PORTFOLIO ANALYSISOF INVESTMENT PATTERN
OF
COMMERCIAL BANKSIN NEPAL
(With Referenceto SCBL, NIBL, NABIL, EBL & HBL)

Submitted By:
BANDANA POKHAREL
SHANKER DEV CAMPUS
T.U. Regd. No: 7-1-032-234-97
Campus Roll No: 1090/60

A Thesis Submitted To:
Office of the Dean
Faculty of Management
Tribhuvan University

In partial fulfillment of thgrequigementsfor the Degree of
Master of BusirlesgStudies (M.B.S.)

Kathmandu, Nepal
July, 2009



RECOMMENDATION

Thisisto certify that the thesis

Submitted by:
BANDANA POKHAREL

Entitled:

PORTFOLIO ANALYSISOF INVESTMENT PATTERN
OF
COMMERCIAL BANKSIN NEPAL
(With Referenceto SCBL, NIBL, NABIL, EBL & HBL)

Has been prepared as approved by this Department in the prescribed format of the
Faculty of Management. This thesisis forwarded for examination.

Shashi Kant Mainali Head, Resear ch Department
(Thesis Supervisor)
Dr. Prof. Kamal Deep Dhakal Kamal Prakash Adhikari

(Campus Chief) (Thesis Supervisor)



VIVA-VOCE SHEET

We have conducted the viva—-voce of the thesis

Submitted by:
BANDANA POKHAREL

Entitled:

“PORTFOLIO ANALYSIS OF INVESTMENT PATTERN
OF
COMMERCIAL BANKSIN NEPAL
(With Referenceto SCBL, NIBL, NABIL, EBL & HBL)”

And found the thesis to be the original work of the student and written according to
the prescribed format. We recommend the thesis to be accepted as partial fulfillment
for the Degree of
Master of Business Sudies (M.B.S)

Viva-Voce Committee

Member (Research Department Head)
Member (Thesis Supervisor)
Member (Thesis Supervisor)

Member (External Expert)



DECLARATION

| hereby declare that the work reported in this thesis entitlted “PORTFOLIO
ANALYSS OF INVESTMENT PATTERN OF COMMERCIAL BANKS IN NEPAL
(With Reference to SCBL, NIBL, NABIL, EBL & HBL)” Submitted to Shanker Dev
Campus, Faculty of Management, Tribhuvan University is my original work for the
partial fulfillment for the Degree of Master of Business Studies (M.B.S.) under
Supervision of Shashi kant Mainali and Kamal Prakash Adhikari, lecturer of Shanker
Dev Campus, Putalisadak, Kathmandu.

Date:
BANDANA POKHAREL
RESEARCHER

CAMPUSROLL NO: 1090/060
T.U. Reg. No: 7-1-032-234-97

ACKNOWLEDGEMENTS



Giving me great opportunity to prepare this thesis to fulfill the partial requirement of
MBS program held under Tribhuvan University, | would like to heartily thank to

Tribhuvan University.

| express my profound gratitude to my supervisor Shashi kant Mainali and Kamal
Prakash Adhikari for their patient and continuous guidance with valuable comments

and kind support to me al way through thisthesis.

| also owe an indebtedness to al reputed authors whose writings have provided me
the necessary guidance and invaluable materials for the enrichment of my research
paper in all possible ways. | would like to express my genuine appreciation to al the
staff of Shanker Dev Campus, Central library staff and Security Board library that
provide me necessary information and data. And also express my gratitude to the staff
of various corporate bodies who bigheartedly made accessible the requisites

information.

| have tried to cover al the possible matters that | felt, important to sum up the
“Portfolio Analysis of Investment Pattern of Commercial Banks in Nepal (With
Referenceto SCBL, NIBL, NABIL, EBL & HBL)”. | am hopeful that this task will
be helpful to the students of business studies and to those who want to make further

researchers under this topic.

At last but not least, my paramount dedication is to my husband (Er. Sudarshan
Devkota) and my family members who have been uninterrupted source of sustain for
me while during the tribulation of thiswork.

Bandana Pokhar el
Researcher
Shanker Dev Campus

Tribhuvan University

TABLE OF CONTENTS




Recommendation
Viva-Voce Sheet
Declaration
Acknowledgement
Table of Contents
List of Tables
List of Figures

Abbreviations

CHAPTER - | INTRODUCTION
1.1 Background of the Study

1.2 Focus of the Study

1.3 Statement of Problems

1.4 Objective of the Study

1.5 Significance of the Study

1.6 Limitation of the Study

1.7 Organization of the Study

CHAPTER - 11 REVIEW OF LITERATURE
2.1 Conceptua Review

2.1.1 Definition of Investment

2.1.2 Source of Investment Uncertainty

2.1.3 Investment Alternatives

2.1.4 Feature of a Sound Lending and Investment Policy
2.1.5 Portfolio Analysis

2.1.6 Portfolio Analysis and Diversification

2.1.7 Portfolio Risk and Return

2.1.8 Correlation Coefficient and Portfolio Risk

2.1.9 Portfolio Risk of a Risky and a Risk Free Security
2.1.10 Market Portfolio

2.1.11 Factor Affecting Investment Portfolio Decision
2.2 Review of Legislative Provision

Page No.

10
10
11
11

13
13
14
16
18
19
21
23
27
27
29
30
30



2.3 Review of Previous Studies 34
2.3.1 Review from International Context 34
2.3.2 Review of Journals and Articles 39
2.4 Review of Thesis 42
CHAPTER - 111 RESEARCH METHODOLOGY
3.1 Research Design 54
3.2 Population & Sample 54
3.3 Sources of Data 55
3.4 Data collection and Processing Techniques 56
3.5 DataAnalysis Tools 56
a) Financial Tools 56
b) Statistical Tools 61
CHAPTER -1V DATA PRESENTATION & ANALYSIS
4.1 Investment Operations of CBs 63
4.2 Investment Portfolio Analysis 69
4.3 Loan and Advance Portfolio Analysis 70
4.4 Analysis of Ratios 72
4.5 Investment Portfolio Risk and Return Analysis of CBs 81
4.6 Test of Investment Portfolio Performance 92
4.7 Trend Analysis 9
4.8 Mgjor Findings of the Study 99

CHAPTER-V SUMMARY, CONCLUSION & RECOMMENDATIONS

5.1 Summary 103
5.2 Conclusion 105
5.3 Recommendations 106
Bibliography

Appendices



LIST OF TABLES

Table No.

1.1  Listof Licensed Commercial Banksin Nepal

21  Allocation of Risk

2.2  Loan LossProvisioning (LLP)

4.1  Structure of Investment on Government
Securities Held By CBs

4.2  Percentage Share of Investment on Government
Securities of each Banks

4.3  Structure of Investment on Shares & Debentures
Held By CBs

4.4  Percentage Share of Investment on Shares and
Debentures of each Banks

45  Structure of Investment on Loan
and Advance Held By CBs

4.6  Percentage Share of Investment on Loan and Advance
of each Banks

4.7  Commercial Banks Average Investment portfolio
in Percentage

4.8 Commercial Banks Average Loan & Advances Portfolio
in Percentage

49  Investment to Total Deposit Ratio

4.10 Loansand Advancesto Total Deposit Ratio

4.11 Government Securitiesto Total Deposit Ratio

412 Return on Total Assets

4.13 Investment on Share & Debenture to Total Outside
Investment Ratio

4.14  Investment on Government Securities to Total
Outside Investment Ratio

415 Cdculation of Risk & Return on Government Securities

of Nepalese CBs

Page No.

33

66

66

67

68

69

70

72

74

75

77

78

80

82



4.16

4.17

4.18

4.19

4.20
4.21

4.22
4.23

4.24

Calculation of Risk & Return on Loan & Advances

of Nepalese CBs

Estimates of Market Parameter

Calculation of Dividend Yield

Calculation of Capital Yield & Dividend Yield

on Share & Debenture of CBs

Calculation of Weight of Investment on Various Assets
Calculation of Correlation Coefficient and Covariance
Between Various Assets

Performance of Various Investment Assets

Trend Vaue of Total Investment and Total Deposit

of CBs

Trend Value of Investment on Govt. Securities,

Share & Debentures and Loan & Advances

87
88

88
90

91
93

95

97



LIST OF FIGURES

Figure No.

4.1

4.2

4.3

4.4
4.5
4.6
4.7
4.8
4.9
4.10

411

4.12

4.13

4.14

4.15

4.16

4.17

4.18

4.19

Percentage Coverage of Government Securities
Held by CBs

Percentage Coverage of Share & Debentures
Held by CBs

Percentage Coverage of Loan & Advances of
Different CBs

CBs Average Investment Portfolio in Percentage
CBs Average Loan & Advances Portfolio in Percentage
Total Investment to Total Deposit Ratio

Loan & Advancesto Total Deposit Ratio
Government Securitiesto Total Deposit Ratio
Return on Total Assets Ratio

Investment on Share & Debenture to

Total Outside Investment Ratio

Investment on Govt. Securities to

Total Outside Investment Ratio

Return on Govt. Securities of CBs

Return on Loan & Advances of CBs

Capital Yield, Dividend Yield and Return on
Share & Debentures

Trend & Actual Vaue of Tota Investment of CBs
Trend & Actua Value of Total Deposit of CBs
Trend & Actual Vaue of Investment on

Govt. Securities

Trend & Actual Value of Investment on

Share and Debenture

Trend & Actual Vaueof InvestmentonL & A

Page No.

65

66

68
69
71
73
74
76
77

79
80
83
85
89
95
96

97

98
98



A.D.
A/C
AGM
ATM
B.S.
CAPM
CBs
CDs
Co.
CRR
CVv
EBL

GDP
Govt.
HBL
i.e
IFIC

IMF
JVBs
LC
Ltd.
Mkt.
MSCI
NEPSE
NIBL
NPAT
NRB
NY SE
OLS
P& D

ABBREVIATIONS

Anno Domini

Account

Annua General Meeting
Automatic Teller Machine
Bikram Sambat

Capital Assets Pricing Model
Commercial Banks
Certificate of Deposit
Company

Cash Reserve Ratio
Coefficient of Variation
Everest Bank Limited

Fiscal Year

Gross Domestic Product
Government

Himalayan Bank Limited
That is

International Finance Investment and Commercial
Bank

International Monetary Fund
Joint Venture Banks

Letter of Credit

Limited

Market

Morgan Stanley Capital International
Nepa Stock Exchange
Nepal Investment Bank Limited
Net Profit After Tax

Nepal Rastra Bank

New York Stock Exchange
Ordinary Least Squares

Purchase and Discount



Pvt.
R&R
RBB
RWA
SCBL
SEBO
TBs
TOI
TU
us

Present Value

Private

Risk and Return
Rastriya Banijya Bank
Risk Weighted Assets
Standard Chartered Bank Limited
Securities Board
Treasury Bills

Total outside Investment
Tribhuvan University
United States



