
 
 

Reliance Life Insurance Limited: [ICRANP] IPO Grade 4 assigned to 

proposed IPO 

December 9, 2019 

Summary of graded instruments: 

Instrument Issue size (NPR Million) Rating Action 

   Initial Public Offerings 630.00 [ICRANP] IPO Grade 4; assigned 

 

Grading action 
ICRA Nepal has assigned a grading of [ICRANP] IPO Grade 4, indicating below average fundamentals, to the proposed 

initial public offering (IPO) of NPR 630 million of Reliance Life Insurance Limited (RLIL). ICRA Nepal assigns IPO1 gradings 

on a scale of 1 through 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 indicates their relative positioning 

within the grading categories concerned. Thus, the grading of 2+, 3+ and 4+ are one notch higher than 2, 3, and 4, 

respectively. RLIL is proposing to come out with an IPO of 6,300,000 equity shares with a face value of NPR 100 each, at 

par. The proposed issue is being launched to meet the minimum capital requirement for life insurers2 rolled out by the 

regulator, Insurance Board of Nepal. 
 

Rationale 
The grading factors in the improving outlook for life insurers, as reflected by the strong growth in the industry’s gross 

premium earnings in the last one to two years and better returns on the investment portfolios of the companies. The 

grading also factors in RLIL’s good ownership profile, given the presence of banks and financial institutions (BFIs; ~18% 

held by Siddhartha Bank Limited (rated [ICRANP-IR] A-) with one director representation) and other promoters from large 

business groups. Similarly, a high proportion of the endowment business in the overall premium earnings (~97% in 

FY2019) and adequate reinsurance arrangements including the catastrophic provision also remain grading positives. 

Further, the grading considers an adequate franchise network (88 outlets across the country as of July 2019), a robust 

agency force, and the relatively unpenetrated insurance market, which offers adequate growth potential. 
 

However, the grading remains constrained by RLIL’s limited track record (operating since November 2017) and small scale 

of operations (~7% share among 10 new players and <1% share in the industry in terms of premium earnings in FY2019). 

Further, management’s ability to achieve sustainable growth amid intense competition remains to be seen. The grading 

is also constrained by RLIL’s low policy continuation rate despite the initial years of operations (~57% renewal in FY2019 

in terms of premium). Considering the renewal of the grace period, the same would be ~73% (one month grace period is 

given to life insurance companies (LICs) for policy renewal). Due to RLIL’s small asset base and life fund at present, its 

ability to generate returns on a sizeable equity base remains moderate. The return prospect is likely to dilute further after 

the proposed equity infusion. The grading also remains constrained by the fragmented nature of the industry and 

increasing competition (19 LICs in Nepal). 

 

Grading strengths 
Strong promoter profile – The grading factors in the presence of BFIs in RLIL’s ownership profile (~18% held by Siddhartha 

Bank Limited with representation of one director on the company’s board) and another institutional promoter, Agni 

Holding Private Limited. The other major promoters also belong to large business groups in Nepal (MC Group, Kedia 

Organisation, Reliance Group, Shiv Shakti Group, etc). 
 

High portion of long-term endowment business in overall premium earnings – RLIL’s portfolio remains dominated by 

endowment insurance products, in line with the broader industry trend. Endowment insurance products accounted for 

 
1 Includes rights and further public issue of equity shares 
2 Minimum paid-up capital of NPR 2 billion to be maintained by July 2019 by all life insurers 



 
 

~97% of the gross premium written (GPW) in FY2019 with the term insurance business, mainly comprising the mandatory 

Foreign Employment Term Policies (FE) business, accounting for the rest. The high proportion of endowment business is 

a positive from business growth prospects. As it is in the early years of operations, the first year premium (FYP) accounted 

for the majority share in the company’s total earnings (~85% in FY2019). Given the Government’s decision to transfer all 

FE business to a separate pool and divide the surplus equally among all the players in the long run. RLIL has a 1% share in 

the FE business at present, as per the agreement. Incremental business growth is likely to be driven by endowment 

products, given the fixed agreed percentage share in the FE business and the lukewarm market for term insurance 

business so far.  
 

Adequate reinsurance support – The company enjoys adequate reinsurance support from Trust Re (for regular life 

policies) and Nepal Re (for catastrophic reinsurance, CAT XL and compulsory direct cession). While Trust Re is rated A- by 

A.M. Best, Nepal Re is a Government of Nepal Undertaking (graded [ICRANP] IPO Grade 2 by ICRA Nepal). 
 

Adequate quality of investment with good investment earning potential – RLIL’s net investment income stood at ~NPR 

194 million in FY2019 (~NPR 186 million in FY2018), corresponding to the average investment yield of ~12%. The current 

high interest rate regime across the banking sector remains conducive for the investment performance of LICs, given the 

high concentration of the investment portfolio towards bank fixed deposit receipts (FDRs). This is likely to reflect 

positively on the policyholders’ and shareholders’ returns, going forward. RLIL’s investment portfolio, as of mid-July 2019, 

was compliant with the regulatory guidelines with ~94% of the portfolio in Government securities, FDRs and debentures 

of BFIs. 
 

Adequate solvency profile – RLIL’s solvency margin, as of mid-July 2019, calculated as per the regulatory directive, stood 

at ~1.77 times (vs. the regulatory minimum of 1.5 times). The solvency profile is likely to improve as the company builds 

up its asset base with future business growth. RLIL’s incremental capital infusion plan is also likely to provide comfort to 

its solvency position to some extent.  

 

Grading challenges 
Limited track record with small market share – Operating since November 2017, the company has a track record of 

operations of approximately two years as of now with a small scale of operations (share of ~7% among 10 new players 

and <1% share in the industry in terms of premium earnings in FY2019). Despite the low market share, ICRA notes the 

consistent growth since the start of operations. RLIL’s GPW stood at NPR 254 million in Q1 FY2020, registering an 

annualised growth of ~37% (GPW of NPR 742 million in FY2019), albeit on a small base. The growth was backed by the 

strong franchise network (88 outlets as of mid-July 2019) and agency force (~9,200 agents as of July 2019) developed by 

the company within a limited time span. RLIL’s marketing efforts and geographical expansion helped the company bring 

in healthy FYP in Q1 FY2020. The continuation of similar growth in FYP as well as an improving policy continuation rate 

(renewal rate) will be critical for determining the incremental business outlook for RLIL. However, promoter support and 

management ability remain a comfort. 
 

In terms of distribution channels, RLIL relies heavily on individual agents. The same has increased further after the partial 

restriction on bancassurance by the Central Bank in FY2020. However, given the low contribution of bancassurance to 

the overall industry’s premium earnings, the impact is expected to remain on the lower side.   
 

Low policy continuation rate – The policy continuation rate is low despite the initial years of operations (~57% renewal 
in FY2019 in terms of premium). However, considering the renewals during the grace period, the same would be ~73% 
(one-month grace period is given to LICs for policy renewals). 
 

Subdued return indicators with high cost of operations – RLIL’s return indicators remain subdued, given the initial stage 

of operations and the high acquisition cost associated with the insurance business in initial years. Moreover, due to the 

sizeable endowment business, RLIL’s profitability remains highly reliant on the transfer of surplus on the actuarial 

evaluation of the adequacy of the life fund.  

 



 
 

In FY2019, RLIL reported a net profit of ~NPR 16 million on a net premium of NPR 717 million (net profit of NPR 92 million 

on a net premium of NPR 84 million in FY2018) corresponding to a return on net worth of ~1% before the transfer of the 

actuarial surplus from the life fund to the profit and loss account. The company’s return indicators were affected by a 

relatively high operating expense ratio (total management expense of ~44% of GPW in FY2019; ~33% in Q1 FY2020) on a 

small scale of operations. This was higher than the regulatory ceiling of 30%. However, the same is likely to decline in the 

near future with the achievement of economies of scale as the business volume grows. The company would require a 

healthy pace of premium growth, an endowment product driven portfolio, and a growing life fund to improve its 

profitability.  
 

Analytical approach: For arriving at the grading, ICRA Nepal has applied its grading methodology as indicated below. 
 

Links to applicable criteria 

IPO Grading Methodology 

 

About the company 

Reliance Life Insurance Limited (RLIL) is a public limited life insurance company (LIC), operating since November 2017. Its 

head office is in New Baneshwor, Kathmandu. RLIL has been established with Nepalese capital with the promoters 

including Siddhartha Bank, Agni Group and other major promoters also belong to large business groups in Nepal (MC 

Group, Kedia Organisation, Reliance Group, Shiv Shakti Group, etc). 
 

RLIL is a new player in the life insurance industry of Nepal. Along with 9 other LICs, RLIL was licensed by the Insurance 

Board in 2016/17, taking the total number of life insurers to 19 from 9. As of mid-July 2019, the company has been in 

operations with 88 branches and 9,205 individual agents and 19 corporate agents spread across the nation for procuring 

new business and extending after-sales services. 
 

RLIL’s total paid-up capital was NPR 1,470 million as of mid-July 2019 and will reach NPR 2,100 million after the public 

issuance. Post the IPO, the promoter : public shareholding will be 70:30. RLIL reported a profit after tax of NPR ~16 million 

for FY2019 on a total asset base of NPR ~2,174 million as of mid-July 2019 compared to profit after tax of NPR 92 million 

in FY2018 on a total asset base of NPR 1,642 million. 

 

Key financial indicators: 

Amount in NPR million 
FY2018 

(Audited) 
FY2019* 

(Provisional) 
3MFY2020 

(Provisional) 

Number of months in operation 8 12 3 

First year premium (FYP) 86 628 181 

Renewal premium (RP) - 48 73 

Single premium (SP) - 66 - 

Total gross premium (TGP) 86 742 254 

Net premium 84 717 242 

Premium on endowment policies  85 723 250 

% share of endowment in total premium 99% 97% 98% 

Premium on term policies 1 19 4 

% share in total premium 1% 3% 2% 

Total management expenses 83 325 84 

% of gross premium  44% 33% 

Total investment 1,490 1,736 1,926 

Yield on investment 12.87% 12.01% 10.72% 

Profit after tax 92 16 18 

Return on equity 8.80% 0.99% 4.65% 

Solvency margin 1.115 1.77  

https://icranepal.com/methodologyPDF/IPOGradingMethodology08292018.pdf


 
 

* Before actuarial valuation 
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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 rating process and 
methodologies, analytical software, research, training, 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   
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