrack Nepal Ltd. and interest
margin of Nabil is more than that of Standard Givad.
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Major recommendations that are given by the rebearon the basis of research are

as follows:

 The study reveals that Nabil Bank has not adapted ast management
strategy to have control over its cost of fundiNgbil has paid very higher
interest to deposits and other working funds théan&rd Chartered bank.
The cost of management strategy would be ideaédoiae the various costs
and increase the profitability.

* The fees based on activities of banks like commnssiiscount and fees are
found to be very profitable and important nowadayshe banking business.
They yield high return to a bank. Both the banksraot in the better position
regarding the proportion of fee based activitieda@an and advances. It is
recommend to enhance the off balance operation iasvery profitable and
immediately realizable.

* Majority of joint venture banks have been foundéoprofit oriented ignoring
their social responsibility. For a survival for@g run, banks should be able
to render their services in the rural, deprivedasreFor more social
movements, the bank is suggested to introduce ensehike loan for further
study to the student, loan for promoting skills wbmen or unemployed

housewives.

Joshi (2008) in his research paper on the financialymmglon the context of Nepalese

commercial banks, following facts has been reveled.
Objectives set in the research are as follows:

* To find comparative financial strength and weaknefssarious commercial
banks.
* To find return rate and expected return to theedi@ders

* To study systematic and unsystematic risk.

Shrestha (2009) in his study on Non-Performing Assets and Proflitgb

Management of Commercial Banks has shown follovainglysis:
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The objectives of Mr. Shrestha’s study were:

* To analyze the non-performing assets and not paifgr loan to total loan of
the banks under study.

* To study and evaluate the relationship betweem grefitability and the non-
performing assets of EBL and Nepal SBI Bank.

* To study the proportion of NPAs to total assetltdeposits and total lending
of both the banks under study.

Findings related to profitability analysis has simow

 SBI and EBL Bank have high degree of positive datien i.e. the total
lending is directly dependent on the level.

* The case of both sample banks total NPA and thkt /e been found to be
increasing.

» Both banks has high degree of positive correlatinrithe total lending which
is directly dependent on the level of NPA. Highes Npa the more will be the

total lending of banks and vice versa has found.

Bhandari (2010) has made a comparative study on Liquidity and itadofity
management of JV banks in Nepal and has includémiviog

The main objective of the study was covered on:

* To study and examine the relationship between diiand profitability of

joint venture banks.
» To determine the operational efficiency of the nggamaent of the banks

* To evaluate how efficiently the total assets hasernbused by the management
of the banks

* To provide constructive suggestions to overcomeptioblem on the basis of
the study findings.
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Findings:

The average net profit ratio of NABIL is comparaliy earning higher that
EBL and HBL.

The average ROA of HBL and EBL are comperatevlg kasan Nabil. Which

indicates overall resources used by Nabil is ircedht than others.

The trend analysis of Net profit of concern bgasiksws that all jvb’s have an
increasing trend.

The analysis with reference to different statidtimad financial tools shows
the strength position of NABIL bank rather than E&td HBL.

Conclusions made on the basis of his research amerk

Lending condition of banks is in decreasing treBttong banks are holding
good customers and discoursing low rates and lessiated loans. Instead of
that they are initiated towards remittance, bankargaotees and other
commission generating activities. While other baaks showing aggressive
and are spontaneously increasing loan loss pravisio

Deposits in the banks are also decreasing whileesbanks are holding

enough funds.

2.3 Research Gap

The literature available on profitability is badlgaof joint venture and local

commercial banks. The previously conducted simitsearches have focused on

profitability interest income and cost of fund eto. case of commercial banks

Standard Chartered was found best performer. Markiele and both value scenario

has given both positive and negative correlatignghipast thesis studies. Income to

total earning assets ratio are found to be on dseorg trend on top commercial

banks. Cost management strategy | found adopteime banks.

Based on past reviews, the following research gapsdentified:

The insurance companies, though are in considerabteer are left away in

the study matter.
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* The profitability analysis of commercial banks lyagen bases for this study
to be conducted on similar player of market.

» The expenses, assets, equity and use of fund vatisideration to the
profitability of insurance companies is equally on@ant as they also have

financial nature operation.

29



CHAPTER - IlI
RESEARCH METHODOLOGY

In order to start any activity preplanning of wayperform that activity is not only

necessary but is also very important. It is impurta the sense that it not only makes
us easy to act and perform but also helps us tairoliur desired results and
objectives within the specified time period. Foragming the profitability in the

context of insurance companies in Nepal we do hHavdetermine the systematic
process that we are going to use. An introducteating to this thesis work is made
in the first chapter and relevant literatures aeeived in the second chapter. The
research methodologies, which are used to anatyeellected data, are mentioned in

this chapter.

Research methodology is the systematic way to sthleeresearch problem. This
chapter highlights about the methodology adoptethénprocess of present study. It
also focuses about sources and limitations of &éta, dvhich are used to present study.
‘Research Methodology is a way for systematic smjuihe research problem in the
other words; research methodology indicates thénoaist and processes employed in
the entire aspects of the study. “Research Metloggolrefers to the various
sequential steps (along with a rationale, if eaobhsstep) to be adopted by a
researcher in studying a problem with certain dipdgects | view” (Kothari; 1990;
39).

This chapter incorporates Research design, NannleSaurces of Data, Population
and Sample, Data collection procedure and lastigthiglds of Analysis. This chapter
offers the methods of investigation followed by tigective of the case study; also
states the sources and limitations of the data usé#te study. So, it is the methods,
steps, and guidelines, which are to be followedrialysis, and it is a way presenting

the collected data with meaningful analysis.
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3.1 Research Design

The word “Research” is derived from French word sBarcher” which means to seek
again. Therefore to seek and compare the concdraed for the case study, the

research is designed as per objective of the study.

“Research design is the plan, structure, and glyabé investigation conceived so as
to obtain answers to research questions and toatmatriance. The plan is the overall
scheme or program of the research. It includesuime of what the investors will do
from writing the hypothesis and their operatiomaplications to the final analysis of
data. The structure of the research is more spetifis the outline, the scheme, the
paradigm of the operation of the variables. Thendnav diagrams that outline the
variables and their relation and juxtaposition, \weild structural schemes for
accomplishing operational research purposes. 8yats used here, is also more
specific that plan. In other words, strategy implew the research objectives will be
reached and how the problem encountered in thandsevill be tackled.” (Kerlinger;
1986; 275) But if we are to describe in one serdgeihds purely and simply the
framework of plan for a study that guides the atiten and analysis of the data.

The research design is of both descriptive andcpps/e nature. Descriptive

research is used to compare and to asses the gpbehaviors of the firms and
describe the situation and events occurring dutiegstudy period where analytical
research is used to find out the result employingricial as well as statistical tools.
For the analytical purpose, the annual reportsigludl by the relative companies and
other publications of the related institutions psixd by the banks respectively and
Nepal Rastra Bank, Nepal stock Exchange Ltd, BeSamaeeti & other agencies,
were collected for the year 2006 to 2010. In thiglg both descriptive and analytical

research design is used.
3.2 Nature and Sources of Data

The study is based secondary data as well as pritfhbe secondary data is collected
from annual reports, profit an loss accounts, laasheets, brochures, journals and
articles published in various magazines, newspapedsother internal reports and

publications of the sample insurance companiesofimer institutions. Besides it other
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necessary information that is concerned to thectape also gathered from different
websites, related companies and related agendiesRastriaya Beema Sansthan,
Nepal Stock Exchange limited, Ministry of Finand&gtional Planning Commission

etc. Primary data is collected in the form of imtew, questionnaire and in other

forms.
3.3 Data Processing Procedures

For the purpose of this study, the different data @btained from different sources,
which are scanned and tabulated under differentidheAfter tabulation, they are

analyzed by applying both financial and statisticals.
3.4 Population and Sample Size

According to the statistics of Rastriya Beema Sianthiere are 25 insurance
companies operating under its approval. Out ofelmady two companies- Nepal Life
Insurance Company Ltd. and Life Insurance Corponallepal Ltd. are selected as
sample for the study. NLIC is selected from theugrof pure Nepalese investment
insurance company and LIC is taken from the gro@igomt venture insurance

companies. It covers 10.52% of the total population
3.5 Period of the Study

The study is based on five years financial dataashple insurance Companies i.e.
Nepal Life Insurance Company Ltd. and Life InsuerCorporation Nepal Ltd.
starting from fiscal year 2061/62 BS (year endingl ruly 2006) to fiscal year
2066/67 BS (year ending mid July 2010).

3.6 Method of Analysis

Financial tools and empirical models are to be usethe process o research and
study. Main focus is given to ratio analysis assitaken as the powerful tool of
financial analysis to pint out the economic andaficial position of business unit

through which it can be x-rayed.
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3.6.1 Statistical Tools

Statistical tools are the measures or the instrisnenanalyze the collected data form
different sources. In statistics, there are numegatistical tools to analyze data of
various natures. In this study, the researcheubad the following statistical tools to
analyze the data.

3.6.1.1 Average (Mean)

An average is a single value related from a grolipatues to represent them in
someway, a value, which is supposed to stand faleMproup of which it is part, as
typical of all the values in the group (Gupta: 19B@-2). There are various types of
averages. Arithmetic mean (A.M. simple and weightededian, mode, geometric
mean, harmonic mean, are the major types of averdde most popular and widely
used measure representing the entire data by dae i&athe A.M. The value of the

A.M. is obtained by adding together all the itenmsl &y dividing this total by the

number of items or observations.

Mathematically, (Gupta; 1992: 238)
. . o o DX
Arithmetic Mean (A.M.) is given byX = =—
n

Where,
X = Arithmetic Mean
> X = Sum of all the values of the variable X.
n = Number of observations

3.6.1.2 Standard Deviation

The standard Deviatiow) measures the absolute dispersion. The greatetahdard
deviation, greater will be the magnitude of the idgon of the values from their
mean. A small standard deviation means a high éegfe uniformity of the

observations as well as homogeneity of a seriev@edversa.
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Mathematically, (Gupta; 1992: 380)

Standard Deviations) = \/LZ (X - )2
n

3.6.1.3 Coefficient of Variation

The standard deviation is absolute measures oédigm: where as the coefficient of
variation (CV) is a relative measure. To compaee\tariability between two or more
series, CV is more appropriate statistical tool..

Mathematically, (Gupta; 1992: 380)

Coefficient of Variation (CV) :% x100

3.6.1.4 Correlation Analysis

Correlation is a statistical tool, which studiee tielationship between two variables.
Correlation coefficient summarized in one figutee tlegree and they extend to which
the two variables are correlated but is does ndét @bout cause and effect.
(Bajracharya, 2053)

For analyzing the relationship between two varigpl&arl Person’s correlation
coefficient (r) has been used. Correlation analgisscribes the positive and negative
relationship between variables. It helps to deteemvhether there is:

. A positive or negative relationship exists
. The relationship is significant or insignificantdan
. Establish cause and effect relation if any

The statistical tool, correlation analysis is predd in this study to identify the
relationship between variables, whether the ratatig is significant or not. For the
purpose of decision- making, interpretation is dase following term:

1.When r = 1, there is perfect positive correlation

2.Whenr = -1, there is perfect negative corretatio
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3.When r = 0, there is no correlation

4. When ‘v’ lies between 0.7 to 0.999 (-0.7 to 0.p¥®ere is a high degree f
positive (or negative) correlation.

5.When ‘r’ lies between 0.5 to 0.699, there is mratkedegree of correlation.

6.When r’ is less than 0.5, there is low degreeafelation.
3.6.1.5 Trend Analysis

Trend analysis is a significant tool of horizonti@ancial analysis. It is a dynamic

method to indicate the changes in terms of findrstaement. Trend analysis helps to
identify the controllable items of given period afdure forecast can be made for
ongoing concern. It is one of the useful tools iaking a comparative study of the
financial statement of the number of years. It nsad@sy to identify the changes in an
item or in a group of items over a period of tinmel &0 draw the conclusion regarding

the changes there on.

Under this topic, trend of different ratios are efcaisted for next five years. The

projections are based on the following assumptions.

* The main assumption is that other things will remaichanged.

* The companies will remain in the present position.

* The economy will remain in the present stage.

* Beema Samiti will not change its guidelines to nasice companies.

» The forecast will be true only when the limitatioh least square method is

carried out.
Least square method:

This is one of the most commonly used methods gerd®e the trend. This is the

mathematical method.

The straight line trend between the dependent viarig' and independent variable "X’
(i.e. time) is representing by equation:
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Y.=a+ bx

Where,

Y. = estimated value of 'y’ for any given value afependent variable X.

>Y

a =y — intercept of value of 'y’ when x = 0 [ee==—]
n

b= slope of the trend line or amount of changg'ipér unit change in x

[i.e. b= %Xz

3.6.2 Financial Tools

In the research different financial tools are ugsedfind, examine not only the
financial strength but also the weakness of thepames. In the study financial tools
like ratio and analysis has been used. These &welgery helpful to find symptoms of

the firm.
3.6.2.1 Ratio Analysis

Ratio analysis is one of the most powerful tools fmalyzing the financial

performance of any firm. Since many diverse groopgeople are interested in
analyzing the financial information to indicate thperating and financial efficiency
and growth of the firm. These people use ratio @iednine those financial
characteristics of the firm in which they are ietged. “In the financial analysis, ratio
analysis is used for evaluating the financial positand performance of the firm.”
(Pandey; 1993; 104)

In this analysis detail analysis on return, expsnggcome related ratios have been
made in order to find out the true picture of padfility of the sample insurance
companies. Profitability analysis would be incontplé these above aspects are not

taken into consideration.

1) Return Analysis

a) Return on Total Assets
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Return on Assets ratio measures the percentaget gfrofit on total assets employed

to the firm. This ratio is obtained by dividing thet profit by total assets.

Net Profit
Return on Assets = x 100
Total Assets

b) Return on Equity Ratio

Return on Equity Ratio shows the percentage ofpX&fit on total Equity. This ratio

is measured by dividing the Net profit by total #gamount.

_ _ Net Profit
Return on Equity Ratio = : x 100
Total Equity

c) Return on Earning Assets Ratio

Return on Earning Assets ratio measures the pexgerdf net profit on total earning
assets employed to the firm. This ratio is obtaihgdlividing the net profit by total

earning assets.

. Net Profit
Return on Earning Assets : x 100
Total Earning Assets

d) Net Profit to Life Insurance Fund Ratio

Net Profit to Life Insurance Fund Ratio measureshrcentage of net profit on life
insurance fund employed to the firm. This ratimltained by dividing the net profit

by life insurance.

_ _ _ Net Profit
Net Profit on Life Insurance Fund Ratio=___ x 100
Life Insurance Fund

2) Income Analysis
a) Interest Income to Total Income Ratio
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Interest Income to Total Income Ratieeasures the percentage of Interest income on
total income earned to the firm. This ratio is aofed by dividing the interest income

by total income.

) Interest Income
Interest Income to Total Income Ratio= x 100
Total Income

b) Interest Income to Total Assets Ratio

Interest Income to Total Assets Ratiasures the percentage of Interest income on
total assets employed to the firm. This ratio igaoted by dividing the interest

income by total assets.

. Interest Income
Interest Income to Total Assets Ratio= x 100
Total Assets

c) Interest Income to Total Earning Assets Ratio

Interest Income to Total Earning Assets Ratieasures the percentage of Interest
income on total earning assets employed to the flitms ratio is obtained by dividing

the interest income by total earning assets.

) _ Interest Income
Interest Income to Earning Assets Ratio= : x 100
Earning Assets

3) Expenses Analysis
a) Salary and Allowance Expenses to Total Manageli&xpenses Ratio

Salary and allowance expenses to total managexipénses ratio measures the
percentage of salary and allowance expenses dmiateagerial expenses of the firm.
This ratio is obtained by dividing the salary anibvaance expenses by total

managerial expenses.

Salary and allowance Expenses to Salary and allowance expenses 100
= X

Total Managerial Expenses Ratio Total management expenses
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b) Office Expenses to Total Managerial Expenses Rat

Office expenses to total managerial expenses nagiasures the percentage of office
expenses on total managerial expenses of the Tihis. ratio is obtained by dividing

the office expenses by total managerial expenses.
Office Expenses to Total Managerial Expenses Ratio

Office Expenses
= i x 100
Total managerial Expensess
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CHAPTER - IV
DATA PRESENTATION AND ANALYSIS

4.1 Financial Ratio Analysis

Financial Ratio Analysis is a tool, through whiatoromic and financial position of
organization can be fully to X-rayed. It is the irated quotient of two mathematical
expressions, and as the relationship between twmare indicators. Therefore, to
find out the position of profitability in securiseof sample insurance institutions, the

following ratios are examined.
4.1.1 Return Analysis

Under this heading, an attempt has been made tgzanthe ratio of return on total
assets, total earning assets, total equity cagmitdllife insurance fund. The insurance
companies under study have not separated the grofin life insurance fund;
however the analysis has been made according torttié calculated for income tax

purposes.
4.1.1.1 Return on Assets Ratio

Return on Assets ratio measures the percentaget girofit on total assets employed
to the firm. This ratio is obtained by dividing tlmet profit by total assets. The

statistical formula to calculate Return on Assetgiven as:

~ Net Profit
Return on Assets Ratio= X 100
Total Assets

The Comparative analysis of Return on assets odttbe companies under study
shown in the following table.
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Table: 4.1
Return on Assets Ratio

(Rs. in Lakh)
NLIC LIC
Year Net Total . Net Total .
Profit Assets Ratio (%) Profit Assets Ratio (%)

2006 463 18686 2.48 447 18623 2.40
2007 0 25131 0.00 510 23017 2.22
2008 42 31973 0.13 51 28961 0.18
2009 80 44333 0.18 871 40565 2.15
2010 63 52914 0.12 -63 53524 -0.12
Mean 0.58 1.36
SD 0.95 1.10
cv 1.63 0.80

(Source: Annual reports of NLIC and LIC)

From the above table: 4.1, the Return on AssetNld€ and LIC has shown. The
amount of Total Assets and its trend to incremeetrss same of both organizations.
But, the trend of Net Profit, NLIC has got a higtofit on 2006 as Rs.463 Lakh on
2006 and decreases to Rs.0 on the second studydpand after that it has in
increasing trend for the next two years. But thendr of Net Profit of LIC is
haphazardly. In the year 2006 and 2007 it seenreasmg but in the year 2008 Net
Profit has reduced to Rs.51 Lakhs from Rs.510 LakKH&07 and again it increases
to Rs.871 Lakhs in the year 2009 and again at #0jdks negative of Rs.63 Lakhs.

The Return on Assets Ratio of NLIC seems more eomghan LIC. The ROA of
NLIC for the first study year was 2.48% and it gaaeé on the year 2007 and got an
increasing trend from that year to the last studgry The ROA of NLIC for 2010
goes to 0.12%. Whereas, ROA of LIC seems hapharand. It was 2.40% for the
year 2006 and came down for next two years andchg W18% for the year 2008. It
increases to 2.15 on 2009 and again decreasesl@fe(or last year. Although the
trend of ROA of NLIC goes increasing except thetfgtudy period, average of ROA
of LIC is higher than NLIC. Deviation of NLIC seerhggher than LIC.

The trend of ROA of both companies is shown in Wefigure::
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Figure 4.1
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The figure shows the trend of both companies R@4thk first study year ROA of
both companies seems same. In Second year, NLI€dpven to 0 but LIC decreases
by tinny value. From second year to the last yebliC\has on increasing trend but

LIC has fluctuation on its value and goes Negatat® for the last year.

4.1.1.2 Return on Equity Ratio

Return on Equity Ratio gives the percentage ofp¥efit on total Equity. This ratio is
measured by dividing the Net profit by total equasnount. Technically it can be
shown as:

Net Profit

Return on Equity Ratio = ___ x 100
Total Equity

Comparative analysis of Return on equity ratio @i@® and LIC is presented in the

following table: 4.2.
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Table: 4.2
Return on Equity Ratio

(Rs. in Lakh)
NLIC LIC
Year Net Total Ratio Net Total Ratio
Profit Equity (%) Profit Equity (%)

2006 463 2500 18.52 447 2500 17.88
2007 0 2500 0.00 510 2500 20.40
2008 42 2500 1.68 51 2500 2.04
2009 80 3000 2.67 871 2500 34.84
2010 63 3750 1.68 -63 2500 -2.52
Mean 4,91 14.53
SD 6.86 13.45
cv 1.40 0.93

From the table: 4.2, it is found that the returneguity ratio of NLIC is 6.86 percent
on average. NLIC has neither profit nor loss inykar 2007. The maximum ratio in
18.52 percent in 2006 and minimum ratio is 0.00 athe year 2007. Similarly
average return on equity ratio of LIC is 14.53 petc The highest ratio is 34.84
percent in the year 2009, while the minimum ra$ied.52% in 2010. Comparatively
the ratios of NLIC is more scattered than LIC. Whidescribes by CV of both

(Source: Annual reports of NLIC and LIC)

companies. Both companies has no more satiskad tof ROE Ratio.

Following figure: 4.2 helps to show these facts endearly:

Figure: 4.2
Return on Equity Ratio
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4.1.1.3 Return on Earning Assets Ratio

Return on Earning Assets ratio measures the pexgerdf net profit on total earning
assets employed to the firm. This ratio is obtaibhgdlividing the net profit by total

earning assets.

Net Profit
x 100

Return on Earning Assets = :
Total Earning Assets

Comparative analysis of Return on earning asséts shthe companies under study

is shown in the following table: 4.3.

Table: 4.3
Return on Earning Assets Ratio
(Rs. in Lakh)
NLIC LIC
Year Net Earning Ratio Net Earning Ratio
Profit Assets (%) Profit Assets (%)

2006 463 18572 2.49 447 19876 2.25
2007 0 23180 0.00 510 21441 2.38
2008 42 27555 0.15 51 26892 0.19
2009 80 38834 0.21 871 37785 2.31
2010 63 54942 0.11 -63 49685 -0.13
Mean 0.59 1.40
sD 0.95 1.12
cv 1.61 0.80

(Source: Annual reports of NLIC and LIC)

From the table: 4.3, we can see the trend of nefitpend earning assets of both
companies. It is found that the average returnaynieg assets ratio of NLIC is 0.59
percent. The lowest ratio on the year 2007 was. M&@antime, NLIC has got highest
return on earning assets on 2006 which was 2.498teder LIC has average return
earnings ratio was 1.40 for the study period. & B888 ROEA ratio in the year 2007
and gone to negative by -0.13 in 2010. NLIC hasnoreasing trend except the first
year meantime LIC has more fluctuated trend omaiti®. The standard deviation on
ratios of LIC has got higher although it has lowaf rather than NLIC.

The ROEA ratio of both companies has plotted iruFeg4.3:
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Figure: 4.3

Return on Earning Asset Ratio
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From the above figure we can more clarify the trehdROEA of both companies.
The trend of ROEA of NLIC is higher for the firstgr and gone down to 0 in second
year. After the year two it is getting improvementeach year by a small value.
Meantime, the ratio of LIC is highest in secondrydiahas satisfactory ratio for first,
second and fourth year. But it has minimum returrttord year and gone to negative
for last study year. Both companies need to makesteat increasing trend by

analyzing the effective factors.
4.1.1.4 Net Profit to Life Insurance Fund Ratio

Net Profit to Life Insurance Fund Ratio measureshrcentage of net profit on life
insurance fund employed to the firm. Since the camms under study have not
separated the profit from their life insurance futiis ratio is very significant to
understand the percentage of net profit. This retiobtained by dividing the net

profit by life insurance.
Net Profit

Net Profit on Life Insurance Fund Ratio=_ x 100
Life Insurance Fund

Comparative analysis of Net Profit on Life Insurarfeund ratio of the companies

under studys shown in the following table: 4.4.
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Net Profit to Life Insurance Fund Ratio

Table: 4.4

(Rs. in Lakh)
NLIC LIC
Year Net Life Insurance . Net Life Insurance .
Profit Fund Ratio (%) Profit Fund Ratio (%)

2006 463 13176 3.51 447 11368 3.93
2007 0 19718 0.00 510 16889 3.02
2008 42 27615 0.15 51 24923 0.20
2009 80 39322 0.20 871 34256 2.54
2010 63 55253 0.11 -63 48139 -0.13
Mean 0.80 1.91
sD 1.36 1.60
cv 1.71 0.84

(Source: Annual reports of NLIC and LIC)

Table 4.4 shows the clear figure of net profit dri@ fund and its ratio of both

insurance companies. Regarding the NPLIF ratio\lhas a highest ratio on 2006 as
3.51. It gone to 0 on 2007 and increased to 0.2@@09 and again decreased at 0.11
on 2010. The LIC has 3.93 on 2006 and gone 3.0D&ffor second and third year
respectively. It improved it ratio on 2009 and @é=sed to -0.13 for last study year.

The average ratio for the study period is 0.8058d for NLIC and LIC respectively.

It has 1.36 and 1.60 standard deviation and 1.7¢l (&4 correlation of variance

respectively.

Figure: 4.4
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With the help of figure: 4.4, we can analysis thend of net profit to life insurance

fund ratio for five study period has shown cleaiije trend of this ratio of NLIC is
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seems same as earlier ratios like first year vagly Bnd then decreases to zero and is
slightly increasing every year. Meantime, LIC has kigher trend in first two years
and gone down nearby zero on third year and aganmeases to fourth year and gone
to negative on last year.

4.1.2 Income Analysis

Income is the main factor, which affect the prdfiligy significantly. In this section,
an attempt has been made to analyze the variows ragarding the income of the

insurance companies under study.
4.1.2.1 Interest Income to Total Income Ratio

Interest Income to Total Income Ratieeasures the percentage of Interest income on
total income earned to the firm. This ratio is aofa by dividing the interest income
by total income.

Interest Income

Interest Income to Total Income Ratio= x 100

Total Income
Comparative analysis of Interest Income to Totalome Ratio of the companies

under studys shown in the following table.

Table: 4.5
Interest Income to Total Income Ratio
(Rs. in Lakh)
NLIC LIC
Year Interest Total Ratio (%) Interest Total Ratio (%)
Income Income Income Income

2006 673 6596 10.20 887 7656 11.59
2007 950 8882 10.70 985 8251 11.94
2008 1421 11150 12.74 1488 10493 14.18
2009 2056 16655 12.34 2027 14125 14.35
2010 3631 23435 15.49 3340 18850 17.72
Mean 12.30 13.95
SD 1.86 2.19
cv 0.15 0.16

a7

(Source: Annual reports of NLIC and LIC)




From the table: 4.5, it is depicted that Interesbime to Total Income Ratio of NLIC
is 12.30 percent on average. The maximum ratidid9 percent in the year 2010 and
the minimum ratio is 10.20 percent in the year 20DBe ratios are in increasing
trend. Similarly average Interest Income to Totatome Ratio of LIC is 13.95
percent. The highest ratio is 17.72 percent inyder 2010, while the minimum ratio
is 11.59 % in the year 2006. The ratio of LIC isaalin increasing trend.
Comparatively the ratios of NLIC are more homogersethan LIC, which is shown
by lower CV and SD of the NLIC. Following figure:54helps to presents these facts

more clearly.
Figure: 4.5
Interest Income to Total Income Ratio
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The above figure shows that interest income td totaome ratio of both companies
are similar in nature. But LIC ratio is leading MbIC. Two companies trend is in

increasing and going paralleled throughout theyspetiod.
4.1.2.2 Interest Income to Total Assets Ratio

Interest Income to Total Assets Ratieeasures the percentage of Interest income on

total assets employed to the firm. This ratio igaoted by dividing the interest
income by total assets.

Interest Income

Interest Income to Total Assets Ratio= x 100
Total Assets

Comparative analysis of Interest Income to TotadeAs Ratio of the companies under

studyis shown in the following table: 4.6.
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Table: 4.6
Interest Income to Total Assets Ratio

(Rs. in Lakh)
NLIC LIC

Year | Interest Total . Interest Total .
Income Assets Ratio (%) Income Assets Ratio (%)
2006 673 18686 3.60 887 18623 4.76
2007 950 25131 3.78 985 23017 4.28
2008 1421 31973 4.44 1488 28961 5.14
2009 2056 44333 4.64 2027 40565 5.00
2010 3631 52914 6.86 3340 53524 6.24
Mean 4.67 5.08
SD 1.17 0.65
cv 0.25 0.13

(Source: Annual reports of NLIC and LIC)

From the table: 4.6, it is depicted that Inter@sioime to Total Assets Ratio of NLIC
is 4.67 percent on average. The maximum ratio 82 @ercent in the year 2010 and
the minimum ratio is 3.60 percent in the year 2QRiilarly average Interest Income
to Total Assets Ratio of LIC is 5.08 percent. ThghRst ratio is 6.24 percent in the
year 2010, while the minimum ratio is 4.28 % in thear 2007. Comparatively the
ratios of LIC are more dispersed than LIC, whiclshewn by greater CV and SD of
the NLIC.

With the help of figure: 4.6, these facts are seene clearly.

Figure: 4.6
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Figure 4.6 shows the relation of interest incomotal assets ratio of NLIC and LIC.
NLIC has a constant increasing trend for first fgaar and it seems increase in ratio
by final year whereas LIC company ratio was de@édsr second and fourth year
and slightly increased in 2010. But as figure shotha trend of NLIC is going better
than LIC and LIC has lead for first four year anullast year NLIC lead on interest
income to total assets. On average analysis, Nhi€rest income to total assets ratio

rather than LIC has going to improve since itsdrenhigher.
4.1.2.3 Interest Income to Total Earning Assets Rat

Interest Income to Total Earning Assets Ratieasures the percentage of Interest
income on total earning assets employed to the fiitms ratio is obtained by dividing
the interest income by total earning assets.

Interest Income

Interest Income to Total Earning Aassets Ratio= :
Total Earning Assets

x 100

Comparative analysis of Interest Income to Totalnie Assets Ratio of the
companies under studly shown in the following table: 4.7.

Table: 4.7
Interest Income to Total Earning Ratio
(Rs. in Lakh)
NLIC LIC
Year Interest Earning Ratio (%) Interest Earning Ratio (%)
Income Assets Income Assets

2006 673 18572 3.62 887 19876 4.46
2007 950 23180 4.10 985 21441 4.59
2008 1421 27555 5.16 1488 26892 5.53
2009 2056 38834 5.29 2027 37785 5.36
2010 3631 54942 6.61 3340 49685 6.72
Mean 4.96 5.34
sD 1.04 0.81
cv 0.21 0.15

(Source: Annual reports of NLIC and LIC)

The Table 4.7 shows the interest income to totahieg assets ratio of NLIC and
LIC. Throughout the five year study period the ager ratio of NLIC and LIC were
4.96 and 5.34 respectively. The standard deviadiwh coefficient variance of data
has found 1.04 and 0.81 and 0.21 and 6.59 respéctiit shows that the average
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income on total earning of LIC is greater than NLBata of NLIC is in the trend of
increasing whereas LIC has some stability on téedr It also describes by the CV of

both companies.

Below figure: 4.7 has been plotted to simplify #imve values:
Figure: 4.7
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Above figure shows the relation of interest incoamel total earnings ratio of NLIC
and LIC companies. Both companies has got positiseasing trend on their interest
income. For the first four years LIC has leadingtioa ratio whereas in the last year
NLIC has got more. LIC has slightly less increasingnd than NLIC. We may

suggest both companies to keep the increasing éextry to increase the ratio.

4.1.3 Expenses Analysis

section, an attempt has been made to analyze tlmeisaatios regarding the expenses

of the insurance companies under study.
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4.1.3.1 Salary and Allowance Expenses to Total Magarial Expenses
Ratio

Salary and allowance expenses to total managexipénses ratio measures the
percentage of salary and allowance expenses dnmategerial expenses of the firm.

This ratio is obtained by dividing the salary ankdbv@ance expenses by total
managerial expenses.

Salary and allowance Expenses to Total Managexipéises Ratio=

Salary and Allowance Expenses
x 100

Total managerial Expensess

Comparative analysis of salary and allowance exgfs total managerial expenses
ratio of Nepal Life Insurance Company Limited andelLlnsurance Corporation

Nepal Limited under studyeriod of 2006 to 2010 is shown in the following
table: 4.8.

Table: 4.8
Salary and Allowance Expenses to Total Managementdgenses Ratio
(Rs. in Lakh)
NLIC LIC

Year | salary & Total . Salary & Total .
Allow:nce Managerial Exp Ratio AIIow:nce Managerial Exp Ratio
2006 95 433 | 21.94 94 444 | 21.17
2007 109 517 | 21.08 109 589 | 18.51
2008 173 792 | 21.84 147 538 | 27.32
2009 253 1233 | 20.52 156 1029 | 15.16
2010 467 2519 | 18.54 220 1470 | 14.97
Mean 20.78 19.43
SD 1.24 4.57
cv 0.06 0.24

(Source: Annual reports of NLIC and LIC)

From the table: 4.8, it is found that salary aridve@nce expenses to total managerial
expenses ratio of NLIC is 20.78 percent on averdge maximum ratio in 21.94
percent in the year 2006 and the minimum ratio854 percent in the year 2010.

Similarly average salary and allowance expenséstaéb managerial expenses ratio of
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LIC is 19.43 percent. The highest ratio is 27.3&eet in the year 2008, while the
minimum ratio is 14.97 % in the year 2010. Compeedy the ratios of NLIC are
more consistent than LIC, which is shown by low&f &d SD of the NLIC. These

facts are presented in Figure: 4.8.

Figure: 4.8
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Figure 4.8 shows the salary and salary expensesl tvdth total management
expenses ratio. The trend of both companies areedsiog but NLIC has some
constant decreasing trend whereas LIC has notasitygilon its expenses. It is better
to decrease the trend of both companies and LI@ teeenake a constant decreasing

trend.
4.1.3.2 Office Expenses to Total Managerial Expens&atio

Office expenses to total managerial expenses nagiasures the percentage of office
expenses on total managerial expenses of the Tihis. ratio is obtained by dividing

the office expenses by total managerial expenses.
Office Expenses to Total Managerial Expenses Ratio:

Office Expenses
= x 100

Total managerial Expensess

Comparative analysis of office expenses to totahagarial expenses ratio of the

companies under study shown in the following table: 4.9.
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Table: 4.9

Office Expenses to Total Managerial Expenses Ratio

(Rs. in Lakh)
NLIC LIC
Year Office Total Ratio Office Total Ratio
Expenses | Managerial Exp Expenses | Managerial Exp

2006 40 433 9.24 39 444 8.78
2007 45 517 8.70 46 589 7.81
2008 88 792 11.11 59 538 | 10.97
2009 121 1233 9.81 90 1029 8.75
2010 149 2519 5.92 130 1470 8.84
Mean 8.96 9.03
SD 1.72 1.04
cv 0.19 0.12

(Source: Annual reports of NLIC and LIC)

From the table: 4.9, it is found that office expeEn$o total managerial expenses ratio

of NLIC is 8.96 percent on average. The maximurorat 11.11 percent in the mid

year 2008 and the minimum ratio is 8.70 percerihenyear 2007. Similarly average

office expenses to total managerial expenses o&tidC is 9.03 percent. The highest

ratio is 10.97 percent in the year 2008, whilertieimum ratio is 7.81 % in the year

2007. Ratios of the both companies are in decrgasemd. Comparatively the ratios
of NLIC are more consistent than LIC, which is sinoly lower CV of the NLIC.

Figure: 4.9 is representing the value clearly.

Figure: 4.9
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Figure 4.9 shows that the office expenses to talagement expenses ratio of both
companies are similar in nature. The ratio is iaseel in 2008 and on decreasing

trend for whole study period.
4.2 Least Square Linear Trend Analyses

Trend analysis has been a very useful and commapplied statistical tool to
estimate the future events in quantitative terms.tkke basis of tendencies in the
dependent variables in the past periods record,fuhee trend is predicted. This
analysis takes the historical data as the basisfdogcasting. This method of
forecasting the future trend is based on the assangpthat the past tendencies of the
variable are repeated in the future, i.e. the ma&nts affect the future events

significantly.
The future trend is forecasted by using the follayiormula given below:

Y= at+ bx
Where,
Y. = the dependent variable
a = the origin i.e. arithmetic mean.
b = the slope coefficient i.e. rate of change

x = the independent variable i.e. year
4.2.1 Trend Analysis of Return on Assets Ratio

Under this topic, an effort has been made to cateuthe trend value of return on total
assets ratio of NLIC and LIC comparatively undeefyears study period and project

the trend for next three years.

The table: 4.10 presents the trend values trengeva return on total assets ratio.
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Table: 4.10
Trend Value of Return on Assets Ratio

Year NLIC LIC
2006 2.48 2.40
2007 0.00 2.22
2008 0.13 0.18
2009 0.18 2.15
2010 0.12 -0.12
2011 (Projected) -0.78 -0.17
2012 (Projected) -1.23 -0.68
2013 (Projected) -1.69 -1.19
Mean (a) 0.58 1.36
Rate of Change (b) -0.45 -0.51
Trend Equation | 0.58+(-0.45)x 1.36+(-0.51)x

(Source: Annual reports of NLIC and LIC)

From the table: 4.10, it is found that the retumtatal assets ratio NLIC and LIC are
in decreasing trend. The rate of change of LIC ugelmnegative than NLIC. The trend
of NLIC is decreasing by the ratio of -0.45%. Samly, the trend of LIC is increasing
by the ratio of -0.51%. If other things remain sameurn on total assets ratio NLIC
will be -0.78, -1.23 and -1.69 for the year 201D12 and 2013 respectively
meantime, LIC will be -0.17, -0.68 and -1.19 respety. Trend line of return on

total assets ratio of NLIC and LIC is presentethmfigure: 4.10.

Figure: 4.10

Trend of Return on Assets Ratio

ANANEIZAN __
N

—&—LIC

Year

56



Figure 4.10 shows the trend of return on asseis fait the study period of 2006 to
2010 and forecasting trend of 2011 to 2013. Froenahove picture, NLIC and LIC
has almost same ratio of return on assets. BINILWE€ trend has decreases to zero on
second year and goes to increasing trend for dkinee years. But the average trend
for coming year seen negative. Meantime, LIC h#scuate ratio and it seems very
less for third year and again rise nearby two éarrth year. And it seems negative for

year five. The forecasting value for 2011 to 20&8mss negative trend.
4.2.2 Trend Analysis of Return on Earning Assets Rep

Under this topic, an effort has been made to cateuthe trend value of return on
earning assets ratio of NLIC and LIC comparatiwahgler five year study period and

we try to project the trend for next three yearshbglyzing last five years ratios.
The table: 4.11 presents the trend values trengevafl return on earning assets ratio.

Table: 4.11
Trend Value of Return on Earning Assets Ratio

Year NLIC LIC
2006 2.49 2.25
2007 0.00 2.38
2008 0.15 0.19
2009 0.21 2.31
2010 0.11 -0.13
2011 (Projected) -0.77 -0.05
2012 (Projected) -1.23 -0.53
2013 (Projected) -1.68 -1.01
Mean (a) 0.59 1.40
Rate of Change (b) -0.46 -0.48
Trend Equation 0.59+(-0.46)x | 1.40+(-0.48)x

(Source: Annual reports of NLIC and LIC)
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From the table: 4.11, it is found that the retumearning assets ratio NLIC and LIC
are in decreasing trend. The rate of change of Nkl&ss than LIC. The trend of
NLIC is decreasing by the ratio of -0.46%. Simyathe trend of LIC is increasing by
the ratio of -0.48%. If other things remain sangum on earning assets ratio NLIC
and LIC will be -1.68% and -1.01% respectivelyhe year 2013.

Trend line of return on total assets ratio of Nld@d LIC is presented in the figure:

4.11.
Figure: 4.11
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4.2.3 Trend Analysis of Return on Equity Ratio

Under this topic, an effort has been made to cateuthe trend value of return on
equity ratio of NLIC and LIC comparatively undevdiyear study period and project

the trend for next three years.

The table: 4.12 presents the trend values trengeva return on equity ratio.
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Table: 4.12
Trend value of Return on Equity Ratio

Year NLIC LIC
2006 18.52 17.88
2007 0.00 20.40
2008 1.68 2.04
2009 2.67 34.84
2010 1.68 -2.52
2011 (Projected) -4.39 6.62
2012 (Projected) -7.50 3.98
2013 (Projected) -10.60 1.35
Mean (a) 491 14.53
Rate of Change (b) -3.10 -2.64
Trend Equation 4.91+(-3.10)x 14.53+(-2.64)x

(Source: Annual reports of NLIC and LIC)

From the table: 4.12, it is found that the retumeguity ratio NLIC and LIC are in

decreasing trend. The rate of change of NLIC isenm@ygative than LIC. The trend of
NLIC is decreasing by the ratio of -3.10. Similarige trend of LIC is decreasing by
the ratio of -2.64. If other things remain samé,me on earning assets ratio NLIC and
LIC for year 2011 to 2013 will be -3.39 and 6-68,23 and 3.98 and -9.08% and
1.53% respectively. To more specification for tréiné of return on total assets ratio

of NLIC and LIC is presented in the figure: 4.12dve

Figure: 4.12
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4.2.4 Trend Analysis of Net Profit to Life Insuran@ Fund Ratio

Under this topic, an effort has been made to cateuhe trend value of net profit to
life insurance fund ratio of NLIC and LIC compavaty under five years study

period and project the trend for next three years.

The table: 4.13 presents the trend values trengevad Net Profit to Life Insurance
Fund ratio of NLIC and LIC.

Table: 4.13
Trend Value of Net Profit to Life Insurance Fund Ratio

Year NLIC LIC
2006 3.51 3.93
2007 0.00 3.02
2008 0.15 0.20
2009 0.20 2.54
2010 0.11 -0.13
2011 (Projected) -1.18 -0.67
2012 (Projected) -1.84 -1.53
2013 (Projected) -2.50 -2.39
Mean (a) 0.80 1.91
Rate of Change (b) -0.66 -0.86
Trend Equation 0.80+(-0.66)x 1.91+(-0.86)x

(Source: Annual reports of NLIC and LIC)

From the table: 4.13, it is found that the net praf life insurance fund ratio NLIC

and LIC are in decreasing trend. The rate of chafddIC and LIC is homogeneous
i.e. -0.66% and -0.86% respectively. If other tisimgmain same, net profit to life
insurance fund ratio of NLIC and LIC will be -2.5080d -2.39% respectively in the
year 2013.

Trend line of net profit to life insurance fundicabf NLIC and LIC is presented in
the figure: 4.13.
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Figure: 4.13

Trend of Net Profit to Life Insurance Fund Ratio
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4.3 Correlation Analysis

Correlation is a statistical tool, which shows te&ationship between two variables.
Correlation coefficient summarized in one figutee tlegree and they extend to which

the two variables are correlated or not but dog¢gatioabout cause and effect.

To analyze the relationship between two variabl€syl Person’s correlation
coefficient (r) has been used. Correlation analggiscribes the positive or negative

relationship between variables. It also helpsei@anine whether there is:

* A positive or negative relationship exists
» The relationship is significant or insignificantcan

» Establish cause and effect relation if any

The statistical tool, correlation analysis is predd in this study to identify the
relationship between variables, whether the ratatigp is significant or not. For the

purpose of decision- making, interpretation is dase following:

* Whenr = 1, there is perfect positive correlation.
* When r = -1, there is perfect negative correlation
* When r =0, there is no correlation
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* When ‘r’ lies between 0.7 to 0.999 (-0.7 to -0.99%re is a high degree f
positive (or negative) correlation.
* When r’ lies between 0.5 to 0.699, there is motiedegree of correlation.

* When r’ is less than 0.5, there is low degreemtelation.

4.3.1 Correlation between Net Profits and Total Asts

The coefficient of correlation between net profitdatotal assets is to measure the
degree of relationship between these two variadlesthe analysis net profit is
dependent variable and a total asset is independmrdble. The purpose of the
computing correlation coefficient is to justify wher there is any relationship

between these two variables or not. The value petaiion is shown below:

Table: 4.14
Correlation between Net Profits and Total Assets

S.n. Company Correlation Remarks
1. NLIC -0.526488
2. LIC -0.296688

(See Appendix: 11 for Calculation)

From the computation of correlation between the vamvables of both the companies,
it is found that the coefficient of correlation Ween net profit and total assets is -0.53
and -0.30, which shows that both companies have tmgree of negative

significance.
4.3.2 Correlation between Net Profits and Earning Asets

The coefficient of correlation between net profidaearning assets is to measure the
degree of relationship between these two variablesthe study net profit is
dependent variable and earning asset is independeiatble. The purpose of the
computing correlation coefficient is to justify wher there is any relationship
between two variables or not. Calculation of catieh of the variables is shown

below:
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Table: 4.15
Correlation between Net Profits and Earning Assets

S.n. Company Correlation Remarks
1. NLIC -0.437394
2. LIC -0.295832

(See Apendix: 111 for Calculation)

From above calculation the correlation coefficiehhet profit and earning assets has
found -0.44 and -0.30 of NLIC and LIC respectiveélfe result shows that there is
low significance between net profit and earningetssalue. Thus, the relation of the

net profit and earning assets of NLIC is much nggagignificance than LIC.
4.3.3 Correlation between Net Profits and Interesincome

The coefficient of correlation between net profidanterest income is to measure the
degree of relationship between these two variadiesthe analysis net profit is
dependent variable and interest income is indepengiable. The purpose of the
computing correlation coefficient is to justify wher there is any relationship

between two variables or not. The value of coriatabf the variables is shown

below:
Table: 4.16
Correlation between Net Profits and Interest Income
S.n. Company Correlation Remarks
1. NLIC -0.413051
2. LIC -0.425218

(See Appendix: 1V for Calculation)

From the computation of correlation between the vawables of NLIC and LIC, it is
found that the coefficient of correlations betwewt profit and interest income is -
0.32 and -0.42 respectively. It shows that therews degree of negative correlation

of both companies respectively.
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4.3.4 Correlation between Net Profits and ManagericExpenses

The coefficient of correlation between net profitdamanagerial expenses is to
measure the degree of relationship between thesevéwables. In the analysis net
profit is dependent variable and a managerial expes independent variable. The
purpose of the computing correlation coefficienttasjustify whether there is any
relationship between two variables or not. Cal¢atabf correlation of the variables

is shown below:

Table: 4.17
Correlation between Net Profits and Managerial Expases
S.n. Company Correlation Remarks
1. NLIC -0.526488
2. LIC -0.296688

(See Appendix: V for Calculation)

From the computation of correlation between the vawables of NLIC and LIC, it is
found that the coefficient of correlations betwewt profit and managerial expenses
of NLIC is -0.52, and the correlation is -0.30 iiCl. which shows that there is low

degree of negative correlation between these twiahas.

4.3.5 Correlation between Net Profits and Life Instance Fund

The coefficient of correlation between net profiddife insurance fund is to measure
the degree of relationship between these two vi@sabn the analysis net profit is
dependent variable and life insurance fund is iedépnt variable. The purpose of the
computing correlation coefficient is to justify wher there is any relationship

between two variables or not.

Table: 4.18
Correlation between Net Profits and Life InsuranceFund
S.n. Company Correlation Remarks
1. NLIC -0.493014478
2. LIC -0.340663893

(See Appendix: VI for Calculation)
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From the computation of correlation between the vanables of NLIC and LIC, it is
found that the coefficient of correlations between profit and life insurance fund is
-0.50 and -0.34 respectively, which shows that ehisr low degree of negative

correlation between these two variables in bothctimapanies.
4.4 Major Findings of the Study
From above data analysis, we came to summarizedimfy as mentioned below:

* It is depicted that the return on assets ratio bfiQNis 0.58 and LIC is 1.36
percent on average. The standard deviation was &n851.10 respectively.
Meantime its CV has found 1.63 and 0.80 respegtividie ratios of NLIC are
more dispersed than LIC in the study period.

* It is found that the return on equity ratio of NLI€4.91 percent on average.
Similarly average return on equity ratio of LIC i%4.53 percent.
Comparatively the ratio of LIC is more stable tiNidC.

* It is found that the average return on earningtasssdio of NLIC is 0.59
percent and that of LIC is only 1.40 percent. Ratd the both insurance
companies are in instability trend. Higher the shéws the greater variability
in the ratios of NLIC.

» Itis found that Net Profit on Life Insurance Furadio of NLIC is 0.80 percent
on average. Similarly the ratio of LIC is 1.91 part Comparatively the ratios
of NLIC are more scattered than NLIC.

* It is depicted that Interest Income to Total IncoRatio of NLIC is 12.30
percent on average. Similarly that ratio of LICL&95 percent. The ratios are
in increasing trend. Comparatively the ratios ofl@llare more homogeneous
than LIC.

* It is shown that Interest Income to Total Assetsidraf NLIC and LIC are
4.67 and 5.08 percent on average respectively. @matipely the ratios of
NLIC are more dispersed than LIC.

* Itis found that Interest Income to Total Earningsats Ratio of NLIC is 4.96
percent on average. Similarly that of the LIC i845percent. Comparatively

the ratios of LIC are more dispersed than NLIC.
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It is found that salary and allowance expensestal imanagerial expenses
ratio of NLIC is 20.78 percent and LIC is 19.43 qmert on average
Comparatively the ratios of NLIC are more consistean LIC.

It is found that office expenses to total manadengenses ratio of NLIC is
8.96 percent on average and LIC is 9.03 percennp@eatively the ratios of
NLIC are more consistent than LIC.

It is found that the return on total assets ratidQNand LIC are in decreasing
trend. The rate of change of NLIC is less negatiaa LIC.

It is found that the return on earning assets riflidC and LIC are also in
decreasing trend. The rate of change of LIC is moare negative than
NLIC.

It is found that the return on equity ratio NLICdahlC are also in decreasing
trend.

It is found that the net profit to life insuranaand ratio NLIC and LIC are in
decreasing trend.

From the correlation analysis of the net profithaibtal assets, earning assets,
interest income, managerial expenses and life amagr fund taking net profit
as dependent variable, it is found that there & kbegree of negative

correlation between net profit and these variabfdsoth companies.
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CHAPTER -V
SUMMARY, CONCLUSION AND
RECOMMENDATIONS

5.1 Summary

Basically, the entire research work has focusedtlmm comparative study on
profitability of insurance company. For the stutlyp life insurance companies are
taken as sample and analyzed their profitability ather related factors affecting the
profitability. Five years secondary data, i.e. fr@d06 to 2010, are taken for the
study. The general objective of this study is taleate the profitability of Nepal Life
Insurance Company Ltd. and Life Insurance Corponatiepal Ltd. Based on the
study the following factors are discovered thougk tasically focused on the
profitability and the associated components offite outcome is based on different
ratio analysis, trend analysis and test of cori@taat the end to draw the association

between different financial figures.

On the ratio analysis and the respective trend gidker mentioned are the findings

that summaries the outcome:

Based on calculation, the Return on Assets Ratidld€C seems more constant than
LIC. The ROA of NLIC for the first study year was48% and it gone to O on the
year 2007 and got an increasing trend from that teethe last study year. The ROA
of NLIC for 2010 goes to 0.12%. Whereas, ROA of Is€ems unpredictable trend. It
was 2.40% for the year 2006 and came down for tvextyears and it was 0.18% for
the year 2008. It increased to 2.15 on 2009 anthadgcreases to -0.12% for last

year.

Similarly on return on equity ratio of NLIC is fodrto be 4.91 percent on average.

NLIC has not earned profit in the year 2007. Theimam ratio in 18.52 percent in
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2006 and minimum ratio is 0.00 % in the year 20Bimilarly average return on
equity ratio of LIC is 14.53 percent. The higheatia is 34.84 percent in the year
2009, while the minimum ratio is -2.52% in 2010.

For the same, the trend of net profit and earnssgts of both companies shows that
the average return on earning assets ratio of N6 [@C59 percent. The lowest ratio on

the year 2007 was 0.00. Meantime, NLIC has gotdsgheturn on earning assets on
2006 which was 2.49%. Moreover LIC has averageametarnings ratio was 1.40 for

the study period. It has 2.38 ROEA ratio in thery2@07 and gone to negative by -

0.13in 2010.

The additional ratio taken into consideration i$ pr@fit to Life Insurance Fund ratio
of both insurance companies. Regarding the NPLiiB,rBLIC has a highest ratio on
2006 as 3.51. It gone to 0 on 2007 and in incrgasend on last three years and it
has 0.11 on 2010. The LIC has 3.93 on 2006 and gdieand 0.20 for second and
third year respectively. It improved it ratio on0®and decreased to -0.13 for last
study year. The average ratio for the study pesd@80 and 1.91 for NLIC and LIC
respectively. It has 1.36 and 1.60 standard dewiadnd 1.71 and 0.84 correlation of

variance respectively.

On Interest Income to Total Income Ratio, NLICostoon 12.30 percent on an
average. The maximum ratio in 15.49 percent inydrgg 2010 and the minimum ratio
is 10.20 percent in the year 2006. The ratiosraredreasing trend. Similarly average
Interest Income to Total Income Ratio of LIC is 98 percent. The highest ratio is
17.72 percent in the year 2010, while the minimatioris 11.59 % in the year 2006.
The ratio of LIC is also in increasing trend.

On Interest Income to Total Assets Ratio, NLIC dtan 4.67 percent on an average.
The maximum ratio in 6.86 percent in the year 2848 the minimum ratio is 3.60
percent in the year 2006. Similarly average Inteh@some to Total Assets Ratio of
LIC is 5.08 percent. The highest ratio is 6.24 petan the year 2010, while the

minimum ratio is 4.28 % in the year 2007.
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The next ration that is calculated is interest meoto total earning assets ratio of
NLIC and LIC. Throughout the five year study perib@ average ratio of NLIC and

LIC were 4.96 and 5.34 respectively. The standaxdadion and coefficient variance

of data has found 1.04 and 0.81 and 0.21 and é&$ectively.

We also included salary and allowance expensestabrhanagerial expenses ratio for
calculation purpose. The same is calculated toGbé82percent on average in case of
NLIC. The maximum ratio in 21.94 percent in thery2@06 and the minimum ratio is
18.54 percent in the year 2010. Similarly averagarg and allowance expenses to
total managerial expenses ratio of LIC is 19.43@et. The highest ratio is 27.32
percent in the year 2008, while the minimum ra¢id4.97 % in the year 2010.

Beside allowances, an office expense was alsougedith managerial expenses to
find out the proportion. On this, the ratio of NLI€ 8.96 percent on average. The
maximum ratio in 11.11 percent in the mid-year 2608 the minimum ratio is 5.92
percent in the year 2007. Similarly average offeogenses to total managerial
expenses ratio of LIC is 9.03 percent. The highast is 10.97 percent in the year
2008, while the minimum ratio is 7.81 % in the ye&fl07. Ratios of the both

companies are in decreasing trend.

If we look into the trend side, the return on tadakets ratio NLIC and LIC are in
decreasing trend. The rate of change of LIC is megfative than NLIC. The trend of
NLIC is decreasing by the ratio of -0.45%. Simyathe trend of LIC is increasing by
the ratio of -0.51%. If other things remain sanegrn on total assets ratio NLIC will
be -0.78, -1.23 and -1.69 for the year 2011, 20i® 2013 respectively meantime,
LIC will be -0.17, -0.68 and -1.19 respectively.

Like in the case of total assets, the return oniegrassets ratio of NLIC and LIC are
in decreasing trend. The rate of change of NLI(&s$s than LIC. The trend of NLIC

is decreasing by the ratio of -0.46%. Similarlyg thend of LIC is increasing by the
ratio of -0.48%. If other things remain same, netan earning assets ratio NLIC and
LIC will be -1.68% and -1.01% respectively in theay 2013.
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Following the similar trend, the return on equigtio of NLIC and LIC are found
showing the decreasing trend. The rate of chan@#_&€ is more negative than LIC.
The trend of NLIC is decreasing by the ratio ofl&®%. Similarly, the trend of LIC is
decreasing by the ratio of -2.64%. If other thingsain same, return on earning
assets ratio NLIC and LIC for year 2011 to 2013 Wwé -4.39 and 6-62, -7.50 and
3.98 and -10.6% and 1.35% respectively.

Taking profit into consideration the net profitlie insurance fund ratio of NLIC and
LIC are in decreasing trend. The rate of changdld€C and LIC is homogeneous i.e.
-0.66% and -0.86% respectively. If other thingmaen same, net profit to life
insurance fund ratio of NLIC and LIC will be -2.5080d -2.39% respectively in the
year 2013

Along with the ratios and the trend factors, theoagtion between variables is also
tested during the course of analysis. As producgdabalysis, the followings

summarize the results:

From the computation of correlation betweenprefit and total assets of both the
companies, it is found that the coefficient of etation of NLIC and LIC are -0.53
and -0.30 respectively, which shows that both cangzahave low degree of negative

significance.

The correlation coefficient of net profit and eagiassets has found -0.44 and -0.30
of NLIC and LIC respectively. The result shows thhere is low significance
between net profit and earning assets value. Timesrelation of the net profit and

earning assets of NLIC is much negative signifieati@an LIC.

Through the computation of correlation betweenrteeprofit and interest income of
NLIC and LIC, it is found that the coefficient obrcelations between net profit and
interest income is -0.41 and -0.42 respectivel\shibws that there is low degree of
negative correlation of both companies respectively

When we looked into the correlation between nefippamd managerial expenses of
NLIC and LIC, it is revealed that the coefficieritomrrelations between net profit and
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managerial expenses of NLIC is -0.53, and the tairom is -0.30 in LIC, which

shows that there is low degree of negative coicgldietween these two variables.

While checking the correlation between the netipesfd life insurance fund between
NLIC and LIC, it is found that the coefficient obrcelations between net profit and
life insurance fund is -0.50 and -0.34 respectiveipich shows that there is low
degree of negative correlation between these twialMas in both the companies.

5.2 Conclusions

Based on the research findings, following conclasiare derived.

* Return on earnings ratio as well as return on asséip is less than 3 percent
in the both company, which is very minimum. MearmiROA of LIC for last
year found -0.12. Further, from the trend analydisthese ratios of both
companies three year projected return is going thegavhich shows very
terrible condition on financial return.

* It is found that the average return on equity raifoNLIC is only 4.91,
meantime LIC has 14.53 percent.

» Net Profit on Life Insurance Fund ratio of NLICGs80 percent on average.
Similarly the ratio of LIC is 1.91 percent. Comparely the ratios of LIC are
more scattered than NLIC.

* The proportion of Interest Income in Total InconiéNaIC and LIC are 12.30
and 13.95 percent respectively.

* Interest income to total assets ratio has found.@% and 5.08 of NLIC and
LIC respectively. The trend of this ratio has founcreasing trend.

* Interest income to total earning assets ratio ofQ\Nhas found 4.96 whereas
LIC has 5.34 on average for the study period.

» Salary and allowance expenses to total manageqednses ratio of NLIC is
20.78 percent and LIC is 19.43 percent on aveiagih company expenses in

decreasing trend.

71



5.3

The trend of return on assets ratio, return oniegrassets ratio, return on
equity ratio, and return on earning assets ratob regt profit to life insurance
fund ratio has found in decreasing trend for batimpanies.

There is low degree of negative correlation betwasetnprofit and total assets,
net profit and earning assets, net profit and @dgemcome and net profit and

managerial expenses.

Recommendations

Insurance business in Nepal is on infant stage. fiilnencial figures of those

companies vary based on the name of the organizdfio the basis of analysis and

the findings of the study for the mentioned timanie, following suggestions and

recommendations are made to work on probable afdagprovements and the areas

of prospects:

Return on Assets ratio figures shows questionahleis of both companies, to
correct the same the increment to the assets galogd either be minimized
or increase the profit by other diversifying invesht so that it will cover at
least prevailing market rate of return.

Average return on equity of above 14% is satistgcio case of LIC and in
case of NLIC it's almost three times lower, on thegard it is suggested to
NLIC to utilize equity fond rather than adding uplyo

Net profit to life insurance fund ratio has queséd on the efficiency of
management, the positive correlation between theablas should be
reflected.

Interest income out of total income is around 13%y @0 both companies, so
it is suggested to maintain the ratio on upcomiagsdas reinvestment has
become the considerable business of insurance coegppa

The interest income to total earning assets rads BQiven question to
minimum rate of return, so it is suggested to feggaut deficiencies.

The trend of net profit in insurance industry seémdecreasing trend. In this
regard, the companies suggested to decrease #pEnges on unproductive
area. It, may occur the positive response on pafity ratios.
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FINANCIAL SUMMARY (NLIC)

APPENDIX — |

S.N. Particulars YEAR

2006 2007 2008 2009 2010

1 | Net Profit 463 0 42 80 63

2 | Total Assets 18686 | 25131 | 31973 | 44333 | 52914

3 | Total Equity 2500 2500 2500 3000 3750

4 | Earning Assets 18572 | 23180 | 27555 | 38834 | 54942

5 | Life Insurance Fund 13176 | 19718 | 27615 | 39322 | 55253

6 | Interest Income 673 950 1421 2056 3631

7 | Total Income 6596 8882 | 11150 | 16655 | 23435

8 | salary and Allowance 95 109 173 253 467

9 | Total Management Expenses 433 517 792 1233 2519

10 | Office Expenses 40 45 88 121 149

FINANCIAL SUMMARY (LIC)
S.N. Particulars YEAR
2006 2007 2008 2009 2010

1 | Net Profit 447 510 51 871 -63
2 | Total Assets 18623 | 23017 | 28961 | 40565 | 53524
3 | Total Equity 2500 2500 2500 2500 2500
4 | Earning Assets 19876 | 21441 | 26892 | 37785 | 49685
5 | Life Insurance Fund 11368 | 16889 | 24923 | 34256 | 48139
6 | Interest Income 887 985 1488 2027 3340
7 | Total Income 7656 8251 | 10493 | 14125 | 18850
8 | salary and Allowance 94 109 147 156 220
9 | Total Management Expenses 444 589 538 1029 1470
10 | Office Expenses 39 46 59 90 130




APENDIX -1l

Correlation between Net Profits and Total Assets (NLIC)

(Rs. in Lakh)

Year Net(l;(;Of't As::::I(Y) x=X-x y=Y-y x° y2 Xy
2006 463 18686 3334 | -15921.4 111156 253490978 -5308195
2007 0 25131 -129.6 -9476.4 16796 89802157 1228141
2008 42 31973 -87.6 -2634.4 7673.8 6940063.4 230773.4
2009 80 44333 -49.6 9725.6 2460.2 94587295 -482390
2010 63 52914 -66.6 18306.6 4435.6 | 335131604 -1219220
> 648 173037 0 0 142521 779952097 -5550889

Calculation of Mean:

X = x/n =648/5 129.6

y = sy/n =173037/5 34607.4
Calculation of Correlation Coefficient

—— _ s = -0.526488
VEXY 2y V1425217/779952097

Correlation between Net Profits and Total Assets (LIC)
(Rs. in Lakh)

Net Total v = v 2 2
Year Profit (X) | Assets (Y) x=X-x y=Y-y X y Xy
2006 447 18623 83.8 -14315 7022.4 204919225 | -1199597
2007 510 23017 146.8 -9921 21550 98426241 | -1456403
2008 51 28961 -312.2 -3977 97469 15816529 1241619
2009 871 40565 507.8 7627 257861 58171129 3872991
2010 -63 53524 -426.2 20586 181646 423783396 | -8773753
3 1816 164690 0 0 565549 801116520 | -6315143

Calculation of Mean:

X = >x/n =1816/5 363.2

y = Jy/n = 164690/5 32938
Calculation of Correlation Coefficient

Xy
r=£ B —6315143 r= -0.296688
VIXINEYT = eeets V801116520




APPENDIX -1

Correlation Between Net Profits and Earning Assets (NLIC)

(Rs. in Lakh)

Year Net(:’(l)'oflt AEsz !r;: ; n(i : =X y=Y-y x2 y2 Xy
2006 463 18572 333.4 | -14044.6 111156 | 197250789 | -4682470
2007 0 23180 -129.6 -9436.6 16796 89049420 | -1423197
2008 42 27555 -87.6 -5061.6 7673.8 25619795 | 443396.2
2009 80 38834 -49.6 6217.4 2460.2 38656063 -308383
2010 63 54942 -66.6 22325.4 4435.6 | 498423485 | -1486872

> 648 163083 0 0 142521 | 848999551 | -4811345
Calculation of Mean:

X = Ix/n =695/5 129.6

y = 2y/n =152484/5 32616.6
Calculation of Correlation Coefficient

Yxy —4811345 r=  -0.437394

JSxZJTy? V142521848999551

Correlation Between Net Profits and Earning Assets (LIC)

(Rs. in Lakh)

Year Net(;;Oflt Aiz:;:;n(%) x=X-x y=Y-y x2 y2 Xy
2006 447 19876 83.8 | -11259.8 7022.4 | 126783096 -943571
2007 510 21441 146.8 -9694.8 21550 93989147 | -1423197
2008 51 26892 -312.2 -4243.8 97469 18009838 1324914
2009 871 37785 507.8 6649.2 | 257861 44211861 3376464
2010 -63 49685 -426.2 18549.2 | 181646 | 344072821 | -7905669

> 1816 155679 0 0| 565549 | 627066763 | -5571059
Calculation of Mean:

X = Ix/n =1816/5 363.2

y = 2y/n =155679/5 31135.8

Calculation of Correlation Coefficient
Y xy —5571059
r = =
JEx2 /¥y V565549 /627066763

_‘
1}

-0.295832




APPENDIX - IV

Correlation Between Net Profits and Interest Income (NLIC)

(Rs. in Lakh)

Net Profit Interest _ _ ) )
Year (X) Income (Y) x=X-x | y=Y-y X y Xy
2006 463 673 333.4 -1073 111156 | 1151758.2 -357805
2007 0 950 -129.6 | -796.2 16796 | 633934.44 103187.5
2008 42 1421 -87.6 | -325.2 7673.8 | 105755.04 28487.52
2009 80 2056 -49.6 309.8 2460.2 95976.04 -15366.1
2010 63 3631 -66.6 | 1884.8 4435.6 3552471 -125528
)3 648 8731 0 0 142521 | 5539894.8 -367024

Calculation of Mean:

X = x/n =695/5 129.6

y = 2y/n =8670/5 1746.2
Calculation of Correlation Coefficient

_ Yxy _ —367024
" ExJSy?  V142521553989% = A0t

Correlation Between Net Profits and Interest income (LIC)
(Rs. in Lakh)

Net Profit Interest _ _ ) )
Year (X) Income (Y) | x=X-x | y=Y-y X y Xy
2006 447 887 83.8 -858.4 7022.4 | 736850.56 | -71933.9
2007 510 985 146.8 -760.4 21550 | 578208.16 -111627
2008 51 1488 -312.2 -257.4 97469 66254.76 | 80360.28
2009 871 2027 507.8 281.6 | 257861 79298.56 | 142996.5
2010 -63 3340 -426.2 | 1594.6 | 181646 | 2542749.2 -679619
)3 1816 8727 0 0| 565549 | 4003361.2 -639822

Calculation of Mean:

X = 2x/n =1816/5 363.2

y = Zy/n =8727/5 17454
Calculation of Correlation Coefficient

_ Yxy _ —639822
" ExJSy? V565549 V4003361 = 0a2s




APPENDIX -V

Correlation Between Net Profits and Managerial Expenses (NLIC)

(Rs. in Lakh)
Year Pnl;\'fsct(X) As::tt: I(Y) x=X-x | y=¥-y x v’ Xy
2006 463 18686 333.4 -15921.4 111156 | 253490978 -5308195
2007 0 25131 -129.6 -9476.4 16796 89802157 1228141
2008 42 31973 -87.6 -2634.4 7673.8 6940063.4 230773.4
2009 80 44333 -49.6 9725.6 2460.2 94587295 -482390
2010 63 52914 -66.6 18306.6 4435.6 | 335131604 -1219220
3 648 173037 0 0 142521 | 779952097 -5550889
Calculation of Mean:
x = 2x/n =695/5 129.6
y = 3y/n =172433/5  34607.4
Calculation of Correlation Coefficient
Y xy —5550889 r= -0.526488

r = =
JExZ3y?  V142521v/779952097

Correlation Between Net Profits and Managerial Expensess (LIC)

(Rs. in Lakh)
Net Profit Total - - 2 2
Y =y, &l =Y -
ear (X) Assets (Y) x=X-x | y=¥-y X y Xy
2006 447 18623 83.8 | -14315 7022.4 | 204919225 | -1199597
2007 510 23017 146.8 -9921 21550 98426241 | -1456403
2008 51 28961 -312.2 -3977 97469 15816529 1241619
2009 871 40565 507.8 7627 | 257861 58171129 3872991
2010 -63 53524 -426.2 20586 | 181646 | 423783396 | -8773753
> 1816 164690 0 0| 565549 | 801116520 | -6315143
Calculation of Mean:
x = Ix/n =1816/5 363.2
y = ZIy/n =164690/5 32938
Calculation of Correlation Coefficient
XXy —6315143 = -0.296688

r = =
JEx2/3y? /565549 V801116520



APPENDIX - VI

Correlation Between Net Profits and Life Insurance Fund (NLIC)

(Rs. in Lakh)

Net Profit | LI Fund x=i(—x _ 5 :
Year (X) (Y) y=Y-y X y Xy
2006 463 13176 | 3334 -17840.8 | 111156 | 318294144.6 | -5948123
2007 0 19718 | -129.6 -11298.8 16796 | 127662881.4 1464324
2008 42 27615 -87.6 -3401.8 7673.8 | 11572243.24 | 297997.7
2009 80 39322 -49.6 8305.2 2460.2 | 68976347.04 -411938
2010 63 55253 -66.6 24236.2 4435.6 | 587393390.4 | -1614131
)3 648 | 155084 0 0| 142521 1113899007 | -6211869

Calculation of Mean:

X =  Ix/n =695/5 129.6

y = Zy/n =145485/5 31016.8
Calculation of Correlation Coefficient

_ Y xy _ —6211869
" EA Sy  Vi42521Y1113899007 = 0493014478

Correlation Between Net Profits and Life Insurance Fund (LIC)
(Rs. in Lakh)

Net Profit | LI Fund _ _ 5 :
Year (X) (Y) x=X-x y=Y-y X y Xy
200
6 447 11368 83.8 | -15747 7022.4 | 247968009 | -1319599
200
7 510 16889 146.8 | -10226 21550 104571076 | -1501177
200
8 51 24923 -312.2 -2192 97469 4804864 | 684342.4
200
9 871 34256 507.8 7141 | 257861 50993881 3626200
201
0 -63 48139 -426.2 21024 | 181646 | 442008576 | -8960429
3 1816 135575 0 0| 565549 | 850346406 | -7470662
Calculation of Mean:
X = Ix/n =1816/5 363.2
vy = 3y/n =135575/5 27115
Calculation of Correlation Coefficient
_ Y xy —7470662
" EA2J Ty V565549 V850346406 = 0340663893







