
 
 

Shikhar Insurance Company Limited 

 
[ICRANP] IPO Grade 3+ assigned to the proposed rights issue (equity shares)  

  
INSTRUMENT/FACILITY ISSUE SIZE RATING ACTION (NOVEMBER 2019) 

Rights Issue (Equity shares) NPR 317.193 million [ICRANP] IPO Grade 3+ (Assigned) 

 
ICRA Nepal has assigned [ICRANP] IPO Grade 3+, indicating average fundamentals to the proposed 

rights issue amounting to ~NPR 317 million of Shikhar Insurance Company Limited (SICL). ICRA Nepal 

assigns IPO1 grading on a scale of IPO Grade 1 through IPO Grade 5, with Grade 1 indicating strong 

fundamentals and Grade 5 indicating poor fundamentals. For the grading categories 2, 3 and 4, the sign 

of + (plus) appended to the grading symbols indicate their relative positioning within the grading categories 

concerned. Thus, the grading of 2+, 3+ and 4+ is one notch higher than 2, 3, and 4, respectively. SICL has 

proposed a 30% rights issue of 3,171,932 numbers of equity shares of the face value NPR 100 each, to 

be issued to the existing shareholders at par. The proposed rights issue is being made to support the 

management’s growth plan and strengthen the solvency profile of the company. 

 

The grading factors in SICL’s adequate track record in the industry (operating since 2004) and strong 

market positioning. The grading also takes into consideration SICL’s strong branch network, which, 

coupled with an adequate solvency profile and an experienced management team augur well for future 

business growth. Low penetration of the insurance sector in Nepal also offers growth potential to the 

players like SICL. The grading also takes into consideration, the company’s adequate reinsurance 

arrangements, including catastrophic provisions and good profile of the lead reinsurer, which provides 

comfort to its claims-paying ability and its ability to maintain solvency in the event of catastrophic events 

like the April 2015 earthquake. The grading also factors in the economies of scale available to the company 

given SICL’s position as the largest player in the industry in terms of GPW in the last two to three years. 

This, coupled with the improving investment yield on a sizeable investment portfolio, has helped SICL 

maintain a healthy and progressive profitability profile, even with a moderation in underwriting 

performance.  

 

However, the grading remains constrained by SICL’s moderation in premium growth and its decline in 

underwriting profitability over the last two years. Moderation in SICL’s underwriting performance stems 

from the steady rise in the claim’s ratio of its largest segment i.e. Motor. SICL’s combined ratio has 

witnessed a steady deterioration between FY2016 and FY2019 (from 57% to 80%) because of the interim 

rise in the claim’s ratio (from 47% to 74%). The management expense ratio has also witnessed an increase 

in FY2018 and FY2019 because of the increase in branch network and rise, which coincided with the 

slowdown in premium growth. The slowdown is likely to continue as the liquidity crunch in the banking 

sector is affecting the creation of fresh insurable assets. At the same time, the industry remains 

fragmented, thus increasing the competitive intensity for players. At the same time, frequent changes in 

the operating environment (mainly because of the regulatory changes) also pose a challenge for the 

players, remaining a grading concern.  

 

Strengths 

Adequate track record, strong market positioning and seasoned management team 

Operating since 2004, SICL has an adequate track record of operations in the Nepalese general insurance 

industry, remaining the largest player in terms of the asset base, capital fund and premium earnings. The 

company’s market position has also improved in the recent years (from 13% share in GPW in 2016 to 14% 

 
1 Includes rights and further public issue of equity shares 



 
 

in 2019, despite recent moderation in growth) with the sizeable addition in the number of branches across 

the country, which is likely to help in the growth and diversification of business going forward. The 

company’s management team comprises seasoned professionals in the insurance domain, which is a 

positive factor incorporated in the grading.  

 

Adequate reinsurance arrangements   

SICL’s strong catastrophic reinsurance arrangement at the time of the April 2015 earthquake not only 

supported its claims’-paying ability but also helped the company’s branding, enabling it to become the 

largest player in the year following. The company continues to maintain adequate reinsurance 

arrangements, including a strong catastrophic risk coverage for FY2020, which is likely to support the 

company’s solvency during similar catastrophic events, despite having a short-term impact on the 

profitability. The profile of the reinsurers (led by GIC-Re India) remains strong.   

 

Adequate solvency and liquidity 

On the solvency front, SICL’s solvency margin as of mid-July 2019, calculated as per regulatory directive, 

stood at ~2.5 times (vs. regulatory minimum of 1.5 times). Solvency profile can be expected to improve 

after the capitalisation of the proposed rights issue (assuming full subscription). SICL has been maintaining 

the mandatory technical reserves and restricted reserves2 as prescribed by the regulatory authority 

(Insurance Board of Nepal). As on mid-July 2019, the said reserves accounted for 82% of its net worth. In 

terms of liquidity profile, SICL’s cash accruals have come under pressure in the recent years because of 

higher outflows in claims and other operating expenses. The average cash flow/ net premium written ratio 

stood at 9% in FY2019 vs. 23% and 35% in the previous two years. Nonetheless, the company maintains 

adequate liquidity as evidenced by cash and liquid assets to the technical reserve ratio of 3.06 times as of 

mid-July 2019 (2.57 and 2.51 time in the previous two years).   

 

Good profitability profile 

SICL has reported progressive profit after taxes in recent years, even as its underwriting profits have 

witnessed a moderation since FY2018. SICL reported an underwriting surplus of NPR 313 million in 

FY2019 (corresponding to a combined ratio of 80%) lower than NPR 383 million in FY2018 (combined ratio 

of 74%) and NPR 386 million in FY2017 (combined ratio of 68%). Amid volatility in the underwriting surplus, 

SICL’s profitability remains supported to some extent by the improved returns on investment portfolio. The 

investment earnings improved to NPR 293 million in FY2019 (with an average yield of ~9.5%) vs. 220 

million in FY2018 (average yield 8.30%) and NPR 143 million in FY2017 (average yield of 7.02%). The 

yield on investments improved in recent years with the hardening of the deposit interest rates of the banking 

industry wherein a major portion of SICL’s investment is concentrated (70% of total investments in the 

fixed deposits of bank as of mid-July 2019). With the high interest rate regime in the banking industry likely 

to prevail over the near term, SICL’s investment performance is likely to remain strong over the next 12-

18 months.  

  

Challenges 

 

Slowdown in premium growth and increasing net claims ratio  

Between FY2016–FY2019, SICL’s GPW increased by a CAGR of 20%, lower than the industry average 

growth of ~25%. SICL’s GPW growth lagged behind the industry average in FY2018 and FY2019 due to 

the screening of a segment of motor and engineering portfolio. At the same time, the claims ratio (net 

claims ratio of 74% in July 2019, vs 66% in July 2018) for the company has been on a rise, which has put 

pressure on the underwriting surplus of the company. An increase in the claims ratio of the motor segment 

 
2 Technical reserve includes reserve towards unpaid claims & unexpired risk; restricted reserves include Insurance reserve and Insurance 

fund appropriated from annual profits. 



 
 

remains a concern, it being a major contributor to the underwriting surplus and profitability over the past 

years.   

 

Low penetration of insurance sector, fragmented industry and intense competition 

Even with a recent increase in the businesses and asset base of insurance companies, the penetration of 

insurance in the country remains low because of the low insurance awareness. The competitive intensity 

in the already crowded industry has further increased since FY2018, following the licensing of three new 

players. At the same time, the slowdown in the fresh credit creation, especially in the retail segment, has 

increased the competitive intensity among the players for the relatively lower volume of fresh business. 

 

Changes in the operating environment because of new regulations  

The players in the general insurance industry have been facing frequent changes in the regulatory 

environment, especially those related to the tariff and risk cover. An increase in third party motor insurance 

cover starting FY2017 has led to an industry-wide rise in motor claims, pressurising the segment’s 

profitability. The new “property insurance directive” introduced in FY2018 is also likely to increase the 

claims ratio for the companies because of the comprehensive risk coverage at a relatively lower premium 

tariff. The regulator’s move is directed towards increasing the insurance sector penetration, which will help 

the companies grow and benefit from the economies of scale. However, over the near term, there could 

be an impact on the underwriting profits of all players, including SICL.  

 

Company Profile 

Established in March 2004, Shikhar Insurance Company Limited (SICL) is the 13th private sector general 

insurer in Nepal. SICL is a large sized company with ~14% of the market share in terms of the general 

insurance industry’s gross premium written in FY2019. As of mid-July 2019, SICL has been in operation 

with 96 branches spread across the nation for procuring business and extending after-sales services. 

 

The paid-up capital and the net worth of the company as of mid-July 2019 was ~NPR 1,057 million and 

NPR 2602 million respectively. SICL has a 60:40 promoter-public shareholding ratio. Major shareholders 

as on mid-July 2019 include Mr. Gaurav Agarwal (12.89%), Buddha Air Pvt. Ltd. (8.03%), Mr. Bikas J.B. 

Rana (7.32%), Mr. Ang Tshering Sherpa (6.88%), Mr. Shashikant Agrawal (5.69%) and Mr. Kailash Prasad 

Sirohiya (4.05%), among others. 

 

SICL reported a profit after tax of NPR ~430 million during FY2019 (NPR 399 million in FY2018) over an 

asset base of NPR 4,669 million as of mid-July 2019 (NPR 4,257 million in mid-July 2018) 
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Key Financial Indicators 
Amount in NPR million FY2016 FY2017 FY2018 FY2019 

 Audited* Provisional* 

Gross premium written (GPW) 2,003.3 2,745.0 3,336.8 3,446.1 

Net premium written (NPW) 1,033.1 1,415.3 1,592.0 1,556.0 

Net premium earned (NPE) 835.8 1,208.0 1,494.7 1,574.0 

Premium retention (NPW/GPW) 51.6% 51.6% 47.7% 45.2% 

Claims ratio (Net claims incurred/NPE)- A 47.1% 58.8% 66.3% 73.9% 

Management expense ratio (Management expense/NPE)-B 29.0% 29.1% 30.4% 34.3% 

Commission expense ratio (Commission expense/NPE)-C -19.4% -19.8% -22.3% -28.1% 

Combined ratio (A+B+C) 56.7% 68.1% 74.4% 80.1% 

Underwriting surplus 362 386 383 313 



 
 

Amount in NPR million FY2016 FY2017 FY2018 FY2019 

 Audited* Provisional* 

Investment earnings 91.9 143.1 219.6 293.5 

Average yield on investments 6.74% 7.02% 8.30% 9.45% 

Profit after tax (PAT)  306.6 360.0 399.3 429.6 

Return on equity 21.5% 20.3% 18.4% 16.5% 

Return on assets 14.9% 12.7% 11.0% 10.1% 

*for the sake of comparability, all financial numbers are presented as per Nepal Accounting Standard (previous GAAP)  
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About ICRA Nepal Limited:  

ICRA Nepal Limited, the first credit rating agency of Nepal, is a subsidiary of ICRA Limited (ICRA) of India. 

It was licensed by the Securities Board of Nepal (SEBON) on October 3, 2012. ICRA Nepal is supported 

by ICRA Limited through a technical support services agreement, which envisages ICRA helping ICRA 

Nepal in areas such as the rating process and methodologies, analytical software, research, training, and 

technical and analytical skill augmentation.  

 

Our parent company, ICRA Limited was set up in 1991 by leading financial/investment institutions, 

commercial banks and financial services companies as an independent and professional investment 

information and credit rating agency. Today, ICRA and its subsidiaries together form the ICRA Group of 

Companies. The international credit rating agency, Moody’s Investors Service, is ICRA’s largest 

shareholder.  

 

For more information, visit www.icranepal.com 

 

ICRA Nepal Limited,  

Sunrise Bizz Park, 6th Floor, Dillibazar, Kathmandu-33, Nepal.  

Phone: +977 1 4419910/20  

Email: info@icranepal.com  

Web: www.icranepal.com 

 

All Rights Reserved.   

Contents may be used freely with due acknowledgement to ICRA Nepal.   
ICRA Nepal ratings should not be treated as recommendation to buy, sell or hold the rated debt instruments. The ICRA 

Nepal ratings are subject to a process of surveillance which may lead to a revision in ratings. Please visit our website 

(www.icranepal.com) or contact ICRA Nepal office for the latest information on ICRA Nepal ratings outstanding. All 

information contained herein has been obtained by ICRA Nepal from sources believed by it to be accurate and reliable. 

Although reasonable care has been taken to ensure that the information herein is true, such information is provided ‘as 

is’ without any warranty of any kind, and ICRA Nepal in particular, makes no representation or warranty, express or 

implied, as to the accuracy, timeliness or completeness of any such information. All information contained herein must 

be construed solely as statements of opinion and ICRA Nepal shall not be liable for any losses incurred by users from 

any use of this publication or its contents. 
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