RISK AND RETURN ANALYSISAND OPTIMAL PORTFOLIO

CREATION OF COMMON STOCK INVESTMENT
(With Referencesto SBI, NABIL, BOK, NIC, EBL and SCBL)

By:

JAGADISH SAPKOTA
Shanker Dev Campus
Campus Roll No: 1315/063
T.U. Regd. No: 7-1-240-278-2000
Second Year Symbol No: 1866

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

In partial fulfillment of the requirement for the Degree of
Master of Business Studies (MBYS)

Kathmandu, Nepal
April, 2010



RECOMMENDATION

Thisisto certify that the Thesis

Submitted by:

JAGADISH SAPKOTA

Entitled:

RISK AND RETURN ANALYSISAND OPTIMAL PORTFOLIO
CREATION OF COMMON STOCK INVESTMENT
(With Referencesto SBI, NABIL, BOK, NIC, EBL and SCBL)

has been prepared as approved by this Department in the prescribed format of the

Faculty of Management. Thisthesisis forwarded for examination.

Asso. Prof. Achyut Raj Bhattarai Prof. Bisheshwor Man Shrestha Prof. Dr. Kamal Deep Dhakal
(Thesis Supervisor) (Head of Research Department) (Campus Chief)

Pitri Raj Adhikari
(Thesis Supervisor)



VIVA-VOCE SHEET

We have conducted the viva—-voce of the thesis presented

By:
JAGADISH SAPKOTA

Entitled:

RISK AND RETURN ANALYSISAND OPTIMAL PORTFOLIO
CREATION OF COMMON STOCK INVESTMENT
(With Referencesto SBI, NABIL, BOK, NIC, EBL and SCBL)

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 of the requirement for

Master Degree of Business Studies (MBYS)

Viva-Voce Committee

Head, Research Department

Member (ThesSiSSUPErviSOr) e e

Member (ThesiSSUPErVISOr) e e e

Member (External Expert)

TRIBHUVAN UNIVERSITY
Faculty of Management

Shanker Dev Campus



DECLARATION

| hereby declare that the work reported in this thesis entitled “Risk and Return Analysis
and Optimal Portfolio Creation of Common Stock Investment (With References to
SBI, NABIL, BOK, NIC, EBL and SCBL)” submitted to Office of the Dean, Faculty of
Management, Tribhuvan University, is my origina work done in the form of partial
fulfillment of the requirement for the Master Degree in Business Studies (MBS) under
the supervision of Asso. Prof. Achyut Raj Bhattarai and Pitri Raj Adhikari of

Shanker Dev Campus.

Jagadish Sapkota
Resear cher
CampusRoll No: 1315/063
T.U. Regd. No: 7-1-240-278-2000
Second Year Symbol No.: 1866



ACKNOWLEDGEMENT

This report on “Risk and Return Analysis and Optimal Portfolio Creation of the
Commercial Banks™ has been prepared as per the course of Master of Business Studies,
second year. This report has attempted to explore the risks and returns of some of the
major commercia banks and try to compare them with the risk and return of the
commercia banking sector and aso with that of the Industry risk and return before

reaching into some deciding conclusions.

In this effort of preparing the report, | am especially grateful to Asso. Prof. Achyut Rg
Bhattarai and Priti Rgj Adhikari, my teachers, who has given me fruitful suggestions and
guidance to frame out this report. | am also thankful to the officers and staffs of NEPSE
together with staffs of various commercial banks for making me available different
resource materials and data. Similarly, |1 also want to remember the help that | have
received from the library staffs of various campuses, especially staffs of Shanker Dev

Campus and Central Libraries, T.U.

Last but not the least; | am most indebted to my sister Sangita Raut and friends Subash,
Kishor, Ram, Shree Krishan, Pusker, Shova, Jyoti Hang, Jiban, Rgjan , Krishna, Gokarna,
Raju (primo broker’s staff) Ishor, Bikas, Sarmila sis and Prakash brother for them great
support and encouragement that help to give afine accomplishment to this report. At last

| want to remember my Mother and Father.

Jagadish Sapkota



TABLE OF CONTENTS

Recommendation
VivaVoce Sheet
Declaration
Acknowledgement
Table of Contents

List of Tables
List of Figures
Abbreviations
Page No.
CHAPTER - | INTRODUCTION
1.1 Background of the Study 1
1.2 History of Banking Development 3
1.3 Statement of the Problems 6
1.4 Objectives of the Study 7
1.5 Focus of the Study 7
1.6 Significant of the Study 8
1.7 Limitation of the Study 8
1.8 Organization of the Study 9
CHAPTER -1 REVIEW OF LITERATURE
2.1 Conceptual Review 10
2.1.1 Concept of Capital Market 11
2.1.2 Common Stock 14
2.1.3 Relation between Risk and Return 15
2.1.4 Meaning of Return 15
2.1.4.1 Single Period Rate of Return 17
2.1.4.2 Required Rate of Return 17
2.1.4.3 Expected Rate of Return 18
2.1.4.4 Expected Rate of Return Based on Historical Data 18

2.1.5 Risk 18



2.1.6 The Range

2.1.7 Measurement of Risk and Return
2.1.7.1 Standard Deviation
2.1.7.2 Coefficient of Variation
2.1.7.3 Beta coefficient

2.1.8 Sources of Risk

2.1.9 Portfolio Management

2.1.10 Capital Assets Pricing Model

2.2 Review of Genera Studies

2.3 Review of Thesis

CHAPTER -1l RESEARCH METHODOLOGY
3.1 Research Design
3.2 Population and Sample
3.3 Sources of Data
3.4 Data Collection Techniques
3.5 Toolsfor Anaysis
3.5.1 Financial Tools
3.5.1.1 Market Price of Stock
3.5.1.2 Dividend
3.5.1.3 Return on Common Stock Investment
3.5.1.4 Expected Return of Common Stock
3.5.1.5 Standard Deviation
3.5.1.6 Coefficient of Variance
3.5.1.7 Beta
3.5.1.8 Correlation Coefficient
3.5.1.9 Minimum V ariance Portfolio
3.6 Methods of Analysis and Presentation

21
21
21
21
22
22
26
31
32
39

48
48
49
49
50
50
50
50
51
51
52
52
53

g g



CHAPTER -1V PRESENTATION AND ANALYSISOF DATA

4.1 Analysis of Market Movement 55
4.2 Movement of Industry Index 57
4.3 Risk and Return Analysis of Individual Bank 59
4.3.1 Nepal SBI Bank Limited 59
4.3.2 NABIL Bank Limited 63
4.3.3 Bank of Kathmandu 66
4.3.4 NIC Bank 70
4.3.5 Everest Bank Limited 73
4.3.6 Standard Chartered Bank Limited 77
4.4 Comparative Anaysis of Sample Commercia Bank
Based on Risk and Return 80
4.4.1 Comparative Analysis of Sample Bank Based on
Expected Rate of Return 80
4.5 Market Sensitivity (Beta Coefficient Analysis) 83
4.6 Analysis of Systematic Risk and Unsystematic Risk of
Sampled Commercial Bank 83
4.7 Analysis of Common Stock's Price 86
4.8 Analysis about Create Optimal Portfolio 87
4.9 Mgor Finding of the Study 90

CHAPTER -V SUMMARY, CONCLUSION AND RECOMMENDATION

5.1 Summary 92
5.2 Conclusion 94
5.3 Recommendation 95
Bibliography

Annexure



LIST OF TABLES

Table No. Title Page No.
4.1  NEPSE Index Movement 56
4.2  Commercial Banking Index Movement 57
4.3  Tabulation of Results of Banking Sectors 58
44  Anaysisof Tota Dividend MPS, EPS, Tota Dividend and P/E Ratio 60
45  Tabulation of Calculated Expected Return, Standard Deviation

and CV of SBI 61
4.6  Tabulation of all results of SBI 62
4.7  Anaysisof Tota Dividend MPS, EPS, Tota Dividend and P/E Ratio 63
4.8  Tabulation of Calculated Expected Return, Standard Deviation

and CV of NABIL 65
4.9  Tabulation of all results of NABIL 65
4.10 Anaysisof Total Dividend MPS, EPS, Tota Dividend and P/E Ratio 67
4.11 Tabulation of Calculated Expected Return, Standard Deviation

and CV of BOK 67
412 Tabulation of Calculated Results of BOK 69
4.13 Anaysisof Total Dividend MPS, EPS, Tota Dividend and P/E Ratio 70
4.14 Tabulation of Calculated Expected Return, Standard Deviation and

CV of NIC 72
4.15 Tabulation of Calculated Results of NIC 72
4.16 Anaysisof Total Dividend MPS, EPS, Tota Dividend and P/E Ratio 74
4.17 Tabulation of Calculated Expected Return, Standard Deviation

and CV of EBL 75
418 Tabulation of Calculated Results of EBL 76
419 Anaysisof Total Dividend MPS, EPS, Tota Dividend and P/E Ratio 77
4.20 Tabulation of Calculated Expected Return, Standard Deviation

and CV of SCBL 79
4.21 Tabulation of Calculated Results of SCBL 79

4.22 Expected Rate of Return 81



4.23

4.24
4.25
4.26
4.27

4.28
4.29

Expected Return, Standard Deviation and Coefficient of Variation of
the Sampled Banks

Beta Coefficient of Six Commercial Banks

Partition of SR and USR in Total Risk

Analysis of Common Stock's Price Based on RRR and ERR.
Tabulation of Portfolio Risk and Return Different Weight Invested in
Common Stock of SCBL and NABIL

Investment Proportion and Portfolio Risk and Return at Optimal Point
Tabulation of Mg or Findings

82
83
85
86

88
89
90



LIST OF FIGURES

Figure No. Title Page No.
41  Movement of NEPSE Index 56
4.2  Movement of Commercial Banking Index 57
4.3  Annual Redlized Rate at Return from Banking Index 58
44  Year and Price Movement of Common Stock of SBI 60
45  Redlized Rate of Return per share of the SBI in the various years of Study 61
4.6  Presentation of Partition of SR and USR 62
4.7  Year and Price Movement of the Common Stock of NABIL 64
4.8 Readlized Rate of Return Per Share of NABIL inthe Various Y ears of Study 64
4.9  Presentation of Figure Partition of SR & USR 66
410 Year and Price Movement of the Common Stock of BOK 67
411 Realized Rate of Return Per Share of BOK in the Various Y ears of Study 68
4.12 Presentation of Figure Partition of SR & USR 69
4.13 Year and Price Movement of the Common Stock of NIC 71
4.14 Realized Rate of Return per share of the NIC in the various years of Study 71
415 Presentation of SR and USR in Figure 73
4.16 Year and price Movement of the Common Stock of EBL 74
4.17 Readlized Rate of Return per share of the EBL in the various years of Study 75
4.18 Presentation in Figure the Partition of SR and USR 76
419 Year and Price Movement of the Common Stock of SCBL 78
4.20 Realized Rate of Return per share of the SCBL in the various years of Study 78
4.21 Presentation in Figure the Partition of SR and USR 80
4.22 Presentation of Expected Rate of Return 81

4.23 Portion of Systematic Risk and Unsystematic Risk in Total Risk 85



ABBREVIATIONS

% : Percent

& : And

ABBS : Any Branch Banking Service
AGM : Annua General Meeting

BI : Banking Index

BOK : Bank of Kathmandu Limited
CAPM ; Capital Assets Pricing Model
CB ; Commercial Bank

Co. : Company

CS : Common Stock

CcVv : Coefficient of Variance
DPS : Dividend per Share

EBL : Everest Bank Limited

EPS ; Earning Per Share

FY : Fiscal Year

HPR : Holding Period Return

Jr. : Junior

Ltd. : Limited

MBS : Master of Business Studies
MPS : Market Price per Share

Mr. : Mister

NABIL ; Nepal Arab Bank Limited
NEPSE ; Nepa Stock Exchange.

NFR : Nominal-risk Free Rate

NI : Nepse Index

NIC ; Nepal Industrial and Commerce Bank Limited.

NRB ; Nepal Rastra Bank



Ol ) Others Sector Index

P/E Ratio ; Price Earning Ratio

Pvt. : Private

R : Expected Return

Rf : Real-risk Free rate

fij ; Correlation of Coefficient

RRR : Realized Rate of Return

Rs. : Rupees

SBI : Nepa SBI Bank limited

SCBL : Standard Chartered Bank Limited
SD ; Standard Deviation

SEBON : Security Exchange Board of Nepal
SML ; Security Market Line

TU ; Tribhuvan University



