
RISK AND RETURN ANALYSIS
Of

COMMERCIAL BANKS AND FINANCE
COMPANIES IN NEPAL

By:

KABIR KUMAR CHAUDHARY
POST GRADUATE CAMPUS
T.U. Registration No.  39035-95

A Thesis Submitted to :
Office of the Dean

Faculty of Management
Tribhuvan University

In partial fulfillment of the requirements of the degree of
Master of Business Studies (MBS)

Biratnagar, Nepal
August , 2009



TRIBHUVAN UNIVERSITY
POST GRADUATE CAMPUS

Biratnagar
Morang, Nepal

RECOMMENDATION

This is to certify that the thesis:

Submitted by

KABIR KUMAR CHAUDHARY

Entitled

RISK AND RETURN ANALYSIS
Of

COMMERCIAL BANKS AND FINANCE COMPANIES IN
NEPAL

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

Supervisor Head of Department

(Ram Prakash Upadhyay) ( Prof. Dr. Madhav Bahadur Shrestha)

………………… ………………………

Campus Chief

Mr. Harihar Bhandari

…………………

Date:

Ph. No. : 021-526327
021-522204
021-528205



TRIBHUVAN UNIVERSITY
POST GRADUATE CAMPUS

Biratnagar
Morang, Nepal

VIVA-VOCE SHEET

We have conducted the viva-voce examination of the thesis presented by

KABIR KUMAR CHAUDHARY
entitled

RISK AND RETURN ANALYSIS
Of

COMMERCIAL BANKS AND FINANCE COMPANIES IN
NEPAL

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's Degree in Business Studies (M.B.S)

Viva-voce Committee

Chairperson, Research Committee: ………………………

Member (Thesis supervisor):
(Ram Prakash Upadhyay) ………………………

Member (External expert): ………………………
Date:

Ph. No. : 021-526327
021-522204
021-528205



ACKNOWLEDGEMENT

This research paper has been prepared for the partial fulfillment of the requirements
for the degree of Master of Business Studies (M.B.S.). For the successful completion of this
research work, I owe great thanks to all great persons where their valuable support and
suggestions have helped to complete this research work in the required time.

In fact the research work is the outcome of single effort. I completed this research
work by receiving guidance, support, encouragement, suggestions, necessary information and
valuable ideas from various sources. That’s why I would like to express my sincere appreciation
and indebtedness to all the respected teachers in Post Graduate Campus, Biratnagar who helped
me to complete this research work. I am very much obliged to my thesis advisor Mr. Ram
Prakash Upadhyay (Lecturer of Post Graduate Campus, Biratnagar) under whose supervision,
guidance and inspiration, this research work was completed. I take this opportunity to thank
Prof. Dr. Madhav Bahadur Shrestha (Chairman of the Research Department) and also to the
Campus Chief Mr. Harihar Bhandari.

I would like to express my thanks to Mr. Gopal Prasad Ghimire, a staff of Post
Graduate Campus, Biratnagar, for making important support and helping me in various ways.

I would like also to express my thanks to all the staff of library of Post Graduate
Campus, Biratnagar and the central library of Tribhuvan University, Kirtipur for providing
library facilities.

I am also thankful to Quality Photocopy & Desktop Biratnagar- 14, Traffic chok, who
assisted me for computer work in required time.

Finally, last but not least, my special thanks go to all my friends and family for
providing a sound and peaceful environment that helped me to complete the report in required
time.

Kabir Kumar Chaudhary
Researcher

Date:



DECLARATION

I have declared this thesis entitled "Risk and Return Analysis

of Commercial Banks and Finance Companies In Nepal".

Submitted to Post Graduate Campus, Biratnagar, Nepal, Faculty of

Management, Tribhuvan University is my original work done in

form of partial fulfillment of the Master's Degree in Business

Studies (M.B.S.) under the supervision of Mr. Ram Prakash

Upadhyay.

Kabir Kumar Chaudhary

Researcher

Date:



TABLE OF CONTENTS
Acknowledgement
Declaration
Table of Contents
List of Tables
List of Figures
List of Abbreviations
________________________________________________________________________

CHAPTER — Ι:  INTRODUCTION
Page No.

1.1 General Background………………………………………………………….
1.2 Focus of the Study……………………………………………………………
1.3 Statement of the Problems……………………………………………………
1.4 Objectives of the Study………………………………………………………
1.5 Signification of the Study……………………………………………………
1.6 Research Hypothesis…………………………………………………………
1.7 Limitations of the Study……………………………………………………..
1.8 Review of Literature…………………………………………………………
1.9 Research Methodology………………………………………………………
1.10 Scheme of the Study…………………………………………………………

CHAPTER — I I:  REVIEW OF LITERATURE

2.1 Introduction……………………………………………………………….….
2.2 Theoretical Framework……………………………………………………...

2.2.1 Meaning and Concept of Risk and Return……………………………….….
2.2.2 Concept of Return…………………………………………………………...
2.2.3 Classification of Measurement of Return…………………………………...
2.2.4 Arithmetic Mean Return versus Geometric Mean Return…………………..
2.2.5 Concept of Risk…………………………………………………………….
2.2.6 Classification of Measurement of Risk……………………………………...
2.2.7 Sources of Investment Risk…………………………………………………
2.2.8 Techniques Used for Evaluation of Risk………………………………….…
2.2.9 Investment Decision Based on Expected Return and Risk………………….
2.2.10 Investor’s Nature and Return – Risk Trade Off……………………………..
2.2.11 Theories of Risk and Return…………………………………………………
2.2.12 Concept of Portfolio Theory…………………………………………………
2.2.13 Assumption of Portfolio Theory…………………………………………….
2.2.14 Forms of Diversification of Portfolio……………………………………….
2.2.15 Covariance between the Return on Two Securities………………………….
2.2.16 Correlation Coefficient between Two securities…………………………….
2.2.17 Significance of Correlation Coefficient in Portfolio…………………………
2.2.18 Measurement of Portfolio Return……………………………………………
2.2.19 Measurement of Portfolio Risk………………………………………………
2.2.20 Minimum Variance Portfolio, Minimum Risk Portfolio, Zero

Risk Portfolio, Optimal Weight or Risk Minimize Weight………………….
2.2.21 The Portfolio Risk and Return N Assets Case…………………………………
2.2.22 Portfolio Analysis with Negative Weights……………………………….

1
2
4
5
5
7
7
8
9
12

14
15
15
15
17
24
26
27
32
35
37
38
40
40
42
44
47
48
52
52
54

56
57
58



2.2.23 2.2.23 The Efficient Frontier……………………………………………
2.2.24 Portfolio Selection………………………………………………………….…
2.2.25 Portfolio of Risky and Risk Free Asset…………………………………..……
2.2.26 Risk Free Assets………………………………………………………….……
2.2.27 Concept of Capital Market Theory……………………………………………
2.2.28 The Characteristic Line…………………………………………………..……
2.2.29 Partitioning Total Risk…………………………………………………………
2.2.30 Relationship between Systematic Risk and the Coefficient of

Determination…………………………………………………………….……
2.2.31 Concept of Capital Assets Pricing Model (CAPM)……………………………
2.2.32 Use the Capital Assets Pricing Model (CAPM)…………………………..……
2.2.33 Limitations of Capital Assets Pricing Model (CAPM)…………………………

2.3 Review of Related Studies…………………………………………………..…

CHAPTER — Ι Ι Ι:  RESEARCH METHODOLOGY

3.1 Introduction.......................................................................................................
3.2 Research Design…………………………………………………………..….
3.3 Population and Sample………………………………………………….……
3.4 Nature and Sources of Data………………………………………………..…

3.4.1 Data Collection Process………………………………………………………
3.4.2 Data Processing Procedure……………………………………………………

3.5 Techniques of Analysis………………………………………………….……
3.6 Analytical Tools………………………………………………………………
3.7 Limitations of the Methodology………………………………………………

CHAPTER — I V: PRESENTATION AND ANALYSIS OF DATA

4.1 Introduction……………………………………………………………….…
4.2 Presentation, Interpretation and Analysis of Data according to

Descriptive Analysis based on Portfolio Ratio…………………………..….
4.3 Presentation, Analysis and Interpretation of Data of Banking and

Finance Companies based on Trend of Return…………………………….…
4.4 Presentation and Analysis of Data using Inferential Analysis………………

CHAPTER — V:  SUMMARY, CONCLUSIONS AND
RECOMMENDATIONS

5.1 Introduction………………………………………………………………..…
5.2 Summary…………………………………………………………………..…
5.3 Conclusions of the Study……………………………………………….……
5.4 Recommendations……………………………………………………………

BIBLIOGRAPHY
APPENDIX

59
61
64
64
65
70
76

77
78
81
81
82

84
84
86
87
88
89
89
90
98

100

100

115
135

138
138
140
144



LIST OF TABLES

Table No. Page No.
1. The Arithmetic Mean Return in case of a Percentage Change in

Value over a Time Period can be a Misleading One……………………………..……
2. The Geometric Mean and Arithmetic Mean will only be Equal

When the Holding Period Returns are Constant over the Investment
Period……………………………………………………………………………..…..

3. Summary of Table Number 2…………………………………………………………
4. Coefficient of Variation (C.V.)……………………………………………………….
5. Maximum Return at any Selected level of Risk………………………………………
6. Minimum Risk at any Level of Expected Return……………………………………..
7. If the Expected Return and Risk both are not Equal………………………………….
8. Investor’s Nature and Return – Risk Trade off……………………………………….
9. Inter – firm Comparison of Risk and Return on the basis of Return

On Assets of Commercial Banks………………………………………………………
10.   Inter – firm Comparison of Risk and Return on the basis of Return

On Assets of Finance Companies……………………………………………….…….
11. Inter – firm Comparison of Risk and Return on the basis of Return

On Shareholder’s Equity of Commercial Banks………………………………………..
12. Inter – firm Comparison of Risk and Return on the basis of Return

On Shareholder’s Equity of Finance Companies……………………………………….
13. Inter – firm Comparison of Risk and Return on the basis of Dividend

Payout Ratio of Commercial Banks…………………………………………………..….
14. Inter – firm Comparison of Risk and Return on the basis of Dividend

Payout Ratio of Finance Companies………………………………………………….…
15. Inter – firm Comparison of Risk and Return on the basis of Dividend

Yield of Commercial Banks…………………………………………………………….
16. Inter – firm Comparison of Risk and Return on the basis of Dividend

Yield of Finance Companies……………………………………………………………
17. Inter – firm Comparison of Risk and Return on the basis of Earning

Yield of Commercial Banks………………………………………………………….…
18. Inter – firm Comparison of Risk and Return on the basis of Earning

Yield of Finance Companies……………………………………………………………
19. Inter – firm Comparison of Risk and Return on the basis of Price

Earning Ratio of Commercials Banks…………………………………………………..
20. Inter – firm Comparison of Risk and Return on the basis of Price

Earning Ratio of Finance Companies…………………………………………………...
21. Inter – firm Comparison of Risk and Return on the basis of Earning

Power Ratio of Commercial Banks……………………………………………………..
22. Inter – firm Comparison of Risk and Return on the basis of Earning

Power Ratio of Finance Companies……………………………………………………..
23. Trend Analysis of Return of Commercial Banks (Regarding Return

On Assets as a Rate of Return)…………………………………………………………..
24. Trend Analysis of Return of Finance Companies (Regarding Return

On Assets as a Rate of Return)…………………………………………………………
25. Trend Analysis of Return of Commercial Banks (Regarding Return

On Shareholder’s Equity as a Rate of Return)…………………………………………
26. Trend Analysis of Return of Finance Companies (Regarding Return

On Shareholder’s Equity as a Rate of Return)……………………………………

24

25
26
31
37
38
38
39

101

102

103

104

105

106

107

108

109

110

111

112

113

114

116

117

118

120



27. Trend Analysis of Return of Commercial Banks (Regarding Dividend
Payout Ratio as a Rate of Return)……………………………………………………...

28. Trend Analysis of Return of Finance Companies (Regarding Dividend
Payout Ratio as a Rate of Return)……………………………………………………...

29. Trend Analysis of Return of Commercial Banks (Regarding Dividend
Yield as a Rate of Return)……………………………………………………………...

30. Trend Analysis of Return of Finance Companies (Regarding Dividend
Yield as a Rate of Return)………………………………………………………….…..

31. Trend Analysis of Return of Commercial Banks (Regarding Earning
Yield as a Rate of Return)………………………………………………………….…..

32. Trend Analysis of Return of Finance Companies (Regarding Earning
Yield as a Rate of Return)………………………………………………………….…..

33. Trend Analysis of Return of Commercial Banks (Regarding Price
Earning Ratio as a Rate of Return)………………………………………………….….

34. Trend Analysis of Return of Finance Companies (Regarding Price
Earning Ratio as a Rare of Return)………………………………………………….….

35. Trend Analysis of Return of Commercial Banks (Regarding Earning
Power Ratio as a Rate of Return)…………………………………………………….…

36. Trend Analysis of Return of Finance Companies (Regarding Earning
Power Ratio as a Rate of Return)……………………………………………………..…

37. Sector – Wise Analysis of Coefficient of Correlation(r) and Student’s t-values
(/t/) on the basis of Different Profitability Ratios of Banking Sectors……………….…

121

122

123

125

126

128

129

131

132

134

136



LIST OF FIGURES
Figure No. Page No.

1. Risk Return Trade off Graph…………………………………………………………..
2. Pie Diagram Showing the Investment Portfolio………………………………………
3. Mean – Variance Indifference Curves………………………………………………….
4. Simple Diversification………………………………………………………………….
5. Perfect Positive Correlation……………………………………………………………
6. Perfect Negatively Correlation…………………………………………………………
7. No Relationship between Return………………………………………………………
8. Portfolio Opportunity Set With Positive Weights…………………………………….
9. Portfolio Opportunity Set with Negative Weights …………………………………..

10. The Efficient Frontier…………………………………………………………………..
11. Determination of Portfolio Opportunities……………………………………………..
12. Determination of Efficient Frontier……………………………………………………….
13. Selection of Optimal Portfolio……………………………………………………………..
14. Capital Market Line………………………………………………………………………..
15. Security Market Line…………………………………………………………………….
16. Trend Analysis of Return of Commercial Banks (Regarding Return

On Assets as a Rate of Return)………………………………………………………….
17. Trend Analysis of Return of Finance Companies (Regarding Return

On Assets as a Rate of Return)…………………………………………………………...
18. Trend Analysis of Return of Commercial Banks (Regarding Return

On Shareholder’s Equity as a Rate of Return)…………………………………………….
19. Trend Analysis of Return of Finance Companies (Regarding Return

On Shareholder’s Equity as a Rate of Return)…………………………………………….
20. Trend Analysis of Return of Commercial Banks (Regarding Dividend

Payout Ratio as a Rate of Return)…………………………………………………………
21. Trend Analysis of Return of Finance Companies (Regarding Dividend

Payout Ratio as a Rate of Return)………………………………………………………..
22. Trend Analysis of Return of Commercial Banks (Regarding Dividend

Yield as a Rate of Return)………………………………………………………………….
23. Trend Analysis of Return of Finance Companies (Regarding Dividend

Yield as a Rate of Return)…………………………………………………………………..
24. Trend Analysis of Return of Commercial Banks (Regarding Earning

Yield as a Rate of Return)…………………………………………………………………
25. Trend Analysis of Return of Finance Companies (Regarding Earning

Yield as a Rate of Return)…………………………………………………………………
26. Trend Analysis of Return of Commercial Banks (Regarding Price

Earning Ratio as a Rate of Return)…………………………………………………………
27. Trend Analysis of Return of Finance Companies (Regarding Price

Earning Ratio as a Rare of Return)…………………………………………………………
28. Trend Analysis of Return of Commercial Banks (Regarding Earning

Power Ratio as a Rate of Return)…………………………………………………………..
29. Trend Analysis of Return of Finance Companies (Regarding Earning

Power Ratio as a Rate of Return)………………………………………………………….

39
41
43
44
49
50
51
58
59
60
61
62
63
66
80

116

117

119

120

121

123

124

125

127

128

130

131

133

134



LIST OF ABBREVIATIONS

A/C Account
B/S Balance Sheet
BOKL Bank of Kathmandu Limited
C V Coefficient of variation
Dr. Doctor
DPR Dividend Payout Ratio
DY Dividend Yield
etc. Etcetera
EY Earning Yield
EPR Earning Power Ratio
Fig. Figure
FY Fiscal Year
HBL Himalayan Bank Limited
i.e. That is
Ltd. Limited
MBS Master of Business Studies
NBBL Nepal Bangladesh Bank Limited
NIBL Nepal Investment Bank Limited
NICBL Nepal Industrial and Commercial Bank Limited
NFL Narayani Finance Limited
NEPSE Nepal Stock Exchange
No. Number
PFL Premier Finance Limited
PER Price Earning Ratio
P/L Profit and Loss
Rs. Rupees
ROA Return on Assets
ROSE Return on Shareholder’s Equity
S. D. Standard Deviation
T. U. Tribhuvan University
WWW World Wide Web


