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Abstract

The financial trajectory of Nepal Reinsurance Company Limited in recent years
demonstrates the company's adaptation to difficulties and opportunities regarding profitability,
cost management, and operational efficiency. Company saw a significant decrease in its Return on
Assets (ROA) during a difficult period, presumably influenced by external factors like the
pandemic; nevertheless, it has subsequently demonstrated a robust comeback. The enhancement
in ROA signifies that the organization has successfully streamlined its assets and executed strategic
initiatives to boost profitability. Controlling employees spending has been a crucial component of
the company's cost management approach. Following a surge in labor costs, the corporation
effectively curtailed these expenditures, indicating an emphasis on optimizing workforce-related
expenses, maybe via efficiency measures or modified pay frameworks. This exemplifies the firm's
dedication to maintaining financial stability by controlling staff expenditure and increasing
operational efficiency. Even though the company has successfully reduced staff expenditure, the
ratio of management expenses to income has increased. The potential impact of increased
management expenditures on profitability, if not closely monitored, makes this growth cause for
concern.

1. Introduction

As the first reinsurance business in Nepal, Nepal Reinsurance Company Limited (NRIC)
is essential in reducing insurers' risk exposure through its reinsurance offerings in many different
industries. The banking and insurance sectors are well aware about the cost management,
employee dynamics, and profitability, and NRIC is no exception. Internal operational changes and
external variables, such as economic conditions, industry laws, and market trends, also contribute
to these swings (Langlois, 1988). A reinsurance company's capacity to turn a profit and keep
operations running smoothly are both affected by how well it manages its costs. Like many other
reinsurance firms in different countries, NRIC has to deal with unpredictable changes in labor
demographics, profitability, and cost management. Sustaining profitability and enabling long-term
growth will hinge on on the firm capacity to react to shifting economic and operational conditions
while strategically focusing on minimizing costs and improving its efficient staffs (Porter, 2008).
As it navigates the complexity of the reinsurance market, NRIC must address inefficiencies, use
technology improvements, and maintain a dynamic approach to human resource management.
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2. Data analysis
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The financial and operational data of Nepal Reinsurance Company during the last five
years reveals a corporation experiencing volatile profitability, adapting cost management
strategies, and undergoing staff transformations. The financial figures provide a multifaceted
overview of development, modifications, and strategic realignments.

Table 1

Financial and operational data of Nepal Reinsurance Company Limited

Particulars 2022/23 2021/22 2020/21 2019/20 2018/19
Number of employees 62 65 54 52 53
Management expenses to gross

insurance premium 4.89% 3.22% 2.89% 3.76% 2.65%
Employee expenses to number of Rs. Rs. Rs. Rs.
employees Rs. 4,990,645 | 5,069,695 | 3,923,117 6,343,393 | 4,575,041
Employee expenses to management

expenses 5% 83% 52% 78% 70.99%
Agent related expenses to

management expenses 11% 12% 52% 78% 16.63%
Return on assets 5.30% 4.90% 1.43% 4.73% 5.15%

Source: Annual report of respective years of Nepal Reinsurance Company Limited.

Over the past five years, Nepal Reinsurance Company's employee numbers has fluctuated
drastically, demonstrating a consistent but unpredictable pattern of hiring. The company started
off with 53 employees in 2018/19 and will gradually increase that number to 65 in 2021/22. There
was a little decline to 62 workers in 2022/23 thereafter. This trend indicates that the organization
is modifying its staff in reaction to evolving business requirements, operational necessities, or
wider economic circumstances. The rise in staff numbers may indicate a phase of expansion or the
necessity for supplementary personnel to handle expanding operations or market prospects. The
decline in 2022/23 may indicate that the organization has implemented measures to optimize its
staff, either in reaction to cost pressures or the adoption of more efficient procedures, potentially
influenced by technical developments or changes in operational strategy. The variations in
personnel numbers indicate a company that is strategically managing its human resources in
accordance with changing business dynamics and market conditions, seeking an ideal equilibrium
between operational capacity and cost efficiency. A strong dedication to adaptation in response to
changing business conditions is shown by the variation in the number of employees at Nepal
Reinsurance Company. The company's ability to dynamically adjust employment numbers
demonstrates its understanding of the need of having enough workers to satisfy operational
demands while also prioritizing cost-effectiveness. This company shows its commitment to
operational optimization by deliberately adding employees during growth stages and laying off
when needed. This method guarantees effective use of resources while cutting down on wasteful
spending. As a whole, Nepal Reinsurance Company gives the impression of being a dynamic,
market-responsive corporation that is always looking for new ways to improve while also keeping
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an eye on the fine line between expansion and efficiency. To successfully navigate the
market's intricacies, grab opportunities, and boost production, a strategic attitude is necessary.

The ratio of management expenditures to gross insurance premium for Nepal Reinsurance
Company indicates a distinct upward trend, with management expenditures rising in relation to
gross premium throughout the five-year span. Commencing at 2.65 percent in 2018/19, this ratio
progressively increased to attain its peak of 4.89 percent in 2022/23. This increase may reflect
several variables, including elevated operational expenses due to firm development, the necessity
for additional staff to sustain expanding commercial activity, or augmented administrative
overheads. Management costs may have gone up because the company had to spend more money
on things like technology adoption, regulatory compliance, or infrastructure expansion. This ratio
is on the rise, which might mean that the company isn't making the most of its resources or that its
management is spending more money than expected compared to its income. The flip side of this
is that these rising expenses could be a reflection of well-planned investments in management
skills that will improve business operations or set the firm up for long-term growth. This
investment may be necessary to boost the company's competitiveness in the reinsurance business,
but it will increase short-term expenses. Nonetheless, if unregulated, a persistently increasing ratio
may exert pressure on profitability, indicating the necessity for enhanced cost control methods in
management sectors. Although the rising trend in this ratio may stem from critical operational
investments, vigilant oversight is crucial to guarantee that these expenditures foster sustainable
growth and do not undermine the company's financial health in the long term.

Employee costs per capita at Nepal Reinsurance Company have exhibited considerable
fluctuation throughout the years, peaking significantly in 2019/20 when the expense per employee
reached Rs. 6.34 million. This elevated statistic may be ascribed to several variables, including
augmented compensation packages, the allocation of bonuses, or improved employee benefits
during that timeframe. In 2019/20, the corporation may have provided more incentives to retain
essential staff, enhance morale, or address market concerns. Subsequent to this high, personnel
spending per capita started a fall, culminating at Rs. 4.99 million in 2022/23. The consistent decline
in succeeding years indicates that the corporation has intentionally sought to minimize workforce-
related expenses. Such optimization may have been attained by a more systematic compensation
strategy, modified bonus structures, or a reassessment of benefits in alignment with financial or
operational objectives. Furthermore, the use of efficiency-boosting strategies, such as workforce
reorganization, automation, or the integration of advanced technology, may have diminished
dependence on elevated staff expenses. These modifications signify a comprehensive approach to
manage costs while preserving operational efficiency, guaranteeing that the company's human
resources are sustainable and in accordance with its profitability objectives. The emphasis on
efficiently managing employee-related expenses reflects a balanced strategy for sustaining
productivity without imposing undue financial strain on the company's management costs.

The ratio of employee expenditures to management expenses at Nepal Reinsurance
Company underscores a significant facet of the company's cost structure, especially regarding the
allocation of management spending. In 2021/22, personnel expenses were 83 percent of overall
management expenses, signifying that a substantial part of the company's expenditures was
allocated to its workers. The elevated proportion indicates that employee-related expenditures,
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including wages, benefits, and other forms of remuneration, were the principal contributors
to management expenses for that year. The substantial allocation for personnel may indicate the
company's aim of significantly investing in its people, maybe to retain talent, raise productivity,
or improve employee happiness in a competitive market. In the 2022/23 period, this percentage
declined to 75 percent, indicating a change in the company's expense control strategy. The decrease
in the ratio of staff spending to management expenses may indicate attempts to recalibrate the
company's total expense framework. This may have been accomplished by either diminishing
employee-related expenditures or reallocating resources to other management expense categories,
such as technology, infrastructure, or administrative requirements. By reducing the proportion, the
firm seeks to achieve a more equitable and varied distribution of management expenditures, with
the objective of enhancing operational efficiency while ensuring enough investment in its
personnel. This alteration indicates a planned endeavor to establish a more sustainable cost
framework, whereby personnel expenditures are significant however more congruent with the
company's overarching management and operational objectives.

The substantial reduction in agent-related expenditures at Nepal Reinsurance Company,
down from 78 percent in 2019/20 to just 11 percent in 2022/23, signifies a pivotal transformation
in the company's operating strategy. This significant decrease indicates that the company's
dependence on agents has been substantially diminished or that their function has been optimized
within the business model. A probable explanation for this development may be the use of
digitization and automation technologies, which frequently result in less reliance on middlemen
such as agents. Due to developments in digital platforms, the organization may have established
more efficient, direct routes for managing customer contacts, policy administration, or premium
collections, which formerly necessitated considerable agent engagement. Transitioning to direct
interactions with clients—via online platforms, automated systems, or internal teams—may yield
cost efficiencies and enhanced oversight of customer relationships. Assuming all goes according
to plan, this change will improve the company's bottom line by cutting costs associated with agent
management and remuneration. In the insurance and reinsurance industries, digital transformation
has helped companies optimize service delivery, enhance customer experience, and decrease
intermediary costs; this trend is shown in the declining proportion of spending that is attributable
to agents. Cutting costs on agent-related expenses can help Nepal Reinsurance Company stay
competitive in a tech-driven, efficiency-driven industry. By refocusing its efforts, the company
may save money and be more adaptable to changing customer tastes and market conditions.

The company's profitability, shown by its Return on Assets (ROA), exhibits significant
variability. Return on Assets (ROA) is a vital metric of profitability. The company's ROA reached
a maximum of 5.30 percent in 2022/23, indicating effective asset use for profit generation. The
economic fallout from the COVID-19 pandemic may have contributed to the adverse conditions
or inefficiencies that caused ROA to plummet to 1.43 percent in 2020/21. The company has shown
resilience throughout, and it has just recently returned to profitability. The improvement in ROA
highlights a positive trend in the company's ability to generate profits by making better use of its
assets. Following a challenging period, this recovery shows that there was an emphasis on
improving asset management and operations in order to reach profitability. At the same time, the
company has been trying to control its personnel expenses, as seen by the steady decrease in costs
per employee since 2019/20. This may be the result of a more productive workforce or new
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compensation plans, both of which point to an effort to reduce expenses without sacrificing
output. From 2.65 percent in 2018/19 to 4.89 percent in 2022/23, the numbers show a worrying
rise in administrative costs as a percentage of gross insurance premiums. This increase indicates a
growth in administrative or operational expenses, which, if inadequately handled, may exert
pressure on long-term profitability. Notwithstanding this, a notable decline in agent-related
expenditures is seen, decreasing from 78 percent of management expenses in 2019/20 to only 11
percent in 2022/23. This significant decrease indicates a calculated strategy to diminish reliance
on agents, maybe via digital transformation or direct customer interactions, with the objective of
reducing intermediary expenses and enhancing overall operating efficiency. The aforementioned
trends suggest that Nepal Reinsurance Company is undergoing a financial and operational
transition, striving to optimize costs while making essential investments in management and
enhancing its operational strategy to secure ongoing profitability and growth.

3. Conclusion

In summary, the financial trajectory of Nepal Reinsurance Company Limited in recent
years demonstrates the company's adaptation to difficulties and opportunities regarding
profitability, cost management, and operational efficiency. Company saw a significant decrease in
its Return on Assets (ROA) during a difficult period, presumably influenced by external factors
like the pandemic; nevertheless, it has subsequently demonstrated a robust comeback. The
enhancement in ROA signifies that the organization has successfully streamlined its assets and
executed strategic initiatives to boost profitability. Controlling employees spending has been a
crucial component of the company's cost management approach. Following a surge in labor costs,
the corporation effectively curtailed these expenditures, indicating an emphasis on optimizing
workforce-related expenses, maybe via efficiency measures or modified pay frameworks. This
exemplifies the firm's dedication to maintaining financial stability by controlling staff expenditure
and increasing operational efficiency. Even though the company has successfully reduced staff
expenditure, the ratio of management expenses to income has increased. The potential impact of
increased management expenditures on profitability, if not closely monitored, makes this growth
cause for concern.

The organization must evaluate if the increasing expenses stem from essential investments
in infrastructure, compliance, or expansion, and whether these expenditures yield enough returns
in enhanced business capabilities. Nepal Reinsurance Company has significantly altered its
operating approach by diminishing its dependence on agents. This strategic initiative, presumably
motivated by digital transformation, indicates an emphasis on enhancing efficiency and
minimizing intermediate expenses. The organization has optimized its operations using
technology, improving customer interactions and conforming to market trends that prioritize
automation and digitalization. Nepal Reinsurance Company has significantly improved its
operations to enhance profitability and efficiency, especially by managing personnel and
intermediate expenses. The increase in management expenditures need vigilant oversight to
guarantee the company's sustained financial development and long-term survival.
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