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Abstract:

In the financial field, insurance companies are significant players affected by
market changes and economic fluctuations. The Early Warning System IRIS plays a
prominent role in evaluating the performance of these companies, as it can analyze
potential financial risks early and take necessary measures to effectively deal with
them. This study aims to understand the contribution of the Early Warning System
IRIS in assessing the financial performance of the Algerian Insurance Company
(CAAT) between the years 2017 and 2021. The study concluded that the Early
Warning System does not have a clear use in the company despite its importance, as
it is a tool for assessing the company's financial performance and can be beneficial to
the company. Early warning systems are considered an effective means to alert
companies to potential financial distress, and this reliance is based on the results of
financial indicators associated with the system.
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Introduction:

In a rapidly changing business world, insurance companies are among the most affected by
economic and financial changes. These companies bear significant responsibility for providing
financial protection to their clients in the face of potential risks. To ensure the sustainability of their
efforts and achieve strong financial performance, insurance companies must apply effective tools to
measure financial performance.

With the increasing complexity of insurance markets and the rise of financial risks, early
warning systems have become important means to ensure the sustainability and success of insurance
companies in the future. The Early Warning System IRIS is one of the modern methods through which
insurance companies can accurately and efficiently estimate and analyze their financial performance.
The primary goal of this system is to anticipate potential financial risks and take necessary steps to
avoid or effectively deal with them before they develop into crises that could threaten the company's
stability.

From the above, the following problem can be posed:

Does the Algerian Insurance Company CAAT rely on the Early Warning System IRIS to
evaluate its financial performance?

To answer the problem, the following questions are posed:

- What is the role of the Early Warning System IRIS in evaluating the financial performance
of companies?

- Does the Algerian Insurance Company CAAT implement the Early Warning System IRIS?

To answer the above questions, the following hypotheses were proposed:

- The Early Warning System (IRIS) plays a significant role in assessing companies' financial
performance. The use of the IRIS system helps in analyzing potential financial risks early on,
enabling companies to take corrective measures in a timely manner to avoid financial crises and
maintain financial stability.

- The Algerian Insurance Company (CAAT) implements the Early Warning System (IRIS) as
atool for evaluating financial performance. The application of this system contributes to early financial
risk analysis by enhancing its ability to conduct financial analysis and predict potential risks, thereby
assisting in strategic decision-making and achieving sustainable financial performance in the insurance
market.

First: Early Warning System
1- Definition of the Early Warning System:

The Early Warning System can be defined as a tool that enables the prediction of financial or
economic crises by evaluating the risk profile related to the economic, social, political, environmental,
population pressure, and other factors in a country. This evaluation includes specific theoretical
foundations and a series of coherent scientific procedures through which the overall risks in a specific
area are determined to provide necessary information to decision-makers and policymakers. The
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International Monetary Fund indicates that the scientific experimental model of the system relies on a
variety of variables and key indicators representing the state of change, where these variables exhibit
abnormal changes in their behavior in case of crises, and the accuracy of the results depends on the
quality and availability of data regarding the risk status. (ZAOUI & BOUZID, 2021, p. 53)

2- Definition of the Early Warning System IRIS:

The National Association of Insurance Commissioners (NAIC) is the leading entity in
implementing the Early Warning System in the insurance industry. The association developed the
"Solvency Tests (ST)" system in 1971, which began implementation in 1973. Subsequently, the
Insurance Regulatory Information System (IRIS) was developed in 1977, with the aim of highlighting
companies facing financial difficulties and identifying priorities for examination to prevent
bankruptcy. (TAR, 2018, p. 107)

The IRIS system consists of several sets of financial ratios applied to general insurance. (11
ratios classified into 4 groups in 1973. These groups include "General Condition Tests," “Profitability
Tests," "Liquidity Tests," and " Tests of Adequacy of Reserves". Companies where four or more ratios
exceed the specified limits are obligated to review and examine their financial position to ensure
financial stability and prevent bankruptcy. (TAR, 2018, p. 107)

The IRIS system compares 11 financial ratios for property and public liability insurance and
12 ratios for life and health insurance, with typical rates or a specified range considered acceptable for
each ratio. If the specified ratio is not accepted, it is considered an early warning sign of financial
distress. (DAAS & ATIA, 2022, p. 26)

Regarding the implementation procedures of the system, acceptable rates have been
determined for each of the relevant financial ratios indicated by the system, based on the previous
experience of companies that faced financial difficulties compared to those that did not face any
problems. (DAAS & ATIA, 2022, p. 26)

3- Financial Ratios Applied in General Insurance:

General insurance was chosen for the study of the Early Warning System because it
encompasses a broader and more prevalent scope in Arab countries compared to life insurance.

Below is an explanation of the components of the Early Warning System, divided into three
groups with the acceptable limits as follows: (HAMOUDA, 1998, pp. 11- 13)

1) - First Group: Insurance Portfolio Risk Group

This includes ratios that measure the size of the risks facing the insurance company based on
several key factors, including the size and volatility of subscription premiums, as well as reinsurance
arrangements, as follows: (HAMOUDA, 1998, p. 11)

A. Risk Size:

- First Ratio: Total Premiums to Surplus Ratio, with an acceptable range below 900%.

- Second Ratio: Net Subscription Premiums to Surplus Ratio, with an acceptable range from
220% to 300%.
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The subscription premium volume reflects the original risks accepted by the insurance
company in its portfolio, considering the balance of premium with the level of risk after transferring
some risks to reinsurers. Meanwhile, net premiums reflect the risks faced by the insurance company,
including unfavourable fluctuations in portfolio results. The result of dividing net subscription
premiums by surplus indicates the company's ability to withstand expected fluctuations in the results
of the original risks covered by the portfolio.

B. Subscription Change: it is calculated as follows:

(Current Year Net Premiums - Previous Year Net Premiums) / Previous Year Net Premiums

The acceptable range for this ratio varies between -33% and 33%. This ratio reflects the
expansion or contraction in the size of risks covered by the insurance company and its changes from
year to year. A significant increase in the size of risks covered by the company may expose it to the
risk of bankruptcy due to significant expansion in its insurance portfolio. An increase in net
suubscribed premiums requires an increase in capital and reserves. On the other hand, a decrease in
the size of covered risks may lead to financial and managerial problems for the company, requiring it
to change its investment and insurance plans and strategies.

C. Reinsurance Risks: to determine the volume of risks transferred to reinsurers, the
following financial ratio is calculated:

Assistance Ratio to Surplus: Unearned Premiums for outgoing reinsurance operations X
Outgoing reinsurance commission. (TAEMA, 2002, p. 33)

The acceptable range for it is less than 25%. An increase in this ratio beyond what corresponds
to the decrease in the size of risks borne by the company may expose it to further risks associated with
reinsurer solvency, as well as causing a decrease in the net premiums earned.

2) - Second Group: Subscription Risk Group

This group of ratios examines the operational and administrative situation of the company. It
includes ratios that measure subscription profitability, investment return, and surplus change.

A. Subscription Profitability: This ratio represents the overall insurance operations over
two years as follows:

Subscription Profitability Ratio = Loss Ratio + Expense Ratio - Investment Ratio

Where:

Loss Ratio = Incurred losses and related expenses over two years / Net acquired Premiums
over two years

Expense Ratio = Administrative and general expenses over two years / Net acquired
Premiums over two years

Investment Ratio = Investment income over two years

This ratio measures the company's profitability and also serves as an indicator of financial
stability. The acceptable range for it is less than 100%.
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B. Investment Return:

Net investment income / Average value of invested assets for the current and previous years.

This ratio represents the company's profitability from its investment activities and provides a
good indicator of the structure of the assets composing the company's investment portfolio. The
acceptable range for this ratio is to be greater than 6% according to the application to the US market,
(and ranges in some references from 4% to 10%).

C. Change in Surplus: calculated as follows:

(Current year average surplus - Previous year average surplus) / Previous year average
surplus

The average surplus = the sum of the surplus mentioned in the balance sheet (shareholders'
rights) + the expenses of obtaining deferred insurance operations.

Where: Expenses of obtaining deferred insurance operations = %(Administrative and general
expenses + Commissions and production costs) x (Reserve for outstanding risks / Net subscribed
premiums)

This ratio provides an indication of the improvement or deterioration that occurred in the
company's financial position during the year, and the acceptable range is from -10% to 50%.

3) Third group: Financial Risks Group

It includes The ratios that measure both the collection and the reserve.

A. Collection: Calculated as follows:

Premiums under collection and agent balances / Surplus

This ratio provides an indication of the extent to which liquidity depends on an asset that
may not be realized in the event of liquidation. It also provides an indicator to differentiate between
companies facing financial difficulties and those with stable financial conditions. The acceptable
range for this ratio is less than 40%.

B. Liquidity: Calculated as follows:

Liabilities / Liquid assets value

This ratio provides an indication of how well the insurance company responds to any
financial claims. It also serves as a general indicator of the ability to settle policyholder obligations
in case of liquidation. The acceptable range for this ratio is less than 105%.

C. Reserve development: Calculated as follows

Premiums under collection and agent balances / Surplus

Where the reserve development for one year is calculated as follows:

Incurred losses for all years except for the current year - Incurred losses for all years as
reported in the previous year.

This ratio provides an indicator of the accuracy of reserves formed in the previous year. The
acceptable range for this ratio is less than 25%.
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D. Deficit of current estimated reserves to surplus: calculated as follows:
Deficit or increase in estimated reserves / Surplus
Where:
the deficit or increase in estimated reserves = required estimated reserves - reserves for this

year
The purpose of this ratio is to provide an indicator for predicting accurately the reserves for
this year. The acceptable range for this ratio is less than 25%.

Secondly: financial performance of insurance companies:
1- Concept and importance of financial performance

Financial performance represents the narrow concept of institutional performance, focusing
on using financial indicators to measure the extent of achieving aims. Financial performance reflects
the performance of institutions; it is the main support for various activities practiced by the institution,
contributing to the availability of financial resources and providing the institution with investment
opportunities in various performance areas that help meet the needs and achieve the goals of
stakeholders. (Al-Khatib, 2010, p. 45)

Financial performance is defined as: "The extent to which activities contribute to creating
added value or efficiency in the use of available financial resources, by achieving financial goals with
the least financial costs." (LAARAF, 2017, p. 347)

It is the ability of the institution to achieve its financial goals and achieve a safety margin that
eliminates financial insolvency and the phenomenon of bankruptcy. (CHABAH, 2007- 2008, p. 20)

The importance of financial performance stems from the necessity of evaluating the
performance of institutions from various angles, in order to serve data users who seek to understand
the financial aspects of the institution and identify its strengths and weaknesses. Evaluating financial
performance helps guide financial decisions for users in a way that achieves the financial goals of the
Institution in the best possible way. In addition, financial performance analysis plays an important role
in monitoring the work of the institution and understanding its behavior, as well as monitoring its
conditions and assessing its level of efficiency and effectiveness. Financial analysis also helps guide
performance in the right direction by identifying obstacles and problems and suggesting necessary
corrective actions. Furthermore, evaluation contributes to rationalizing the use of the institution's
resources and investments, guiding them according to specific objectives, which helps maintain the
continuity and success of the institution in the financial market. (Al-Khatib, 2010, pp. 46- 47)

The importance of financial performance is linked to several aspects, including evaluating the
profitability of the company, analyzing its financial liquidity, monitoring the development of its
business activities, estimating its indebtedness, analyzing dividend distributions, and evaluating the
company's size evolution. (Al-Khatib, 2010, p. 48)
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2- Concept of Financial Performance Evaluation

All companies are concerned with evaluating their financial performance to determine
financial efficiency and anticipate areas for development. Evaluating performance is central to
planning, providing accurate information about the enterprise's performance level, and enhancing a
deeper understanding of the company's operational efficiency. The information derived from
performance evaluation serves as a valuable indicator guiding the planning process and enables
identifying the future needs of the enterprise to enhance its performance and achieve its goals. (NAZIM,
2020, p. 11)

Financial performance evaluation represents a review of achievements according to specified
work standards. This evaluation relies on establishing evaluative standards built upon the company's
strategic plans and objectives, reflecting performance evaluation strategies as a tool for directing,
monitoring, and organizing employee efforts at various managerial levels, aiming to achieve the
company's strategic objectives. (NAZIM, 2020, p. 11)

The process of financial performance evaluation is known as: "Describing the current
organizational situation and providing a precise definition of its areas of use to achieve goals by studying
sales, outputs, assets, liabilities, and net worth.” (BOUDAYAF, 2017- 2018, p. 48)

3- Objectives of Financial Performance Evaluation
These objectives include: (HAMADI & MELLIANI, 2022, p. 265)

- Assessing the level of achievement of the economic unit for its assigned functions and
included in its production plan, determining the percentage of achievement of pre-set objectives to
ensure effectiveness in goal achievement, and indicating the degree of efficiency in utilizing available
resources.

- [dentifying the detailed reasons for deviations and stating the proportion of deviations
attributable to performance weakness, control, or planning, directing management's attention to the
areas showing significant deviations to assist management in making appropriate decisions to address
and prevent them.

- Working on improving performance by accessing adequate means to address
deviations and avoid their recurrence, with the necessity of vigilance and working on developing and
remedying them in the present and future.

- Using a set of criteria and indicators to achieve the goal of performance evaluation.
4- General Principles for Evaluating the Performance of Insurance Companies (AMEUR, 2022- 2023, pp.
102- 103)

1) Internal and External Criteria for Evaluating the Performance of Insurance Companies

When searching for criteria or measures to evaluate the performance and success of an
insurance company, analysts face unique challenges different from those encountered by product
manufacturing companies. This is due to the complex nature of the insurance industry, where many
criteria and measures rely on varied and variable estimations. Evaluation criteria for insurance

802



Early Warning System IRIS as a Tool for Assessing Financial Performance of Insurance
Companies “A Case Study of Algerian Insurance Company (CAAT)”

company performance can be summarized into several elements, including external and internal
factors, in addition to analytical indicators.

External Criteria: these refer to external factors that stakeholders are concerned about and base
their judgments on regarding the insurance company. The most important of these factors include:

- Good customer service, notably the speed and fairness in claims settlement.

- Insurance costs.

- General financial reputation of the company.

Internal Criteria: in order to establish realistic and more specific standards for measuring the
performance, development, and progress of an insurance company, we resort to evaluating various
administrative elements within the company and how they perform their tasks and progress. This is
what we mean by internal criteria. The most important of these include:

- Organizational structure and competencies.

- Research and development projects.

- Attention to subscription and reinsurance operations.

- Claims control.

- Marketing; investments, financial planning, executives, and training.

2) Profit Criterion and Insured person’s Perspective (AMEUR, 2022- 2023, pp. 103- 104)
a. Subscription Profit and Investment Profit

An insurance or reinsurance company is a profit-oriented entity, and achieving this goal is both
reasonable and desirable. The subscription profit rate (technical result) can be a measure of
management success and sound performance. However, it should be understood that a high
subscription profit rate may conceal negative practices in setting insurance rates, making the situation
more complex than what true success implies.

Therefore, it is necessary to establish controls and exercise effective technical oversight to
set standards not only to regulate profit conditions in monopolistic market situations but equally
importantly, to prevent negative competition that may lead to a decline in market price integrity.
There have been many companies that surpass market needs and their capacity to absorb them.

Investment profit for an insurance company holds significant importance no less than
subscription profit, as investment operation results can be more stable and work to mitigate negative
subscription results if executed correctly and within the appropriate framework of available investment
funds. The positive role demonstrated by some companies in managing their investments and
achieving sustainable profits indicates a tangible reality and a general phenomenon achievable through
following the correct paths of investment management.

b. Performance Evaluation from the Insured person’s Perspective

When an insured evaluates and selects an insurance company, he considers the following
principles: (AMEUR, 2022- 2023, p. 104)

- Financial strength;
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- The company's outstanding performance in claims payment (speed and fairness);

- Clear understanding of the procedures taken by the insurance company to protect the
insured's assets, where this refers to the company's ability to assist the insured in providing preventive
measures, preventing losses, and choosing appropriate coverage;

- Determining whether the insurance company covers damages or individuals;

- Ensuring the existence of a global network of competent individuals, products, and services.

- When evaluating the performance of insurance companies, several key indicators are adopted
that reflect various aspects of the company's operations. These indicators include business growth,
increased market share, and profits earned, in addition to the company's ability to meet the needs of
insureds and provide compensation effectively. Innovation and diversification in insurance products
are also indicators of the company's ability to adapt to market variables and meet customer
expectations. Based on these factors, the performance of insurance companies can be evaluated, and
their success and development in the insurance market can be understood. Performance has several
aspects summarized in the following form:

Form no. (1): Triangle of Performance in Insurance Companies

Efficiency
Results achieved with
limited resources

Effectiveness
Results achieved by
maximizing profits

Results

Goals/results

Means/resources

(L:atp:ltalc t Premiums

Ea or Losts Compensation or Benefits
Xpenses Investment Returns

Employment

Profits

Source: Ameur, Osama. Lectures on Insurance Company Management Measurement, Lectures for Second-Year Master's
Students, Finance and Insurance Specialty, Department of Financial Sciences and Accounting, University of Ferhat Abbas Setif
1, Algeria, 2022-2023, p 105.

5- Organization and Characteristics of Insurance Companies

Insurance companies differ from other industrial companies in the intangibility of their
products, as the difficulty lies in materializing them in a tangible form. This means that the services
offered by these companies often cannot be directly experienced by customers through the five senses
such as touch, taste, or hearing, leading to: (HASSANI, 2011- 2012, p. 78)

- A notable significant impact of governmental authority on activity in the insurance field,
where this influence is often mandatory;
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- The element of risk is considered an essential part of insurance activity and cannot be
dispensed with;

- The profitability of insurance products is an issue that requires time for accurate evaluation,
as it may take years before sufficient data emerges to determine the success or failure of insurance
products. In some cases, the evaluation period can extend to ten or even twenty years to obtain a
comprehensive and accurate picture of the performance of insurance products;

- The development of economic and social conditions is a prominent factor that significantly
affects the performance of insurance companies. For example, an increase in the number of accidents
or the emergence of new types of risks may lead to changes in the demand pattern for insurance
products and the ability of companies to meet these needs;

- The level of knowledge and insurance culture among customers often remains limited and
weak;

- Suspicion, lack of trust, and loyalty remain common issues in the insurance industry despite
being the basis of insurance transactions;

- The number of participants in the insurance industry was significantly low in previous eras,
with some companies exerting strong control.

Thirdly: Early Warning System IRIS as a Tool for Evaluating Financial Performance in the
Algerian Insurance Company CAAT

The IRIS early warning indicators will be calculated, relying on the financial data disclosed in

the Algerian Insurance Company CAAT during the period from 2017 to 2021, as follows:
1. First Group: Insurance Risk Group

This group indicates the efficiency of the insurance company in managing its assets and
achieving returns by comparing the different revenues for each type of company assets.

This ratio measures the size of the risks faced by the insurance company and is mainly related
to the size and fluctuations of insurance premiums. The insurance risk group includes the ratios shown
in the following table:

Table (1): Insurance Risk Group for the period (2017-2021)

Ratio vears
2017 2018 2019 2020 2021
Total subscribed Premiums Ratio 101.53% 98.09 % 95.15% 90.18 % 88.60 %
to Surplus
Net subscribed Premiums Ratio to 51.14 % 50.80 % 4773 % 43.52 % 3787 %
Surplus
Change in subscription (-6.19) % 7.24 % (-1.26) % (-3.17) % (-9.10) %

Source: Compiled by researchers based on the annual reports of the Algerian Insurance Company
Based on the data in the table above and the company's position within an acceptable range
for these ratios, this decline in results indicates a shift in the company's risk acceptance and business
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portfolio management strategy. This decline may be a result of changes in market trends or risk
assessments, which reflects on the company's risk acceptance strategy, leading to significant
surpluses compared to the premiums it receives.

According to the data, there has been a decline in the ratio of net earned premiums to surplus
over the past five years. In 2017, the ratio was 51.14%, then it decreased to 50.80% in 2018, and
continued to decline to 47.73% in 2019 and 43.52% in 2020. It further decreased to 37.87% in 2021.
However, it's notable that this ratio does not meet the requirements of the IRIS system, which
requires insurance companies to achieve a ratio ranging between 220 and 300%. This ratio indicates
that the volume of net earned premiums does not align with the available company funds. Therefore,
the company needs to significantly enhance the growth of its premiums, given its sufficient financial
capabilities.

The change ratio in subscription operations has shown significant fluctuations over the past
years, but within an acceptable range ranging from (-33% to 33%). In 2017, this ratio witnessed a
decrease of (6.19%), attributed to a decline in subscription operations during that period. However, in
the following year, 2018, the ratio recovered with an increase to (7.24%). Subsequently, in 2019, we
noticed a slight further decrease in this ratio by (1.26%), indicating a decline in interest in subscription
during that period. As for the last two years, 2020 and 2021, the change ratio in subscription continued
to decline. This explains that the company was not exposed to the risks of subscription during the
studied period, in addition to its financial position not being at risk due to the changes in its insurance
business from year to year, as it remained far from any financial and managerial problems that could
affect it.

2. The second group: subscription Risks Group
a. Subscription Profitability Ratio

This ratio consists of important indicators in risk management in insurance companies,
including the loss ratio, expense ratio, investment ratio. This ratio represents the result of total
insurance operations over two years, as follows:

Table (2): Subscription Profitability Ratio during the period (2017-2021)

Ratio Years
2017 2018 2019 2020 2021
Loss ratio 58.06% 49.99 % 52.64 % 44.67 % 54,61 %
expense ratio 20.19 % 22.39 % 25.84 % 26.59 % 26.27 %
investment ratio 2.20 % 277 % 3.40 % 4,90 % 4.95%
Subscription 76.05 % 69.61 % 75.08 % 66.36 % 75.93 %
Profitability
Ratio

Source: Compiled by researchers based on the annual reports of the Algerian Insurance Company
The subscription profitability results for the company were within an acceptable range for
this ratio over the past years. In 2017, the ratio was 76.05%, then it decreased in the following year
t0 69.61%. It then increased again in 2019 to 75.08%, followed by another decrease in the

806



Early Warning System IRIS as a Tool for Assessing Financial Performance of Insurance
Companies “A Case Study of Algerian Insurance Company (CAAT)”

subsequent year to 66.36%. In 2021, the ratio increased once more to 75.93%. This indicates the
presence of good subscription profits that led to an improvement in the financial situation and the
absence of disasters or negative changes, thus enhancing the company's commitment to its
policyholders.

This improvement can be attributed to key indicators reflecting risk estimation, including the
loss ratio which did not exceed an acceptable limit. This reflects that the company's insurance
portfolio and the type of risks it accepts coverage for do not need to be reassessed. Therefore, the
company enjoys a strong financial position, and its results demonstrate good quality in the risks it
covers. Additionally, the expense ratio is also acceptable, as the company works to control its
expenses to preserve its capital and avoid costs that exceed its absorptive capacity.

Regarding the investment ratio, the results indicate modest performance, suggesting that
returns from investments are low and do not significantly contribute to the company's profits.

b. Investment return Ratio

This ratio is an important indicator of the Algerian Insurance Company's efficiency in utilizing
its assets to generate added value. It measures the profitability of the insurance company from its
investment activities and provides a good indicator of the structure of the company's investment
portfolio assets. The acceptable range for this ratio is to be greater than 6%. The results of this ratio in
the following table:

Table (3): Investment return Ratio during the period (2017-2021)

Ratio Years
2017 2018 2019 2020 2021
Loss ratio 2.12 % 2.74 % 3.26 % 4.87 % 4.90 %

Source: Compiled by researchers based on the annual reports of the Algerian Insurance Company

Based on the results shown in the table, it can be observed that the investment return ratio for
the insurance company did not align with the acceptable range, which should be greater than 6%. This
ratio was relatively low in previous years, reaching 2.20% in 2017 and increasing to 2.74% in 2018. It
continued to rise to 4.90% in 2021. This increase shows a relative improvement in the performance of
investments compared to previous years, but it still falls below the required level. This increase is
attributed to the change in the investment portfolio mix of the company, which contributed to the
beginning of improvement in investment returns.

c. Change in Surplus
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This ratio indicates the improvement or deficit in the financial position of the company. The
table below shows the change in surplus ratio:
Table (4): Change in Surplus during the period (2017-2021)

Ratio Years
2017 2018 2019 2020 2021
Change in 6.48% 8.10% 5.60% 5.67% 3.74%
Surplus

Source: Compiled by researchers based on the annual reports of the Algerian Insurance Company

The results in the table provide a detailed analysis of the change in surplus ratio for the
company over the past years. In 2017, the average ratio was 6.48%, which is a positive number
indicating an enhancement of shareholders' equity in the company. The following year, this average
increased to 8.10%, demonstrating the continuity of improvement in this aspect. However, the average
decreased to 5.60% and 5.67% in the years 2019 and 2020 respectively, showing a decline during that
period. Finally, this decline continued to reach 3.74% in 2021. Despite the significant decrease in
2021, the ratio remained within acceptable limits, indicating the sustainability of the company's capital
position in the long term. The company should pay special attention to this ratio, especially after the
impact of the virus crisis in 2020, which may have contributed to reducing the volume of business
during that year. The financial ratio of capital is a vital indicator that can provide early signals to the
company about the existence of financial risks that need to be addressed.

3. Third group: Financial Risks Group
a. Liquidity

This ratio gives an indication of the company's responsiveness to any financial claims. The

table below shows the results of this liquidity ratio:

Table (5): Liquidity during the period (2017-2021)

Years
Ratio
2017 2018 2019 2020 2021
Liquidity Ratio 164.90% 167.13% 180.61% 182.92% 187.60%

Source: Compiled by researchers hased on the annual reports of the Algerian Insurance Company
From the table, it can be observed that the liquidity ratio for the insurance company exceeds
the acceptable range, which is usually less than 105%. The ratio was 164.9% in 2017, and it slightly
increased to 167.13% in 2018. It continued to rise to 180.61% in 2019, and further increased to
187.60% in 2021. This indicates that the company has sufficient liquidity to meet its obligations. The
continuous increase in the liquidity ratio may suggest that the company heavily relies on its debts to
finance its activities and meet its obligations.

b. Collection Ratio
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This ratio indicates the extent to which the company relies on liquid assets that may not be
realized in the event of liquidation. It is an indicator of companies facing financial difficulties, with an
acceptable range usually less than 40%.

Table (5): Collection Ratio during the period (2017-2021)

Ratio Years
2017 2018 2019 2020 2021
Collection Ratio 39.28% 40.58% 39.63% 44.49% 39.96%
Source: Compiled by researchers based on the annual reports of the Algerian Insurance
Company

The results show that the liquidity ratio was within an acceptable range during the study period,
except in 2020 when it exceeded the acceptable range at 44.49%. Therefore, the company worked to
reduce this ratio to avoid finding itself in a difficult financial situation. This led to a decrease in the
ratio in 2021.

Conclusion:

The early warning system IRIS is important in evaluating the performance of insurance
companies. This system helps identify potential financial risks and take necessary measeures to
avoid or effectively deal with them. While companies may face challenges in implementation, the
use of the IRIS early warning system is a vital tool for enhancing the sustainability and success of
the insurance industry amidst increasingly complex financial and economic conditions. It is
important for the company to continuously improve its use of the system and develop strategies
based on data analysis and market forecasts to ensure sustainable and strong financial performance in
the future.

For the Algerian Insurance Company (CAAT), the financial ratios used demonstrate
compliance with the adopted standards and within the acceptable range set by insurance regulatory
bodies, with the following exceptions: the ratio of net premiums subscribed to surplus. This deficiency
serves as an early warning of potential financial difficulties that may require immediate corrective
actions, while the return on investment has not yet reached an acceptable range, reflecting potential
challenges for the company's investment strategy.

Hypothesis Testing:

- Hypothesis 1: True.

- Hypothesis 2: The Algerian Insurance Company (CAAT) did not show a clear reliance on
the IRIS early warning system as a tool to evaluate its financial performance, despite the significant
importance of this system that could benefit the company. The early warning system is considered an
effective means to alert the company of potential financial distress, and this reliance is based on the
results of the financial indicators relevant to the system.
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Study Results:

- The early warning system (IRIS) plays a significant role in analyzing potential financial risks
early on.

- It assists companies in taking corrective actions in a timely manner to avoid financial crises
and maintain financial stability.

- The early warning system (IRIS) can contribute to improving the financial performance of
companies by providing early signals about financial risks.

- The Algerian insurance company under study does not rely on the early warning system as a
means to help predict potential risks.

Recommendations:

- Encourage companies to adopt the early warning system (IR1S) as a key tool for assessing
financial performance, by providing necessary training and guidance to financial teams.

- Develop technical capabilities and information technology to enhance companies' ability to
efficiently collect and analyze financial data for the successful implementation of IRIS.

- Enhance communication and interaction among stakeholders such as supervisory bodies and
financial institutions to exchange knowledge and experiences regarding the use of IRIS system and its
benefits.

- Promote research and development in the field of early warning system applications to
improve their efficiency and accuracy in assessing financial performance and predicting potential
risks.

- Enhance transparency and accountability in financial performance reports, including
clarifying how the IRIS system is used and its impact on the company's financial performance.
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