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ABSTRACT

The purpose of this study was to know the trend and investment pattern of selected non-
life insurance companies in Nepal. This study aims to examine the association between

premium collection and investment pattern of selected non-life insurance companies.

A descriptive, analytical and comparative research design are used for this research.
Two companies are selected randomly as a sample. Also the study tried to assess the
companies’ ten years data i.e. from 2009/2010-2018/2019. Various tools used for data
analysis are mean, standard deviation, coefficient of variation, correlation etc. The data
are collected from the various years’ annual report of selected non-life insurance

companies.

The findings shows that non-life insurance companies collected highest premium in
motor and fire insurance. The trend of premium collection and investment is increasing.
However, the pace is increasing gradually only. Higher premium collected by insurance
companies results in higher investment in different sectors and more investment results

In more investment return.
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CHAPTER-I

INTRODUCTION

1.1 Background of the study

People want to feel safe. Following the essential goals of food, clothing, and shelter,
follows a sense of security. Everyone is exposed to risk on a daily basis, whether it is
while driving, strolling down the street, investing, and capital planning, or something
else. The future is always unpredictable, and with that uncertainty comes risk. The risk
is an unplanned event or occurrence that occurs with financial significance and results
in a loss. Many happy people's lives are shattered either by the untimely death of the
family's breadwinner or by other tragedies such as floods, fires, earthquakes, wars,
accidents, and other natural disasters that can have a devastating impact on human life.
These risks are such which cannot be known in advance as to when they will happen
and it is physically impossible for an individual to make provision against them. Being
a rational animal, human being is always afraid of risk and they always wish to be safe
and secured his present as well as future life. This risk and uncertainty turn out due to
globalization, liberalization, and innovation in science and technology. So, insurance is
the way to minimize and provide protection against those risk which are beyond human
control. It is way to indemnify to those unpredictable losses. Insurance is a device
providing financial compensation to those who suffer from misfortune. In other words,
insurance is the best means for security to human life and property from various risks

(Shrestha, 2001).

Insurance is defined as a contract, which is called a policy, in which an individual or
organization receives financial protection and compensation of damages from the
insurer or the insurance company. In simple word, it is some form of protection from
any possible financial losses. Moreover, insurance is a mechanism for transferring
specified risks of individual persons or organization to an insurer of certain risks of
financial loss in exchange of the payment of agreed fixed amount. The insured
cannot make any profit out of the insurance but they are compensated to the extent of

the pecuniary loss.

Insurance company charges a certain amount called ‘premium’ in return of assuring the
insured for indemnity if the stated risk caused economic losses within the policy period.

Insurance company collected fund in the form of premium and invests in different



sectors for maximum return. Once earned, the premium is regarded as the income of
the insurance industry. The growth and development of an insurance industry is based
on the large number of groups of various individuals, corporate businesses and financial
organization who are policy holders of the company obtained directly by the
representatives or through agents. The large number of policyholders leads to the large
amount of premium collection for the minimization of occurrence of various risk and
uncertainties. Insurance companies are considered as an important part of an
institutional investment of any country as they invest in corporate securities as well as
other collective investment schemes and in turn, they produce sufficient income to meet
their obligations in the form of promised insurance benefits (Securities Board of Nepal,

2007).

The premium is invested in stocks, bonds, and other interest-bearing assets by insurance
firms. An insurance business can use the investment profits to cover claims,
commissions, and administrative costs. It accumulates a large sum of money in
premiums and may not have to pay out on claims for many years. The ultimate
objectives of the investment directive is safeguarding the reserve funds of insurance
companies and secure minimum amount of earnings to pay policyholders’ future

liabilities without any burden of financial scarcity.

Insurance companies performed three distinct jobs: 1) Risk pooling, diversifying and
loss compensation, ii) Risk management; and iii) Resource mobilization. Academicians
are agreed on the positive role of insurance in both developed and developing
economies. Insurance enhance the economy through promoting financial stability,
mobilizing savings, facilitating trade and commerce, enabling risk management,
encouraging loss mitigation, fostering efficient capital allocation, substituting the

complement of government social security programs (Skipper, 2001).

Insurance contributes to society by favorably affecting the apportionment of the factors
of production, engaging in loss prevention activities, identifying losses serving as a
basis of the credit structures, eliminating worry and providing a channel for investible
fund. Insurance spread the cost of the risk over a large group of individuals subject to
the same risk, in order to reimburse the few who actually suffer from the risk. The
purpose of insurance is to reduce the uncertainty and worry caused when it becomes

aware of the possibility of loss. It does this by spreading the economic burden of losses



among members of group. Insurance does not prevent loss but it relives the financial

burden.

Nowadays in the pace of rapid growth and development of insurance industries, it is
very important to develop appropriate strategies that might aid the insurance
practitioners to develop appropriate insurance products and services. Insurance
manages the risk of uncertainty in an effective way and plays a significant role in
mobilizing domestic savings, turning capital into productive investments, by managing
loss and maintain financial stability. The non-life insurance hence plays a crucial role
in promoting the trade and commerce activities which contributes to the sustainable

growth of an economy.

The indemnification principle of insurance mainly focuses on compensating the insured
for the loss that occurs. In addition to this, as financial intermediaries, it accumulates
funds and channelized the saving in national development which ultimately helps in
economic growth. This shows insurance as a source of capital formation for

development and growth of a country.

1.2 Historical background of insurance in Nepal

In our society, the concept of insurance can be traced down to the ‘Guthi System’ and
joint family culture that has been prevalent since the ancient times. These systems have
provided security and assistance to individuals and families in time of need. With the
change in the economic and social perspectives and the increasing complexities of the
upcoming small-scale industries, an immense need for a domestic company was felt to

insure against any loss that could arise due to mishaps in industries.

With the development of trade, commerce and industry, the necessity of insurance in
our country was felt long age. However, there was no evidence of any organized form
of insurance in Nepal until 1947. Society was organized and settled in an agricultural
basis and the socio-economic organization took care of any problem or calamity
confronted to the community. The fire insurance in Nepal, at first was started by “Nepal
Malchalani Tatha Beema Company" and had changed its name as "Nepal Insurance &
Transport Company Ltd." on 1959 A.D and again renamed as "Nepal Insurance

Company Ltd." since 1991 A.D.

The “National fire insurance company” of Calcutta is the first insurance company to

open branch in Kathmandu in 1958, to transact fire insurance business in Nepal. With



the development of trade and industry, establishment of Nepal Rastra Bank (Central
Bank), Nepal Bank Ltd. (Commercial Bank), Rastriya Banijya Bank (Commercial
Bank), Agricultural Development Bank, Co-operative Bank, Nepal Industrial
Development Corporation, numerous other companies and corporations, the need of fire
insurance in Nepal is growing in a manifold way. To meet ever-growing needs of fire
insurance Indian branches such as ‘Rubu, Oriental, Sterling General and Hindustan
General’ and the domestic insurance company ‘Insurance and Transport Company’ and

‘Rastriya Beema Sansthan’ are transacting fire insurance business.

Though there is no organized form of life insurance in Nepal, a kind of life that can be
better termed “death insurance” is practiced since a long time. Like “insurance”, there
is “Guthee”, which helps its member in facing financial burden out of death. Its
policyholders are known as “Gutheear” instead of insured. Though they do not have
policies in black and white, they have a kind of verbal understanding by which they
can work smoothly without facing any difficulties. Gutheears pay a certain amount of
money to the Guthee, in the same way as the insured pays premium to the insurer.
Before 1951, Patna branch of Indian Life Insurance Company was exploring life
insurance business with the nationalization of Life Insurance Corporation of India. It is
solely and wholly transacting life insurance business in Nepal. It established a branch
office in Kathmandu in 1962. Thus, this corporation has a kind of monopoly in life
insurance business. However a need for an insurance company that would incorporate
every type of insurance function was also felt at the national level. This resulted to
establishment of Rastriya Beema Sansthan on 15th December 1968. The company was
established as a private company with an authorized capital of NRs. 10 million and
capital issued was NRs. 2.5 million under the Nepal Company Act, 2021. The company
started its business by insuring king Mahendra’s Car. On February 21, 1973, five years

after its establishment, life insurance was introduced.

After the introduction of Insurance Act, 1992, the number of private insurance
companies came into existence. There are altogether 19 life insurance companies, 20
non-life insurance companies and 2 reinsurance companies which are operating until

now.



1.3 Statement of the problem

The existing insurance law has become outdated and does not comply with best
international practices. Issues relating to moral hazards is also a problem. The insurance
sector regulator has not been able to create an effective framework to reduce moral
hazards. It is quite difficult to for the insurers to determine the reason for losses. Nepali
insurers do not have an adequate workforce to evaluate and assess the damage and
claims. It needs a team of experts comprising of underwriters, statistician, risk analysts,

loss assessors and specialists in the respective fields.

Despite the promising prospects, the Nepalese insurance companies have some problem
and challenge to overcome. There are issues related to policies that hinder the growth
of the business. There is rigidity in investment guidelines for insurance companies. The
investment restriction in the guidelines has obstructed the growth of Nepali insurance
companies. If the companies want to invest in areas other than specified in the

guidelines, prior approval from Insurance Board is mandatory.

Another big problem of Nepali insurance companies is to mobilize collected fund in
appropriate sector. Nepal is an under developed country and most of people live in

village and they are illiterate. They feel burden in paying the premium.

While giving the supportive framework to the research study, following research

questions are presented:

e  Whether the trend of premium collection of selected non-life insurance is
increasing or not?
e How the premium collection impacts on the investment pattern of non-life

insurance companies?

1.4 Objectives of the study
The main objectives of this study is to examine the current trend of premium collection
and investment pattern of non-life insurance companies in Nepal. The specific
objectives of this study are:
e To investigate the trend pattern of premium collection of selected non-life
insurance companies of Nepal;
e To assess the investment pattern of selected non-life insurance companies of

Nepal, and



e To examine the association between premium collection and investment pattern

of selected non-life insurance companies of Nepal;

1.5 Rationale of the study

Insurance is the risk transfer mechanism which plays significance role in the economic
growth of the country. Insurance has become one of the exigent financial services just
as banking, mutual funds and wealth management and possesses an important position

in financial sector of economy.

Premium collection and investment are the vital activities of insurance companies.
Success and failure of any insurance company depend upon these activities. This study
is significant to the management of the company to take the right decision regarding

premium collection and investment.

This study will be beneficial to the entire people who are directly and indirectly related
to the insurance companies. It will be beneficial to board members, management,
policyholders, investors, shareholders, government, competitors and other

stakeholders.

1.6 Limitations of the study

The study aims at findings the facts and the trend of the investment and premium
collection within the Nepalese non-life insurance industry. Therefore, the scope is
limiting within the non-life insurance companies operating. Every activity has its own
boundary, as the same way this study has also some boundaries, which cannot be
ignored. These boundaries are called as limitations of this study. The limitations of the

study are:

1. The study is based only on Shikhar and Sagarmatha’s premium collection and

investment pattern.

2. The study is confined only to the last 2009/2010 to 2018//2019. So, the

generalization will be based on these periods only.

3. The cores of this study is based on secondary sources of information.

4. Only limited analytical tools are be used in the study.

1.7 Organization of the study
The present study is organized in such way that the stated objectives can easily be

fulfilled. The structure of this thesis tries to analyze the study in a systematic way. This



thesis has presented the systematic presentation and finding of the study. This study has
been divided into five chapter viz. introduction, review of literature, research
methodology, results and discussion, and summary and conclusion. The first chapter
deals with the subject matter consisting introduction, identification of problem,
objectives, rationale and limitations of the study. The second chapter of the study deals
with review of literature. It includes conceptual framework, review of major studies,
and review from journal, article and review from thesis related to topic. The third
describes the research methodology adopted in carrying out the research. It deals with
research design, sources of data, population and sample and procedure of presentation
of data. The fourth chapter includes presentation and analysis of secondary data. Major
findings from data have been also presented in the last portion of this chapter. The
fourth chapter presents the analysis of data and discussion in the form of various tables
and figures and the fifth chapter is about summary, conclusion and recommendation.

Finally, an extensive references and annexure of presented at the end of the study.



CHAPTER I

REVIEW OF LITERATURE

Review of literature is a way to discover what other researchers have covered and areas
untouched. It is in-depth evaluation of previous researchers. The major objectives of
this chapter is to review the different literature from various sources that are relevant to
the study. The chapter deals with the review of relating to the topic in detail. Various
books, journals articles and some previous research work related to this topic and many

indirect topics are reviewed.

2.1 Theoretical framework

Insurance is a type of risk management primarily used to hedge against the risk of a
contingent and uncertain losses. Insurance is a contract that guarantees indemnification
and covers losses in the event of a future occurrence. It is contractual relationship to
secure against risks. An organization which provides insurance is known as an insurer
or insurance company and person or entity who buys insurance policy is known as
insured or policyholder. The insured is not to make any profit out of the insurance but

should only be compensated to the extent of the pecuniary loss.

It is difficult to find the exact definition of insurance because there is no appropriate
definition that actually defines insurance. The term ‘insurance’ has been defined by
different experts on the subject. The views expressed by them through various

definitions can be classified into:

a. Co-operative concept or Functional Definition

b. Legal Concept or Contractual Definition

2.1.1 Co-operative concept or functional definition
Mishra (1997) defined insurance as co-operative device. Insurance is a co-operative
device to spread the loss by particular risk over a number of persons, who are exposed

to it and who agree to insure themselves against the risk.

Mehr and Cammack (1976) defined insurance as a device for reducing risk by
combining a sufficient number of exposure units to make their individual losses
collectively predictable. The predictable loss is then shared proportionately by all units

in the combination.



Bainbridge (1952) stated that insurance is indispensable to free economy and a free
society because it not only protects the value produced by men or women who work for

themselves but fasters in the confidence to produce more.

Thus, from above definitions, insurance is a compensation for uncertain happenings of
any loss which are insured for certain period of time and for specified amount. The
basic concept of insurance is the method of sharing financial loss of few from common

fund out of contribution of the many who are equally exposed to the same loss.

2.1.2 Legal concept or contractual definition

Hardy Ivamy (1979) defined insurance is a contract whereby one person called the
‘insurer’, undertakes in return for the agreed consideration called the ‘premium’ to pay
to another person , called the ‘insured’ a sum of money or its equivalent on the
happening of a specified event.

Patterson (1957) defined insurance as a contract by which one party for a compensation
called the premium assumes particularly risks of the other party and promises to pay

him or his nominee a certain or ascertainable sum of money on a specified contingency.

2.2 Types of insurance

All the insurance companies provides certainty against the risk. When they can define
in the generic concept, it will take the form like social insurance and private insurance.
But, we have divided the insurance in two parts as life insurance and general insurance.
Life insurance may be defined as the certain sum of money either on the death of the
insured or on the expiry of a fixed period. Life insurance is concerned only about
physical and mental accident risk. General insurance considers all insurance expect life
insurance. However, we can classify the insurance as a life insurance and non-life
insurance. Some of exports and writers separator the insurance in different viewpoint
i.e. forms the potential insurers view and other. When viewed from professional use
insurance will take two board forms as life and non-life insurance. We can to see all the

insurance under the view of risk point.

2.2.1 Life insurance

Life insurance provides sum of amount against the various risks relating to the human
being body through issuing different policies. Life insurance is a financial instrument
for providing post death resources to support survivors or pay obligations of the estate

of the deceased. Generally, life insurance, as a type of insurance plan conducted by the
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insurers, is directly related with providing assurance against the economic part of total
human life. “Life insurance contract may be defined as the contract, where by the
insurer, in consideration of a premium undertakes, to pay a certain sum of money either
on the death of the insured or on the expiry of a fixed period” (Mishra, 1997).

It is done to safeguard the future of insurer’s family by giving strength to pursue their
prosperous future. It is not only in the case of death of insurer but also in times of his/her
serious illness or incapable of continuing work. Life insurance provides a support to
rebuild the confidence in future. “Life insurance is a contract providing for payment of
a sum of money to the person assured or to his nominee, on the happening of certain

events” (Bhatia and Sethi 2007).

Life insurance is particularly, concerned with that aspect of human life. Since the
insurance of assurance of a person’s life is impossible because of the certainty of death
of a person once born, life insurance only provides assurance against the economic
aspects of human life, not the assurance against the life, itself. Life insurance provides
future benefits against unseen future accident and it helps to live comport in retirement
life. Life insurance never fulfil losses of human life, it measures in amount of various
risk and provides sum of amount in accordance to policy. Life insurance plays a vital
role in the society. Therefore, it is also known as social insurance too. Life insurance
can be defined as “a contract by which the insurer, for a certain sum of money or
premium proportionate to the age, health and other circumstances of the person. Whose
life is insured if such person shall die within the period limited in the policy, will pay

the sum specified to the persons in whose favour such policy is guaranteed.

The life insurance companies have proved to be a highly efficient means for channeling
capital funds into those areas of the national economy, and into those uses, in which

market demands have been strongest.

2.2.2 Non-life insurance

Non-life insurance is also known as general insurance. Any insurance other than life
insurance is known as non-life insurance. Because of its nature of measuring any risk
in terms of money, it is also said as pure insurance. It refers to the insurance of goods
and properties. It is the insurance of property and liable risk of insured against most
specified cost that is premium. It also includes property insurance, liability insurance

and others forms of insurance.
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This part of insurance includes the insurance and risk transfer of the property and
liability of insured where property insurance against loss arising from the ownership or
use of property includes two general classifications. The first in indemnifies the insured
in the event of loss growing out of damage too or destruction of his/her property. The
second form pays damages for which the insured is legally liable the consequence of
negligent acts that result in injuries to other person or damage to their property. This is

known as liability insurance (Bickelhaupt 1983).

The individuals and organizations have to suffer a huge loss from the destruction of
their physical things. Thus, they can ensure their properties against the varieties of risk.
Such risk may be marine risk, fire risk, etc. It is taken as means of providing financial
protection for building, machinery, equipment, furniture, and vehicle and merchandise

items against the risk of earthquake, accident and theft.

A. Fire insurance

Fire Insurance covers building, office assets, equipment and business from fire and
allied perils like earthquake, storm, hurricane, flood, landslide, inundation, impact
damage, Explosion and so on. It also covers riot, strike, malicious damage, sabotage

and terrorism on the payment of extra premium.

B. Marine insurance

Marine Cargo Insurance is the insurance of goods in transit dispatched from and to any
place and by means of sea, air, rail or road. During the transit, the cargo is exposed to
various types of perils from the time it moves the warehouse of the supplier until it is
received at the final warehouse of the consignee. This insurance provides coverage
against both imports and exports. It provides all kind of assurance during a given period
of voyage that include from natural disaster to other manmade disaster. Marine
insurance is designed to manage risks in the event of unfortunate incidents like
accidents and damage to the goods. While the goods are in transit, it is exposed to
numerous risk like fire, road accidents, collision etc, so it is essential to take marine

nsurance.

C. Motor insurance
It is the insurance policy related with the vehicles running in the road. Every motorist
runs the risk of incurring legal liability to pay compensation to third party for death,

bodily injury, and property damage arising out of use of vehicle, with further heavy loss
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of accidental damage to vehicle itself. It covers full comprehensive policy and third
party liability insurance too. This policy indemnifies vehicle owners against such
contingencies. Private car, motorcycle, commercial vehicle owners can avail this
insurance cover against comprehensive risks including third party personal injury and
property damage. Due to collision fire, lightening, windstorm, earthquake, explosion,
etc and liability form include the remittance of losses to the third party caused by the

vehicle.

D. Engineering insurance

This insurance policy helps in covering losses and damages occurring in construction
and engineering industries. It covers against damages caused in engineering equipment
and plants during the construction stage. From the small machinery to big equipment,
everything is insured under these policies that enable a sound completion of the
consignment (Gabriel 2007).

E. Aviation insurance

Aviation insurance policy covers the loss and damage occurred in aircraft during flights,
landing, and takeoffs. In addition to that, it also covers the risk of passengers and aircraft
hull. It is related with the risk occurring due ti the perils, hazards or risk created by the
aircrafts. Aviation is a big industry at present. So, aviation insurance policy has an

immense importance for assuring any future damage and loss.

F. Cattle and agricultural insurance

This insurance provides insurance coverage for various agricultural activities like
livestock, poultry, fish, paddy, vegetables, and fruits etc. Farming against the risks of
fire, Acts of God (Earthquake, Flood, Landslide, and Storm), diseases, and insects etc.
Agricultural insurance is commenced in Nepal during FY 2013/2014.The insurance
board has assigned the districts and the mandatory areas of work to provide agricultural

insurance in all districts for non-life insurance.

G. Micro insurance

Micro insurance is insurance specially-designed to protect low-income households
from the risks they face in their daily lives. It is low value product with low premium
amount. Insurance companies have increased access to micro insurance at local level
by collaborating with micro finance institution at local level. Micro insurance covers
health, property or agricultural products and other valuable items of low-income

households. Micro insurance enables the poor and low-income earners to insure their
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assets and operations against any disaster, and also helps small businesses to

safeguard their resources that enable them to mitigate risks.

H. Miscellaneous insurance

There exist many policies covering different fields of risk classes. Since, the insurers
are ready to provide new kinds of insurance policy, there does not exist the limit on the
kinds of insurance policies written. All the insurance other than above lies under

miscellaneous insurance which of them are described as below:

i. Cash insurance

This policy is intended for banks, business houses, manufacturing organizations who
deal in cash, periodically drawn from bank/other sources providing indemnity in respect
of loss of such money carried by authorized employees. This policy covers loss of
money carried by authorized personnel whilst in transit from one place to another and
while in safe, vault and counter. A business may be robbed of cash either during normal
business hours or after normal business hours. So, this insurance is essential for large

as well as small businesses.

ii. Travel medical insurance

People travel abroad for various purposes. It can either be for pleasure or for business.
It cannot be guaranteed that everything will go smoothly while traveling .Travel
medical insurance is a type of international insurance designed to cover emergency
health care costs incurred while traveling or vacationing abroad. Also many embassies
here in Nepal have made Travel medical insurance mandatory before issuing the visa.
Travel medical insurance provides coverage for emergency medical treatment due to
unexpected injury or illness incurred outside of Nepal. This insurance secures against
any unforeseen events that may occur while travelling outside of the country. It
provides compensation in case of unfortunate accidents occurred while travelling
aboard. Travel medical insurance is not a general health policy. It is intended to
reimburse the medical costs and expenses incurred for an emergency sickness or

accident whilst on a trip outside of Nepal.

iii. Burglary and housebreaking insurance
This is intended to cover loss/damage of stock and property by burglary/house breaking
including damage to premises caused by burglars during such attempt. The insurers will

remit the loss occurred due to theft or robbery. Burglary/house breaking stand for theft
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involving entry into/exit from insured premises by violent, forcible means,
assault/threat to the insured/employee/members of family. However, under this policy
the security provision will be very essential and important. The property insured under

fire insurance can only be insured under this insurance.

iv. Personal accident insurance

Personal Accidental Insurance provides coverage in case of accidental injury and death.
Moreover, under this policy the insured gets financial assurance against being
handicapped from any accidents. This insurance can also be taken by groups named as
Group Personal Accidental Insurance. This policy provides benefits against bodily
injury (including death) resulting solely and directly from accident caused by external,
violent and visible means. It covers benefits like accidental death, permanent total
disablement, temporary total disablement, permanent partial disablement and
accidental medical expenses.

v. Health and medical insurance

This policy covers insured's expenses incurred during his/her treatment in
hospital/nursing home due to some illness or accidental incurred during domiciliary
treatment. Therefore, this policy provides the financial support against the health

problem to the insured.

vi. Fidelity guarantee insurance

The Fidelity guarantee insurance covers the loss and damages against the case of fraud
and dishonesty by the employee. The owner of firm or organization gets the guarantee
against the fraud or betrayal or dishonesty caused by the employees. There can be a big
loss as valuable employees can misuse their position and involve in fraud. If the
employees betrayed the insured, the insurers would compensate the loss occurring due
to the discard of the fidelity of the believed person. Banks, saving and loan association,
accountants, and other business in which employees have access to large sum of money

invariably take this insurance for protection.

vii. Public liability insurance

Many reasons can create liability to a person or business organization for which the
person has to pay compensation. This insurance provides compensation against loss or
damage to the third party personal injury and property damage arising out of the

business operation. It protects the business against compensation claims and their legal
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costs in case of injury which also includes death to a third party or damage to their
property.

2.3 Investment

“Investment may be defined as the purchase by an individual or institutional investor
of a financial or real asset that produces a return proportional to the risk assumed over
some future investment period. Investment is the current commitment of the savings
that compensates for the time involved, the expected rate of inflation and uncertainty
involved. To stare in other words, an investment is a vehicle into which funds can be
placed with the expectation that they will generate positive return and / or their value
will be preserved or increased. Investment, in its broadest sense means the sacrifice of
current dollars for future dollars. Two different attributes are generally involves: time
and risk. The sacrifice takes place in the present and is certain. The reward comes later,

if atall, and the magnitude is generally uncertain” (Sharp, Alexander and Bailey, 2000).

Investment management is backbreaking area of operation in any insurance company,
which has to generate reserve for claim that might arise over a period keeping in view
the different risk level, regulations and variety of investment objective implicit in mind
of policyholders and shareholders. Insurance companies invest their shareholder’s
fund, policyholder’s fund and other temporarily available financial resources, which
have a valuable contribution to firm as well as to economy. Insurance investment are
oiling the wheels of economic and social development of the nation. Insurers should
have in place sound, systematic and objective process of determining investment
pattern to maximize the value of shareholders as well preserve the value of

policyholders.

The investment needs be procedural task. It must follow a definite investment process.
This definitely begins from the formulation of proper investment policy. Insurer has
responsibility and liability to pay certain indemnity and balance the fund at a certain
specified time, with the accident or loss. Therefore, insurer’s basic function is not only
premium collection but also investment of collected fund. Hence, while calculating
premium, it has to assume that the accumulated premiums are invested. The funds
should be invested to earn at least assumed rate interest. The needs of investment of
funds are for the payments of claims, to avoid financial deficit, to collect the funds and
to give contribute to the national economy. Further, to invest any funds requires sources

of funds. Insurer also invests their fund different sectors. The funds with the insurers
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are accumulated from the various sources, which are explained in these forms.

e Premium

e Interest

e C(Capital Gain

e Saving Expense

e Non-payment of Claim
However, the insurer has advantages of investing above-mentioned sources of funds
but they cannot invest all they are collected cash in profitable investment. It is so
because of the primary function of the insurer, which is to provide financial assurance
against insurable risks and the regulatory provisions governing them. In fact, insurer
only gets a portion of their inflows as invisible fund after arranging for various items.
For running, it is essential for three insured invest the fund. An insurance or insurer
must mobilize its collected premium and other funds to profitable, secured and
marketable sector. So, that it can earn a handsome profit, secured, and can be converted

in to cash whenever needed.

After the inflow of financial asset in the form of the premium the next important one
will be the income from the investment. Such investment income will be surplus for
the insurer for being successful in saving-investment process. However, this part of the
income will also indirectly include the policyholders claim too. Further the capital gain
in the transaction of investment components or gain in the transaction of capital item
will be the source. The paid in (surplus) capital accounts may also be another source of
the investment. Further the annual retained earnings will be the inflow, which will be

outcome of being operated successfully.

2.3.1 Principle of investment

All financial institution and intermediaries invest the collected fund under investment
principles and policies. However, investment policy reformed and developed from the
principle of investment. Therefore, so many determinants of principal of investment

directly affect the investment policy.

Generally, policy will be a plan or a course of future action that is proposed to adopt
regarding a particular field of activities. For our purpose, investment policy will also
be the plan or course of future action that is purposed to adopt regarding the investment.

The investment policy may be different according to the objective and nature of the
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organization. But, all the investment policies must be balanced as of risk return
character and suggested to invest at liquidity, safety and profitable sectors. “While
investment policies needed to be formed, the investors need to consider many factors.
Usually these are the factors to be considered in investment planning decisions, security
of principle stability of income and rate of return, marketability and liquidity”(Shim

and Siegel, 1989).

Regarding the insurer investment policy and selection criteria, these will be the factors
to be considered or simply we can mention following basic principle to be followed

while investing the investible insurance fund.

2.3.2 Safety and security

The safety and security principle is a primary and basic principle of the investment
policy. The insurer should never invest its funds in these securities, which are subject
to much depreciation and fluctuation because a little difference may cause great loss.
Therefore, insurers perhaps invest their funds in fixed deposits and treasury bills of
NRB. The collected premium is a liability for an insurer; therefore, they are always
conscious on security and safety of the investment. The basic principle for limiting the
investment to those with the high margin of safety not only is imposed on the
companies by the system of state investments laws described presently, it has long been
recognized as a paramount consideration by the insurance companies themselves. To
obtain the security on investment insurer required sound matching in their investment
portfolio. To maintain the secure investment holding, the insurer needs to analyses and
concentrate on the secured lending. The secured investment provides the good / sweet
return and liquid cash flow whenever required. In other instances, the safety of the
investment assured by the high credit standing of the borrower as evidenced by his
ability to meet the interest payments or to provide or continuous flow of dividends to
investors. Further, the security of investment depends upon the legal claims of the
lenders and value of the underlying security but also upon the borrower’s ability to
manage its affairs efficiently and its willingness as well as ability to repay. Thus, safety

and security principle is very important for an insurer.

2.3.3 Profitability
Generally, insurance companies or insurer obtains their name and era through paying
claim in simple procedure and right time. In order to pay claim and maintain office

expenses the fund is required. An insurance company can maximize its value of wealth
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and collection of fund through maximization of return on their investment. So, they
must invest their fund where they can gain maximum profits.

The insurer must earn at least the assumed rate of interest; otherwise, they will suffer
loss. The investment should be made in such securities, which yield the highest return
consistent with the principle of safety. The insurer can reduce his future premium by
earnings higher interest and thus, will be able to increases his business. It has been

realized that the safety and the profitability is important for insurer investment.

2.3.4 Diversification

An insurer should not lay all of the eggs in the same basket. This saying is very
important to the insurer and so he/she should be always careful not to grant investment
in only one sector. To minimize the risk, an insurer must diversify his/her investment
in different sectors.

Diversification of investment helps to sustain loss according to the law of average
because if securities of a company deprived, there may be appreciation in the securities
of other companies. In this way, the loss can be recovered and the company may able
to earn more profit. The diversification provides maximum security with high yield and
better liquidity provided the diversification is done taking in to account of all these

factors.

2.3.5 Liquidity

The principle of liquidity is important for the insurance investment. Insurer has no
information about when they need to pay the claim of their client. So, at any unseen
time there will be the requirement of fund. Thus, the insurer need to invest under the
principle of liquidity.

Liquidity represents convertibility of investment into cash without undue loss of
capital. The insurer needs to maintain working cash and bank balance order to carry
out the normal transaction of receiving payments and making disbursements. Further,
they need to finance the unforeseen claims occurring the form of matured contracts.
Therefore, insurer needs to maintain the liquidity of their investment. The principle of
liquidity is against the principle of profitability because the idle cash will earn nothing

and invested cash will have no liquidity.

2.3.6 Marketability
Marketability is an important principle of investment policy. The principle of

marketability suggests that the insurer should invest in that sector where e cash can be
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converted easily. Insurer may not have any information about the requirements of the
funds to pay the claim of the insured. So, they need to invest in those sectors where
marketability exists. Therefore, the convertibility or marketability principle must match
with other principle as well as with the line insurance business and the nature of the

required fund.

2.4 Review of Journal and Thesis

Maharjan and Jha (2020) concluded to the existence of causal relationship from the net
premium collection, tax contribution, income contribution and employment
contribution to the economic growth of Nepal. It shows the net premium collection for
both NLIC and LGIC are in increasing trend except for the fiscal year 2072/73, where
the whole country was facing crisis due to the 2072 massive earthquake. Microfinances
assist to bring the most vulnerable and deprived large population under the insurance
coverage causing dual benefits like increasing the market coverage, capitalization of
small savings and increasing opportunities, moral support for encouraging involvement
in productive economic activities by the deprived group. Domestic reinsurance, on the
other hand assists economic growth by limiting the massive outflow of domestic
currency in the form of reinsurance premium. Reinsurance also helps to mobilize the

domestic funds for internal investment and development activities.

Khanal (2020) has stated that insurance can be acknowledged as a tool for protection
which undoubtedly proves that insurance is a very important savings and risk tool for
citizen of any country. But analyzing insurance sector showed that it has yet to be
outreach for the common people residing in Nepal. In Nepal the general population are
not well educated and aware about benefit of insurance and also are middle class who
have low power of investment and insurance of Nepal has to cope with these
challenges. Moreover, du