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CHAPTER ONE

INTRODUCTION

1.1 Background of the Study

Risk is defined as the possibility of meeting dangesuffering harm of
loss. Risk in terms of investment means unexpeeted unwanted
outcome, which are harmful for the business. Irmest risk is related to
the probability of earning a return less than theeeted return.
Uncertainty is a major risk to investors in stockrket investment. A
stock reflects the uncertanity about future retuswech that the actual
return may be less than the expected return. Thm reaurces of
uncertainty are the price at which the stock wdldwld at the same time
reduces the amount of earnings reinvested by the fvhich limits its
potential growth. The risk of a stock can be meaduby its price
volatility. Types of securities as treasury billeng term government
bonds, long-term corporate bonds, common stocks Aatoong these
securities this study concern with common stockem@on stock
represents a commitment on the part of a corparatiqpay periodically
whatever its board of directors deems appropriatex a&ash dividend.
Common stock is known as a risky security. Comntooksholders of a
company are its ultimate owners. Investors invastcommon stock
expecting higher return. But their expected retomay not change into
realities. This uncertainty is a major risk to iet@s in stock market
investment. There are different risks involved usibess that arises from
internal and external factors. Such as busine&s asd financial risks.
The risk associated with uncertainity of future kedirdemand or the cost

of inputs are of business risk type and the ristoaisted with market



interest rate, exchange rates, stock prices andncality price are of

financial risk type.

Return is the main objectives of investment andréat degree of risk is
also associated with it. Finance mostly deals onetary risk and return,
which is the most affecting subject matter for adividual to large
corporations. Return is the income received in stment. People invest
their belonging with an expectation of getting sameovered for leaving
its liquidity. The only invest in those opportueti where they can get
higher retury. Hence; investor wants favorable rretdrom their
investment and goes for those, which yield morenkBey sector is the
most dynamic part of economy, which collects unudedds and
mobilizes it in needs sectors. It is the heart raflé, commerce, and
industry. In Nepalese context, commercial banksehasmparatively
good performance among the public limited comparire®epal foreign
joints venture banks perform better than Nepalesss decause of their
management efficiency and capacity of proper risknagement.
Specially, Nepalese have a high degree of inteffivah-specific) risk.
The concept of banking system was introduced in aNepith the
establishment of Nepal Bank Itd in year 1937.Later1955, the first
central bank, and names as Nepal Rastra Bank waislissed with the
objectives of supervising, protecting, and diregtithe functions of
commercial banking activities. Rastra Banijya Baftike commercial
bank fully owned by HMG was established in 1966 .B.C

1.2 Statement of the Problem

Commercial banks collect lots of deposits whereashe other hand
investment opportunities are comparatively very.l®uwch condition may
cause the highly liquid market and can impact tbeddion of whole

country negatively. Due to high competition of fnecégal environment,



banks seem to be ready to grant much more loargnady and other
facilities against their client's insufficient degio If the funds are
wrongly invested without thinking any financial kjsbusiness risk and
related fact, the bank cannot obtain profitablemeias well as it should
sometimes lose its principle. The main researcliblpro for this study
will be risk and return analysis of commercial ben®ther some research

problem has been are as follows:
I.  What are the position of risk and return of sanfjaleks?
li.  What are the sensitive of the stock price of sarbpleks?

li.  What are the effects of risk and return decisioth&total earnings

of sample banks?
1.3 Objectives of the Study

The main objectives of this study will be analyhe tisk and return of
the Sample commercial banks. The specific objestafethe study will

be as follows:

I. To examine the position of risk and return of thample

commercial banks.
ii. To examine sensitive of the stock price of comnatizanks.

li. To assess the total earnings, and risk and retoifaypof sample

banks.
1.4 Importance of the Study

In the context of Nepal, the capital market is graywery slowly. The
market is not efficient, there are few magazinesadicle related to
capital knowledge and information. This study wgilve information
about Nepalese capital market by analyzing risk egtdrn and will

definitely contribute to increase the analyticalveo of the investor in



capital market. The study will be beneficial fol #ie persons who are
directly related to the Nepalese capital marketestor's feeling towards
risk and return is on the surface level only. Tfest more risky than that
exist. As a result, there are fair of laps of ir@nt in common stocks.
So, the study will be more significant for explariand increasing stock
investment. It will also provide little contribuoto Nepalese stock

market development.

The analysis of risk and return is a significantnagerial decision from
the viewpoint of investors. It influences the sliaider's risk and return.
Consequently the risk and return analysis influertbe market price of
the stock, by making it at appropriate level. T$tisdy will be a matter of
Interest for academics students, researchers,deaabr persons prating

in the field of finance.
1.5 Limitation of the Study

As every researcher has its own limitation, thiglgtis not free from it.

So it has some limitations which are as follows:

I.  The study covers the relevant data and informatioky for five
years i.e. fiscal year 2009/10 to 2013/14.

ii. Variation in data published from different sourcéBigure
Published by NEPSE and company differ to someesggr

li.  Analysis is based on the secondary data.
Iv. The study is based on three commercial banks only.

v. The study is basically concerned only with the r@sid return of
the sample commercial banks i.e. other aspectheobank have

not been taken under consideration.



1.6 Organization of the Study
The study has been divided into five main chapténgy are as follows;

The first chapter of the study deals with the sctbjenatter like
background of the study, statements of the problejective of the
study and significance or importance of the stuliypitations and

organization of the study.

The second chapter of the study comprises of rewiehterature on risk
and return of sample commercial banks of Nepal.rékeew of literature

Is done from various sources like books, bullegogtnals, websites etc.

The third chapter describes the research methogobuppted for
carrying out the study. This chapter deals withhmods and techniques

used in the research study.

The fourth chapter explains how the data for tle\stare presented and
analyzed. The primary data are pesented usingreiffestatistical tools

and analyzed with the findings.

Lastly the fifth chapter deals with summary, cosaa and

recommendation of the study.

At the end Bibliography and appendix are submitted.



CHAPTER TWO

REVIEW OF LITERATURE

The previous studies cannot be ignored because fheyide the
foundation to the present study. In other wordrgh®as to be continuity
in research. This continuity in research is ensimgdinking the present
study with past research studies. In this chaptégvant and recent
literature, which are related to the topic risk amdurn is reviewed.
Topics from basic academic courses, books and relifte studies
published in magazine, thesis of senior, websiteksjaurnals related to
the study will be reviewed.Review of literaturetie chapter where a
researcher reviews the book, journal, magazine nyr @her type of
studies, which are related to his/her fields of sedy. Research is a
continuous process, it never ends. The procedudettam finding may
change but research continuous. So for analyziegdtita and to find
something's new a researcher must review and khdwere are any
studies ahead or not. The purpose of reviewinditér@ature is to develop
some expertise in once area, to see what new lbotims can be made,
and to receive some ideas for developing a resedesign. The
continuity in research is ensured by linking thesaent study with past

research studies.
2.1 Conceptual Framework

In the ancient times there were traces of bankatiyities in the Temple
of Jerusalem as stated in the New Testament. Ired8rethe famous
temple of Delphi and Olympia served as the deposgofor people
having surplus funds and also served the moneyrgrichnsactions. The
modern proper banking system started with the eshabent of Casa de
San Giorgio bank in Genoa in the year 1148 A.D. Baak of Venice



was set up in 1157 A.D. the Bank of Barcelona wstabkdished in
Barcelona. In fact, modern bank started to takedrapeed in forming

and functioning fromL7™" century. During this period, Bank of Milan,

Bank of Florence, and Bank of St, George were éstedadl in Genoa. In
1609 A.D. the Bank of Amsterdam was established Halland.

Afterwards in 1610 A.D. Bank of Hamburg was estidid in Germany
and Bank of England in England. The Bank of Veraad the Bank of
Genoa continued to operate until the end of eigtikeeentury and the
expansion of commercial banking activities took cplain Northern

Europe. There sprang a number of private bankingé® in Europe and

slowly it spread throughout the world.

Investment, in its broadest sense, means the isacdf current dollars
for future dollars. Two different attributes arengeally involved: time
and risk. The sacrifice takes place in the pressmt is certain. The
reward comes later, if at all, and the magnitude generally

uncertain.(Sharpe, Alexander, 2008)

After establishment of Nepal Rastra Bank, many mthfieancial

institutions were established in 1957 A.D., Indiastbevelopment Bank
was established to promote the industrializatioN@pal, which was later
converted into Nepal Industrial Development Corgora (NIDC) in

1959 A.D. Then, Rastriya Banijya Bank was establisim 1965 A.D. as
the second commercial bank of Nepal. In 1968 A.Beparate
Agricultural Development Bank was established. FRwore than two
decades, no more banks have been established cotimtry. After the
declaring free economy and privatization policy, 8Mncouraged the
foreign banks for joint venture in Nepal. As a lgsmany modern banks

with latest banking technology are establishedhéncanted of Nepal we



can say that banking sector is the leading insgtitutof Nepalese

economy.

Commercial bank deals with other people's moneyyTimave to find
ways of keeping their assets liquid so that thaylcconeet the demand of
their customer. In their anxiety to make profite thank can't afford to
lock up their funds in assets, which are not easdglizable. The
depositor's confidence could be secured only iflthek is able to meet

demand for cash promptly and fully (Commercial Béwk, 2031 B.S.)

Nepal Rastra Bank is the head of bank and bankwémment where as

commercial bank is bank of public.

The main function of commercial bank is accumulawd the temporarily
idle money of general people for trade and commdtsemain function
are accepting deposits and grants loan, purchadediaoount bill for
promissory notes, exchange foreign currency, ag&magtion, overseas
trading service, gold transaction, information, aather service as
customer need. Commercial banks earn profit by garopobilization of
their resource. Many commercial banks have beabksted to provide
a suitable service, according to their customeancé&ifinancial sector in
Nepal is small it is fast growing at present am8@gcommercial banks.
Two banks (Nepal Bank Limited and Rastriya BanijBank.) are
controlled by government rest joint venture. Nepehb Bank Limited

(NABIL) is the first joint venture bank operatesNiepal.

A bank should not lay all its eggs on the same é&@askhis is very
important to bank and it should be always careflta grant loan in only
one sector to minimize risk, a bank must diversif/ investment on
different sectors. Diversification of loan helpssigstain loss according to

law of average, if a security of a company is degatiof there may be an



appreciation in the securities of other comparirethis way, the loss can

recover by commercial banks. (Bhattarai, 2006)

The study has presented the systematic presentafighe following

financial elements:
2.1.1 Investment

Analyzing risk and return shows the relation odéwaff between risk and
return on my kind of Investment. Investment, rigkd return are the
financial terms, which are heavily associated \eitich other. Investment
simply means sacrificing current funds for futuese inflows. Here the
future case inflows are the "Returns." The futuse uincertain and

uncertainty obviously points out risk.

Investment in its broadest sense means the sa&cdfidollars for future
dollars. Two different attributes are generallyaiwed times and risk.
The sacrifice takes place in present and is cerfEHie reward comes
later. If at all and the magnitude is generallyenein (Vanhorne, 2008)

Investment can be made or real financials assetsstment or real assets
Is known as real investment and on financial agsétaown as financial
investment. Real investment means investment dnassets like land,
buildings, factory etc. Financial investment medhs investment on

financial assets like shares, debentures, warramtsertibles etc.

Real investment generally involves some kind ofjlale assets such as
land, machinery, or factories. A financial investmh@volves contracts
written on pieces of paper such as common stockisbamds. In the
primitive economics most investments is the reaiety, where as in a

modern economy much investments is of the finanaakty.

The term risk and return is closely associated vimyestments. An

investment simply means sacrificing current forufet returns, bearing



certain risk. The investment may be on fixed askletsland, buildings,

vehicles etc or on precious metals and collectiblesomething else's.
But concerned with finance the study has focuseddim investment as
sacrificing currents fund on financial assets ligeares, debentures,
warrants, convertibles etc, for the long term metunvestors invest their
fund on the securities or certain companies foldhg run future returns.
The return is defined as the reward for beatingigie Return is the most
important outcome on investment. It measures thesitors rate of wealth
accumulation i.e. increase or decrease per pdretlirn can be different
way, like holding period return, return from spetidn or from short

sell, fanatical gain, dividend gain, yield on intraent, yield to maturity

etc.These all type of return are the rewards torthestors for bearing the
risk. Risk is defined as the occurrence of unfaable outcomes, which

Is every harmful for the business.

Return to investors is every followed by risk. Rigver creates
uncertainty, some of the factors that create imaests uncertainties are
interest rate risk, bull-bear market risk, managamisk and so on, and
risk can be diversifiable or undiversifable. Thedkeof risk depends on
the condition of the market. If the market is affict there is low risk, but
if it is inefficient, definitely there will be higdr risk. An efficient market

Is that market, where the securities prices refdcvailable information.

The investors can invest either in primary or icaselary market, by
purchasing the securities of different companidser& are many more
financial securities like a common share, prefegesleares, debenture,
warrants, convertibles etc for the investors teemtv But in our country,
common shares, preference share, debenture, anértibles (only by

Shree Ram sugar mills) are in practice.

10



1) Investments on Securities

The investment environment encompasses the kindsnarketable
securities that exist and where and how they aneglio and sold.
Securities are normally the shares, debenturegesf stocks, warrant,
convertibles, or any either financial certificatesued by the compares to
general public. There certificates are issued daire price called par
value and are transferable from one person to anoth simple way
securities can be understand as the promissory plagtecompany gives
to the investors after receives certain rupeesoag br shares. When
someone borrows money from pawnbroker he or shd teage some
item of value as security. Failure to repay thenl@alus interest) means
that the pawnbroker can sell the pawned item touwecthe amount of
loan and perhaps make a profit. The terms of tmeemgent to buy a car.

The lender usually holds formal title to the catilithe loan is repaid.

In the event of default, the lender can repossesscar and sell it to
recover his/her costs. In this case the officiatiteates of little are

Issued by the state serves as securities for the ldershel can make
investment on shares, debentures or any other dislaassets. But a
rational investor must think about the risk andumet on his/her

investment. Normally almost the investors are askl return. Normally

almost the investors are risk averters so riskrmstuanalysis is very
important for investment. Investments on bonds @feered stock are
few risky because of their nature of fixed investirend fixed return, but
the investment on common shares are the most bskpuse of their

certain investment but uncertain returns.
i) Capital Market

In any market, there are both the demanders analistg Capital market

is the place, which bring both the financial denesdand suppliers

11



directly and indirectly in touch. Commercial banksancial institutation,
investment companies and industrials sectors aedémander's . This

demand and supply is carried in capital market.

Capital market is the market where long-term finalhmstruments like
equities and bond are raised and traded. Capitddanplays a key role in
purchase and sale of securities. According to #tare of capital market

it can be classified into primary and secondarykaiar
i) Primary Market

The primary capital market denotes the marketstHeroriginal sale of
securities by underwriting to publish. The useld words original sale
may be somewhat misleading the public several yagosand had now
decided to issue additional shares of common sttwdse additional
shares will be sold in the market, and once theisatompleted. The new
shares will be indistinguishable from the shardd sothe initial publics

offering.
Iv) Secondary Market

After securities have been purchased from the pyimaarket, they can
be traded in the secondary market. The secondariemeomprises the
organized securities exchanges and a specialigitiéacthe transaction.
The major of all capital market transactions ocaurthe secondary
markets. The proceeds from sale of securitiesarsdtondary markets do
not go to the organization issuer instead to tlteirowners (sellers) of

the securities.
Different factors in secondary markets are expthia follows:
A. Trading of Stocks

In Nepalese practice, the trading of securitieshef government bonds

and listed corporate securities is done throughalNsfock exchange Itd

12



(NEPSE) which is nonprofit organization, operatungfer the securities
act, 1983. The basic objectives of NEPSE is to imfsae marketability
liquidity to the government bonds and corporateisges. By facilitating
transactions in its trading floor through marketermediaries such as
broker, market makers. Member of NEPSE are perthitte act as
intermediaries in buying and selling of governméwoinds and listed

corporate securities.
B. Primary Market Dealer and Secondary Market Deale

Primary market dealer operates as a manager arehwiiigr regarding
the issue while the security market dealer opelades profit manager. A
corporate firm has to fulfill certain to list sedigs in the NEPSE for

stock trading.
v) Efficient Financial Market

Efficient market is that market where the markeicgrof securities
represents the markets consensus estimate of lne ehsecurities. An
efficient market exists when securities pricesaef all available public
information about the economy, about financial rearknd about the
specific company involved. The implication is thaarket price of
individual securities adjust very rapidly to newommation. As a result,
securities prices are said to be fluctuating radgabout their intrinsic
values. New information can result in a changehm intrinsic value of

securities, but subsequent securities prices mowewié follow.
2.1.2 Risk
1) Risk Defined

Risk is defined as the possibility of meeting dangesuffering harm of
loss. Risk in terms of investment means unexpeered unwanted

outcome, which are harmful for the business .Inegtmnent there is a

13



change of suffering loss it is the risk. Risk iscatlefined as the chance
that some unfavorable event will occur. Investnmesk is related to the

probability of earning a return less than the egebceturn.
i) Types or Sources of Investment Risk

The risk is the total risk that arises in the bass1 Any type of business,
whether that may be of large or small scale suffesk because
investment is a part of economic and the economnyicecchanges
frequently. When the market is bullish there is lask and when it starts
declining i.e. bearish there may be high risk. Tisk that is talked may
be systematic risk or unsystematic risk assocmiddinvestment. Hence

the risk can be classified as diversifiable andivwardifable risk.

The combination of these two risks is total riskvddsifiable risk is firm-
specific risk which is not related to the generaarket, it canbe

eliminated by a well-diversified portfolio.

Figure: 2.1
Types of Risk

Total Risk

Risk

Systematic Risk

Number of securities included in the portfolio

(Sources: Bhattarai; 2008)
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Systematic risk is also known as non diversifiaigi. This risk is arises
due to the changes in the economics state or dtleetohange made by
government in fiscal or monetary policies. Somengpias of systematic
risk are change in interest rate policy by govemmencrease in

corporate tax, increase in inflation rate etc.

Unsystematic risk arises due to many more readies,labor strike,
entry of formidable competitor in the market, loss,big contract bid,
company not being able or manage or obtain adegaatanaterials on

time etc.

These types of risk are normally minor one can bedled by the
government. That's why this type is called divéabie risk. Risk can be
measured by using different tools. The most toalgractice are the
standard deviation (SD).

The standard deviation denoted byis known as firms risk and is
unsystematic risk.Wich can be minimized totallyvigll diversification.
But the S.D. sometimes can mislead for the propeasurement. So
coefficient of variance (CV) is also used to meastisk. Coefficient of
variance is the unitary risk measure that prediot® much risk is to bear
for earning 1 extra unit or return. As S.D. is usedind out unsystematic
risk, beta is used for the analysis of systemais&. rLogically the
systematic risk is the covariance between the metfiindividual assets
or portfolio and the return of market portfolio, ath is represented by

beta.
2.1.3 Return

Return is the reward to the investors for beariagain risk. It is main
target of invesment. It can be defined as the takeases in the value of

the investmentReturn is the main objectives of investment andréam
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degree of risk is also associated with it. Finamgestly deals on

monetary risk and return.
1) Holding Period Return (HPR)

If an investor purchase a stock of any companiddshit for certain

period, he/she can get return in two ways. Onadeease in the value of
stock as compared to initial one. Another is direash payment. The
increase in value is called capital gain and dioash payment is called
dividend gain. The return from holding an investinever some period is
simply a cash payment received due to ownership file change in
market price, derived by the beginning price. Feammon stock we can

defined on e period return.

R = D, +(P;—P;_,)

Py

Where R is the actual return when it refers to diqaar times period in
the past (future).

D, is the cash dividend at the end of time period t.
P, is the stock prices at the time period t, Bnd

Notice that this formula can be used to determioth lactual one period
returns (when based on historical figures) as aglexpected one period

returns (when based on expected dividend and prices

Above explanation is based on the ex-post (histritata to predict the
future result. The return can also be defined enlthsis of probability
distribution.

The relationship between the expected future sihthe economy and
the performance of individual firms enable a relasihip to be set forth
between the state of different levels of returngd aheir relative

frequently is called probability distribution. Weowd formula a
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probability distribution for the relative frequentf a firm's annual return
by analyzing its historical returns over previowsary But we know that
history never repeats itself exactly. Hence, afalyzing relative

frequently of historical returns for the individumdmpany we can form a
probability distribution based on historical dataspour analysis for the
economy, the outlook for the firm in its industngdaany others factors

we deem relevant as inputs for our judgment.
i) Required Rate of Return

Required rate of return is the minimum return #watinvestor expects at
least not to suffer from loss. If an investor getsow required rate he/she
definitely suffers from loss. While suffering fromoss of return an
investor must consider the real rate of returngeesgd inflation, and risk.
Because consumption is forgone today, the investentitled to a rate of
return that compensates for this differed consumnptSince the investor
expect to receive an increase in that real goodshpsed later and
assuming for the moment zero to receive inflatiod ask. The required
rate could be equal the real rate of return, incWwhcase it would
represent the pure time value of money. For exaih@ale investor plans
to lend $500 today in exchange for consumption cahes later date
(assuming no inflation and risk), then the lenderyrexpect to receive
$515 at expected time of consumption. The $15 mebuar the investment
of $500 or 3 percent represents the pure time vafumoney. The real

return paid to compensate the investor deferreduwoption.

The required rate of return is the function of nedie of return and risk. It
Is the minimum rate of return an investor will gotcél he required rate of
the return for an assets or portfolio of assetslmmstimated using the

equation for the SML suggested by the CAPM model.
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lii) Expected Rate of Return

The return an investor expects from his/her investnn the forthcoming
future is called expected rate of return. An ingestormally estimates
his/her expected rate of return by analysis thedti@ return of previous
period (years). If an investment is to be made etkgected rate of return
or the expected holding return should be equal @atgr than the

required rate of return for that investment.

The expected rate of return is based upon the &gberash receipt
(eg.dividend or interest) over the holding period éhe expected ending
or selling price. The expected rate of return isearante or unknown
future return. Unless the real rate of return iargateed, most investors
recognize this possible rate of return into a gngumber called the

expected rate of return.

The expected rate of return or holding period odteeturn is based upon
expected cash receipt over the holding period hadkekpected ending or
selling price. Depending upon the assumption mdmbeitacash receipts
and ending prices a number of expected rates ofrretre possible.
These possible rates estimated by the investorswarenarized in an
expected rate of return. The expected rate of metomst be greater or
equal to the rate of return on order for the inmediormally almost the
investors are risk averse. They need high or satsfy level of return
bearing risk as low as possible, Portfolio theoiyeg the concept of
investment in a very good way that "never keepshaleggs in a single
basket. Never invest your entire amount in singieets. Investment on

more than one assets diversification to minimizisg.

In 1952 Harry M. Markowitz proposed the concepttbé portfolio
theory. He gave a very new concept on investmenmnore than single

assets to minimize risk and maximize return.
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The portfolio theory developed by Markowitz is baésen following

assumption:

a. The expected return from assets is the mean vdlagpoobability

distribution of future returns over some holdingipe.

b. The risk of an individual assets or portfolio issed on the

variability of returns (i.e. standard deviationvairiance)
2.1.4 Markowitz Efficient Frontier

The efficient frontier is the combination of all ntfolios called the
attainable set of investment opportunities. Thecieffit frontier is the
locus of investment graphed in risk return spacehvhas the maximum
rate of return in their risk or the minimum riskvathatever rate of return
Is selected. An investor can give gain higher lefedt any given of risk.
According to Markowitz an investor should seek atfpbo of securities

that lies on the efficient frontier set.

A portfolio is not efficient if there is another pimlio with a higher
expected return and the same standard deviatigroulf portfolio is not
efficient you can increase the expected returnawitlincreasing the risk,
decreasing the risk without decreasing the expec&tdrn or some
combination of increased expected return, and dseorg the risk by

switching to a portfolio on the efficient frontier.
2.1.5 CAPM Relating Beta with Required Return

As portfolio deals with the selection of optimalrffolio, capital market
theory deals with an equilibrium model of assetsgs; especially capital
market theory postulates the ex-ante risk retulatiomship of individual

assets as well as portfolio under equilibrium cbads.

The measure of systematic risk permits investorsvi@uate an assets

required rate of return to the systematic riskhaf &ssect.In general, the
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CAPM indicates that assets required should beaelit the risk free rate

of return plus a risk premium based on the beta®fassets.

CAPM is a model that describes the relationshipwbeh risk and
required return. In this model a securities expkceturn is the risk free
rate plus a premium based on the systematic risk@systematic risk of

the securities.

The model is:
Rj: R_f+ (Rm'Rf)Jgj
Where,

R; = Required rate of return on stock j

R = The nominal risk free rate of return (the rask rfree rate of

return plus premium for inflation)
Rn = The expected rate of return on the market plastfo

B,= Beta coefficient of risk j

Here beta is the index of systematic risk. It measuhe securities the
sensitivity of a stock return to change in retumtbe market portfolio.
The beta of portfolio is simply a weighted avera§¢he individual stock
beta in the portfolio. The CAPM model uses the theof securities
market line (SML) to show the relationship betweequired return and
beta. The SML equation shows the relationship betwsecurities risk

and rate of return
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2.2 Review of Journal and Articles

Shrestha (2009) in his article Commercial Banks Comparative
Performance Evaluation concluded that the JointtiMenBanks are new
operationally more efficient having superior penfi@nce while
comparing with local banks that are operating inp&le Bettre
performance of joint venture banks is due to theaphisticated
technology, modere banking method and skill. Theitter performance
Is also due to the government's branching policyural areas. Local
banks are efficient and expertise in rural sechushaving number of
deficiencies. Thus, local banks are facing groweogstraints of socio-
economic, political system on one hand spectrumthatl of the issues
and challenges of joint venture banks commandiggifstant banking

business on other spectrum.

Poudel(2010) has published article Investing in Shares of Coneraér

Banks in Nepal: An assessment of Risk and Retugmegits.

The key objective of the study is to examine whettihee shares of
commercial banks in Nepal are correctly priced semttace their future
prices movements when striving toward equabilitg.tds conducted that
shares here are not in equilibrium with most ofrelaeing less risky
than the market. While all the shares examined apizebe attractive to
the potential investors since they produced highis up return than that
of the average stocks the various shares have etegferisk with some

shares being unable to general minimum rate ofmetu

Chopra (2012)in his article The Role of Foreign Banks in Nepal
concludes that the joint venture banks are alrgdalying a dynamic and
vital role in the economic development of the cowyrdand this will

undoubtedly increase with time.
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Shrestha (2012) has given a short forecaste oRdhi#olio Management
in Commercial Banks: An assessment of Risk and rReklements.

Shrestha has highlighted the following issues snamticle.

The portfolio management becomes very importanb@th individual as
well as institutional investors. Investors woulkklito select a best mix of

Investment assests subject to the following aspects

I.  Higher return which comparable with alternative oppnity
available according to the risk class of investors.
li.  Good liquidity with adequate safety of investment.
lii.  Certain capital gain.
Iv. Maximum tax consession.
v. Flexible investment.

vi. Economic, efficient and effective investment mix.
In view of above aspects,following stratigies adefzed:

I. Do not hold any single security i.e. try to havepartfolio of
different security.
ii. Do not put all the eggs in one basket i.e. to rediversification
investment .
li. Choose such a portfolio of securities, which ersur@ximum
return with minimum risk or lower return but addebjectives of

wealth maximization.

In this study, Shrestha has presented two typenwésiment analysis
techniques i.e. fundamental analysis and techranalysis to consider
any securities such as equity, debenture bond @nsl money and capital
market instruments. He has further suggested thmatbanks having
international network can also offer assess toajlihancial market. He

has also point out the required skilled work foresearch and analysis
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and proper management information system in ang tfpcommercial
banks to get success in portfolio management angsutoer's confidence,

An assessment of Risk and Return Elements.
2.3 Review of Unpublished Thesis

However, risk and return is not a new concept fiearfcial analysts, in
context of Nepal and it's very slow growing capmahrket, very little
studies are made regarding this topic. Some stadleeas a thesis for the

partial fulfillment master degree in T.U. whichressiewed here.

Tiwari (2009) conducted a research in 2009, on the title of "Risk
Return Analysis of selected Finance companiesdigteNepal." on the
specifies objects to analysis the risk and retussoeiated with the
common stock of six finance companies.

They are Kathmandu finance co. Ltd, samjana finaoge Ltd, and
National finance company Itd. citizen investmenisty Ace finance co.
Ltd, and people finance co. Itd. His research heenban source. Nepal
stock exchange (NEPSE) Itd, is the main organimattich provides
most of the data required for the study from y&#r3204 to 2007/08.

The major finding of his study was as follows:

All the finance companies have positive expectadrneas must of the
finance company have the return near to the averdféhe investment
involved certain amount of risk (i.e., standardidgon) as well masts of
the finance company have the risk less then theagee The value of best
suggests majority is less than the market vohatditd they are defensive
stock. Some finance companies securities have $iigtaee of CV is less
then the average companies CV is less than thageefV but not in
acceptable level. In comparison of market portfainal average return of
selected companies shows that there is no diffesgmificantly. The

total paid of value of the all sector expects tngds lively to decreasing
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in trends. The annual turn over of the all sec®iincreasing trends.
Likewise the market capitalization of sector expddrading is likely to

Increasing trends.

Pradhan (2010), has conducted a study on "Portfolio Analysis of
Common Stock Investment of Listed Companies"”. Té dbjectives of
the study revolve around the subject of finding sk minimizing tools
and techniques in relation to certain financialva$l as other constraints.
The main and basic objective of her study is tanege an optimal
portfolio among CS investment of different companiélowever, the

objectives are as below:

I To evaluate common stock of different companietenms of

risk and return.

1 To analyze an optimal portfolio among Common Stock

investment of different companies.

lii.  To indicate whether the shares of different congsmm Nepal
are overpriced or under priced by analyzing thie aisd return
characteristics of the individual shares

Ilv. To evaluate the systematic and unsystematic rislocested

with security under study.

To analyze the current portfolio situation of comies in Nepal. Majors

findings of her study are given below:

I Among the 7 banks, the different shares have differate of
returns within the range of -5.07 to 49.22. On tasis of
average rate of return, the share of DCBL seentgetthe best

for investment.

1 Observing the standard deviation of returns of dcbmpanies,

Salt trading Corporation has the lowest standardatien i.e.
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Vi.

Vil.

viii.

2% and Soltee Hotel Limited has the highest i.e.446%.
SCBL, KFL, EICL, BNL and DCBL have standard deoatiof
26.76%, 44.80%, 16.91%, 15.36% and 47.35% respdgtiv
Salt trading Corporation has the lowest risk amalhg

The common stocks of Salt trading Corporation Letiiseem
attractive among all with CV of 0.27 and Bottlersspdl
Limited offers the highest risk per unit of retuwith CV of
4.17. So investors retaining the stocks of BNL $th@assume

more risk than any others.

Average rate of return of market is only 27.85% hwihe
standard deviation of 32.62%. Coefficient of vadaf which

measures the risk per unit of return, is 1.17.

The beta coefficient of HS and DCBL is 1.69 and61.2
respectively and are aggressive stock which indgcabat the

sticks are riskier and volatile than market.

The stock of SCBL, KFL, EICL, SH, BNL, STCL and DCB
have the systematic risk of 6.31%, 4.97%, 0%, 3%.39.03%,
0%, and 16.89% respectively.

The Sharpe index of portfolio performance measiy&GBL,
KFL, EICL, HS, BNL, STCL and DCBL are 1.54, 0.3428,
0.18, -0.56, 1.97, and 0.97 respectively.

Based on the comparison of excess return to bétas raith
cutoff rate, only 2 securities i.e. STCL and SCBavé been
selected for an optimum portfolio form availabléeahatives.
The optimum weights are 18% and 82% respectivelye T
Portfolio Expected Return from the two securities3B8.18%

and the variance is 4.83%.
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Poudel, (2011)conduct a study on “A study on Portfolio Analysis o

Commercial Banks in Nepal” with the objective of

To examine the existing situation of portfolio mgament of

Nepalese commercial bank.

To evaluate financial performance of commercial Ksarof
Nepal.

To analyze risk and return of commercial banksamalyze the
investment and loans and advance portfolio of coroimke
banks.

To show the present position trend of loan and ackeaand

investment to total deposit and forecast it.

Using common financial tools like ratios, portfoheturns, portfolio risk,

systematic and unsystematic risks, and researcieer tb give up the

insights of financial performance.

Major Findings:

Total deposit is 21.86%. The only EBL has a greatio above
industrial mean ratio i.e. 24.77>21.8. But othenks have
lower investment to total deposit ratio than indastmean
ratio. It shows that EBL has effective mobilizatitsrdeposit on

investment to generate the return.

Among four commercial banks HBL has invested itsrano
funds on government securities (i.e. risk free @3ssnd lesser
fund on share and debenture (i.e. risky assets$)oaklks have

invested more than83% amount in government seeslriti

BOKL stock has the highest expected return i.e4%.3and
HBL has the lowest expected return i.e. -8.82%. INAs also
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negative return i.e. -7.71%. The market expectadrmeis -
6.47%. The risk of BOKL is the highest i.e. 57.14%d HBL

has the lower risk i.e. 15.26%.

Ilv.  Total risk of BOKL stock is highest and total riskHBL stock

Is lowest among four commercial banks.

V. HBL has the highest portfolio return i.e. 4.85%BNlIstock has
lowest (i.e. negative -1.19%) portfolio return amdhas the
highest portfolio risk i.e. 8.46%. It means NIBLvest its

amount in risky assets so it become in loss.

Poudel, (2013)conduct a study on “Risk and Return on Common Stoc

of Commercial Banks in Nepal” with the objective of

1. To analyze return associated with common stock stment in

banking sector.

2. To examine the common stock price in terms of oweed, under
priced or equilibrium by analyzing the risk anduret of individual

shares.

3. To examine the risk and return of individual shamessample

commercial banks.
4. To examine that how the investor diversify the risk
Major Findings:
a. Expected return of NABIL is highest i.e. 55.38% daABL has

lowest expected rate of return i.e. 6.35%.

b. SCBNL has 24.84% expected rate of return and 28.&8%%
standard deviation. NABIL also has maximum standdediation
of 77.67%.

27



c. Expected rate of return and standard deviation aagive the
appropriate comparison. So, we have to considefffiCieat of

Variation.

d. Coefficient of variation of NBBL is highest i.e. 418 concludes
as most risky assets. Similarly HBL has also CV446.77 and

resulted as risky assets.

e. Expected rate of return of market 3.6% and standaxdation is
55.38% with C.V. of 187.77. Standard deviationhe segregate
the total risk and here NBBL has variance of 0.608B3ere
systematic risk is 0.2103 and unsystematic pori®n).1709.
Similarly, NABIL has second large portion of totask where
systematic risk is 0.2103 and unsystematic risR.@667. As we
know that unsystematic risk is diversifiable riskdacould be

eliminated through diversification.
2.4 Research Gap

In Nepalese stock market, there are so many rdssathat have been
undertaken in the field of risk and return analysiscommon stock of
Nepalese commercial and finance companies. Thduglstbck of these
companies are traded heavily in the stock markdf, few studies in a
regular interval in order to assess tisk and return associated with the
common stock investment. In this aspect, this stwdlyprovide up to
date insights regarding the risk and return charestics of the common
stock of Nepalese commercial banks. This studyifferdnt and new
from previous studies which will provide updatefonmation regarding
the risk and return & included new data i.e. 2009t& 2013/14 on

common stock.
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CHAPTER THREE
RESEARCH METHODOLOGY

The research methodology is the systematic wayobfing research
problems. Research methodology refers to the dverséarch process,
which a researcher conducts during his/her stutlyndludes all the
procedures from theoretical foundation to the otiben and analysis of
data. As most of the data are quantitative thearebeis based on the
scientific models. It is composed of both partstexfhnical aspects and
logical aspects, on the basis of historical datsdarch is systematic and
organization effort to investigate a specific pehlthat needs a solution.
This process of investigation involves a serieswall thought out
activities of gathering, recording, analyzing anterpreting the data with
the purpose of finding answer to the problem. Hghee entire process

by which we attempt to solve the problem is catleskarch.
3.1 Research Design

This study has been based on the data extractedtfre annual reports
of sample banks. The descriptive research desigrbban used for this
study. Secondary data is used the research démsigare taken from their
sources. Research can be conducted on the basiméry and
secondary data. In this study, all the data arersary and those data are
analyzed using appropriate financial as well asssizal tools. Outcomes
are presented in simple way in this study on tleeaech design, data
collection procedure and analysis are describedllserThe study is
important because it provides micro level inforroatiwhich can be
useful to anybody. In order to achieve this obyextit is necessary to
adopt a methodology.
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3.2 Population and Sample

There are 30 commercial banks till date July 2026t of which, only
three commercial banks are taken as a sample i®stindy. So the risk
and return analysis has been done through convansampling method.
The sample banks are Standard Chartered Bank Napikd, SBI Bank
Limited and Bank of Kathmandu Limited.

3.2.1 Brief Introduction of Sample Banks
1) Bank of Kathmandu Limited (BOK)

BOK was established in 2050 B.S. in collaboratioithwhe SIAM
commercial banks, PCC and Thailand under the coypah with the
objectives to simulate the Nepalese economy arehtékto new height,
out of 50% of the share holding. The SIAM commdrbenks diluted its
25% if holding to the Nepalese citizen in 1998.Nibnere are 50 branches
in all over the country. Which authorized capitaRs. 200,00,00,000 and
issued/paid- up capital is Rs.192,02,12,300.

i) SBI Bank Limited (SBI)

Nepal SBI Bank Itd is another joint venture bankabbshed under
company act of Nepal. The bank incorporated in 1223 It is managed
by the state bank of India under joint venture aachnical service
agreement signed between it and Nepalese prom8&taite. Bank of India
Is holding its 50% of equity shares. This bank Wsted on NEPSE in
1994. There are 56 branches in all over the coumtry. Which paid-up
capital is Rs 265,02,06,000.

lii) Standard Chartered Bank Nepal Limited (SCBNL)

Standard Chartered Bank Limited Nepal (SCBNL)watl#shed in
1987 A.D. Today the bank is an integral part ohdtad chartered group
who has 75% ownership in the company with 25% shavened by the
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Nepalese public. This bank was listed in NEPSB.8.03/21/2045. Its
central office is in new Baneshwor, Kathmandu. €herl6 branches and

17 ATMs in all over the country now.
3.3 Data Collection Procedure

Most of the necessary data for the research iseaelll from the
secondary sources.However,during the study infoomaipinion survey
has also been taken with the individual investbask officials, Security
Board of Nepal, Nepal Stock Exchange Ltd staffs atider related

personalities.

Data related to the market price of stocks, markapitalization,
movement of NEPSE index etc. is taken from theigadeport published
by NEPSE.Financial statements of commercial bamids their annual

reports are also collected.
The collection procedure is summarized below:

I.  Financial documents provided by the companies.
ii.  Trading report published by NEPSE.
li. Related website, Telephone requires.
Ilv. Material published in papers and magazines.
v. Other related books and booklets.
vi. Other primary data also help for the research dnattaken from
direct visited the different banks and can takediadm their staff

mouthing.
3.4 Method of Analysis and Presentation

All the method of analysis and presentation areliegppas simple as
possible. Proper financial and statistical tools ased and result are
presented in tables and also shown in diagramrpragtion is made in

very simple way. Details of calculation, which canhibe shown in the
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main body part, are presented in Appendices, atetiet Summary,

conclusion, and recommendation are presentedyinall

3.5 Data Analysis Tools
After calculating the data from secondary sourtlesy were analyzed
and separate into its concerned topics. Finansialadl as statistical tools

are used to analyzed the collected data to adsessk and return.
3.5.1 Financial Tools
1) Market Price of Stock (P)

There are three price records available. High, &md closing price. So,
two approaches either price of high and low orialpgrice can be used.
Closing price is used as market price of stock wias specific time
span of one year and the study has focused in Abass while average
price represents the price of whole year. Henas, very difficult to get

reliable and representative information.
i) Dividend (D)

Dividend is relevant during the computation of rateeturn, which is a
reward to the shareholder for their investmend. ¢bmpany declares only
the cash dividend, there is no problem to takedttaielend amount, but if
the company declares stock dividend (Bonus Shara$, difficult to
obtain the amount that really shareholders hasegaim this case they
get extra number of shares as dividend and sinediasly price of stock
declines as a result of increased number of stocksase of stock

dividend the formula for total dividend amount ensidered as follows:
The model is:
Total dividend = cash dividend + stock dividend %ext year's MPS.

Where, MPS = Market Price per Share.
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lii) Earning Per Share (EPS)

Earning refers to the net income after tax of tomgany. Earning Per
Share (EPS) is the results of net income after daxdend by the
outstanding number of common shares. It can expiEss

Net Income After Tax

EPS

No.of Equity Shares
Where,
EPS = Earning Per Share
Iv) Price Earning Ratio (P/E)
This ratio is closely related to the earning to yledd/earning price ratio.
This is computed by dividing the market price adushby the EPS.
P/E Ratio-=~
EPS
Where,
MPS = Market Price Per Share
EPS = Earning Per Share
v) Holding Period Return (HPR)

Common way to measure security return is the Hgld?eriod Return
(HPR). It measures the return from an investmeset @vspecific period
of time. The formula for finding the HPR on investmh j during the
period t is defined as follows:

Dy +(Py—Py—,)

R
PT—‘.I.

Where,
R = Holding Period Return of Common Stock j.

[P= Cash Dividend received at time t.
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P, = Price of Stock at time t.
P, .~ Price of Stock at time (t-1).

3.5.2 Statistical Tools
1) Mean Rate of Return

Mean rate of return is obtained by comuting théharetic mean of the

return.

Symbolically,

Where,
R; = Expected rate of return of stock j.
N = Number of years ttred return is taken.
> = Sign of summation.

Rj = Return on stock |

i) Standard Deviation

It is a statistical measure of the variability ofdestribution of return
around its mean. It is the square root of the nstus.D. is the measure of
the total risk of the assets i.e. it means theead&@pn of returns around the
mean return. It is a tools which is widely usedrneasure the total risk of
the assets. The standard deviation can be denobgged

g.=

1 N-1

\{E(RI—FHZ

Where,

0;= S.D. of returns of stock j during the time periad
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When the probability distribution is given,

S.D. §) =y ZPj(Rj — Rj)?
Where,
Pj= probability distribution of the observation [rati
Rj = holding period returns onct¢
R; = expected return on stock |
i) Co-efficient of Variation (CV)

It is applicable to calculate the risk per unittbé expected return. It is
the ratio of standard deviation of returns to theamof that distribution.
It is the measure of relative risk. The formulactdculate coefficient of

variation is,

Where,
C.V = coefficient of variation of stock j.

C.V. is the unitary risk measure. It is the resafjarding the unit of risk

to bear for earning 1 unit of return.
Iv) Beta Co-efficient §3)

Market sensitivity of stock is explained in terms lweta coefficient.

Higher the beta, greater the sensitivity and theyraacted to the market
movement. The measure of systematic risk is reptedeby beta. It an
index of systematic risk, which cannot be elimidatierough the means

of diversification. The formula for the calculatiohbeta is given by

COV(RjRm)*

b =

o m
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Where,

B; = beta coefficient of stock j.

o °m = Variance of market return.
v) Co-variance

Co-variance is a measure that combines the vtjabh stock's returns
with the tendency of those returns to move up avrdat the same time

stocks returns move up or down.

(Rj—RTF)(RM—-R™M)

COV (RRy) =

n—1
Where,

COV (R Ry) = Co-variance between stock j and market m.
vi) Correlation Co-efficient (Pjy)

Correlation co-efficient calculates the relatiopshietween two shares.

The range of correlation co-efficient is from -1+tb.

Symbolically,

cov
ij& LoV

Gj O
Where,

o; And g; are the standard deviations of returns for assetd j and Pis

the correlation coefficient for assets i and j.

There are various cases of correlation and riskditon which are

presented below:
a. Perfectly positive correlation (= +1)

Return on two perfectly positive correlated stowksuld move up and

down together and a portfolio of two such stockaulMidoe exactly at
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risky as the individual stocks. Thus diversificatioannot reduce risk if

the portfolio consists of perfectly correlated &mc
b. Perfectly negative correlation (R= -1)

Returns on two perfectly negative correlated staetsld move perfectly
together and a portfolio of two such stocks woudddxactly at risky as
the individual stocks. Thus diversification canmeduce risk if the

portfolio consists of perfectly positive correlattdcks.
c. No relation between returns (P= 0)

When the correlation between two stocks is exaezdyo there is no
relationship the returns they are independent atheather. If this

conditions, some risk can be reduced.
d. Intermediate risk (P;= +0.5)

Most of the stocks are positively correlated butpeofectly. On average
the returns on two stocks would lie on the range@# and -0.75 under
this condition combining stocks into portfolio ress risk but not

eliminated it completely.
vii) Portfolio Risk and Return

A portfolio is a collection of investment securstidPortfolio theory deals
with the selection of optimal portfolios,i.e. paltb that provide the
highest possible returns for any specified degfeesk or the lowest risk
for any specified rate of return. Calculating andlgzing portfolio risk is
not straight forward as calculating portfolios ecteel returns. We have

to follow the long process for its calculation alysis;
a) Portfolio Risk:

It is the measure of combined standard deviatiostotks held in the

portfolio, with reference to individual stocks cesponding correlation
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contribution. The formula for the calculation ofrgolio risk for two
assets case is given by,

0, =JoZ WZ+ o WZ — 2W,W, COV (A, B)

g, = Standard deviation of portfolio A and B.

ag, = Variance of assets A, i.e. risk of assets A.
g% = Variance of assets B, i.e. risk of assets B.
W, = Weight of assets A.
Wz = Weight of assets B.

COV (A,B) = Covariance between taeurns of assets A and B.

The formula for n-assets case is given by,
0p SNy 2X, W W o
b) Portfolio Return:

While the portfolio expected return is straightfarnd weighted average
of return on the individual securities, the polit standard deviation is
not the weighted average of individual securitetahdard deviation. To
take a weighted average of individual security déad deviation would

be to ignore the relationship or correlation betwte returns of the two
securities. This correlation however as no effent the portfolios

expected returns. Correlation between securitiegng complicates our
calculation of portfolio standard deviation by fimg us to calculate the
covariance between returns for every possible wae combination of

securities in the portfolio. But his dark couldm&thematic complication
contain a silver lining-correlation between secesitprovides for the

possible of eliminating some risk without reducpaential returns.
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Portfolio is the combination of two or more sedest or assets and
portfolio return is simply a weighted average afiidual stocks return.

The returns on the portfolio, in case of only tvasets portfolio is given
by,
R= W R+ W, R;
Where,
R = Expected returns on portfolio of stocks A &hd

W, = Weight of investment on stock A.
Wz = Weight of investment on stock B.
W, + Wy =1(100%) Always.

¢) Risk minimizing portfolio:

It is the proportion of stock that minimizes thespible (unsystematic)

risk.
Symbolically,

2
TE-COV(RaRE)
G3+05—2COV(R4RE)

W,=

Where,

W, = Weight of stock A that minimize the portfolicki of stock A

and stock B.

o, = Standard deviation of stock A.
gz = Standard deviation of stock B.

COV R, R;) = Covariance of return between stocks A & B.
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d) Market Returns (R)

Market return is the return is overall market paitf, which can be
obtained by the taking difference between the ntarkdexes (i.e.
NEPSE index). Here market dividend is ignored.

_NI_NI_,

R.’"-f -

Nlp_y

Where,
R,, = Return on market.
NI, = NEPSE index at time t.

NI,_,= NEPSE index at time t-1.
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CHAPTER FOUR

PRESENTATION AND ANALYSIS OF DATA

This chapter included presentation of data andr thealysis. In this
chapter the effort has been made to analyzed "Rrsk Return on
Common stock Investment of Commercial Banks." De@ata MPS and
dividend of each bank, NEPSE index of each sectar market is
presented and their interpretation and analystore. With reference to
the various regarding and literature review in fiveceeding chapter,
effort is made to analyze and diagnose the recepaMse common stock
market movement, with a special reference to thapta commercial
banks. The analysis of data consists of organizattabulating and
assessing financial and statistical result. Difiétables and diagrams are

drawn to make the result more simple and underataad
4.1 Financial Analysis

As the study has taken a special reference to gsaogrhmercial banks,
common stock of sample commercial banks is analyezd separately.
There are only 30 commercial banks on till 2015.0fgp them this study
has focused on the three commercial banks onljo@ljh data coverage
for banks is less than five years, each bank isdniced and their

common stocks risk and return are analyze here.
4.1.1 Bank of Kathmandu Limited (BOK)

Market price, dividend records, realized returng, (Randard deviation
(o), expected returns (R year-end price and dividend are used to
calculate realized rate of return for each. Tableshows the calculation
of yearly realized return, expected return, anchddiad deviation of

return.
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4.1.1.1 Analysis of Total Dividend

Table: 4.1

MPS, Dividend, EPS, and P/E Ratio of BOK

cl\:/:gfll(g% Cash Stock Total Earnings| P/E

Years Price Dividend | Dividend | Dividend | per share Ratio
(Rs) (%) (%) (Rs) (Rs) (Times)
2009/10| 840 15 15 100.5 43.08 19.50
2010/11| 570 16.75 18 129.79 44 51 12.81
2011/12| 628 21.32 5 48.97 37.88 16.58
2012/13| 553 0.74 14 79.7 36.64 15.09
2013/14| 564 0.56 10 13.25 42.56

Sources: Annual Report of BOK FY 2009/10 to 2013/14

The calculation of Total Dividend is Annex |.

According to table 4.1, BOK is paying cash divideartl stock dividend
every year except 2013/14. Highest total divideng@aid in the 2010/11
l.e. 129.79.

P/E ratio of BOK is maximum in the year 2013/14. i42.56 and
minimum in the year 2010/11 i.e. 12.81.

Note: Total dividend of 2013/14 is not calculateté&use Closing Market
Price of the bank for 2014/15 is not available.
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Table:4.2

Expected Return, S.D. and Coefficient of Variatiorof BOK

Closing Cash HPoeiﬂ?c? 2
vears I\/éarlir(l:ft Dividend| Return (R-R) (R-R)
2009/10] 840 15| -
2010/11] 570 16.75 (0.301488) (0.236569) 0.055965
2011/12| 628 21.32 0.139157 0.204076 0.041647
2012/13] 553 0.741 (0.118248) (0.053329) 0.002844
2013/14| 564 0.56 0.020904 0.085823 0.007366
Total (0.259675) 0.107822

Table 4.2 shows the market price and total dividénduding cash and

stock) of BOK for the several years. Market prideBOK is higher in

year 2009/10 i.e. Rs 840.

Where,
R-: Dt"‘{-Pt_Pt—i:I
) Pt_s
R = =" = (0.064919)

N

S.D. 6) J;.uﬁ Rj)Z_ Jﬂ.lﬂ;szzz 0.18958

¢ _ 0.18958
Rj (0.064919)

= (2.92)
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Figure : 4.1
Year-End Price Movement of the Common Stock of BOK
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The figure 4.1 shows the trend line of market piiteseveral years of
BOK. It can be seen that there is fluctuation ofkaaprice from the year
2009/10 till 2013/14. There is maximum price in year 2009/10 i.e.Rs
840 and minimum price in the year 2012/13 i.e. 3.5

Figure:4.2

Holding Period Return of BOK

0.2
0.15
0.1

0.05
0 : T . T : T :
2010/11 2011/12 2012/13 2013/14

0O Return

-0.05
-0.1
-0.15
-0.2
-0.25
-0.3
-0.35

Fiscal Years

44



Figure 4.2 shows that the annual rate of returBOK for the several

years. The rate of return is negative in the y@€di0211 and 2012/13. The
rate of return is positive in the year, 2011/12 &@13/14. There is
highest return in the year 2011/12 i.e.0.1392 aedative in the year
2010/11 i.e. -0.301891.

4.1.2 Nepal SBI Bank Limited (SBI)

Market price, dividend records, realized returns[&phndard deviation
[a], expected returnsHj] year-end price and dividend are used to
calculate realized rate of return for each. Tabfeshows the calculation

of yearly realized return, expected return, anchdsdiad deviation of

return.
Table: 4.3
MPS, Dividend, EPS, and P/E Ratio of SBI

Closing | Cash Stock Total EPS P/E
Years | Market | Dividend| Dividend | Dividend (Rs) Ratio

price(Rs), (%) (%) (Rs) (Times)
2009/10| 741 5 12.5 75.63 23.69 31.29
2010/11| 565 5 12.5 84.38 24.85 22.73
2011/12| 635 5 12.5 111.25 22.93 27.69
2012/13| 850 7.50 12.5 167.5 32.75 25.95
2013/14| 1280 7.0237 15.0508 - 34.83 36.75

Sources: Annual Report of SBI FY 2009/10 to 2013/14
The calculation of total dividend is Annex I

According to table 4.3, SBI is paying cash dividemtl stock dividend
every year except 2013/14. Highest total divideng@aid in the 2012/13
l.e. 167.5.
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P/E ratio ofSBI is maximum in the year 2013/14 i.e. 36.75 amgimum

in the year 2010/11 i.e. 22.73.

Note: Total dividend of 2013/14 is not calculatest®use closing market

price of the bank for 2014/15 is not available.

Ol

5

Table 4.4
Expected Return, S.D.and Coefficient of Variation 6SBI

Closing Cash Holding

Years | Market | ..~ Period (R-R) (R-R)?
: Dividend

pricec Return
2009/10| 741 5 - - -
2010/11| 565 5 (0.230769) | (0.039141) 0.001532
2011/12| 635 5 0.132743 (0.052257) 0.00273(
2012/13| 850 7.50 0.350393 0.158793 0.02521
2013/14] 1280 7.0237 0.514145 0.322545 0.10403
Total 0.766512 0.133512

Table 4.4 shows the market price and total dividénduding cash and

stock) of SBI for the several years. Market pri€&BI is higher in year

2013/14 i.e. Rs 1280.

Where,

S.D.6) = L(R-Rj)?_ Jn.u;au — 0.2109

N-1

C.V:i_ 0.21

Rj 0.1916

=1.09

46



Figure: 4.3
Year-End Price Movement of SBI
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Figure 4.3 shows the trend line of market priceameral years of SBI. It
can be seen that there is fluctuation of markeepiiom the year 2009/10
till 2013/14. The trend line shows the market praoecreases from
2009/10 and rapid growth from the year 2010/Ihere is maximum
price in the year 2013/14 i.e. Rs 1280 and mininumoe in the year
2010/11 i.e. Rs 565.

Figure: 4.4
Holding Period Return of SBI

0.6 ‘ O Return

0.5

0.4

0.3

0.2

0.1

T T T
2010/11 2011/12 2012/13 2013/14

-0.1

-0.2

-0.3 -

Fiscal Years

47



The figure 4.4 shows that the annual rate of retdir8BI for the several
years. The rate of return is negative in the ye@t02l1. The rate of
return is positive in the year 2011/12, 2012/13 20d3/14. There is
highest return in the year 2013/14 i.e.0.514145 raeghtive in the year
2010/11 i.e. -0.232743.

4.1.3 Standard Chartered Bank Nepal Limited (SCBNL)

Market price, dividend records, realized returns[&phndard deviation
[a], expected returnsHj] year-end price and dividend are used to
calculate realized rate of return for each. Tabteshows the calculation

of yearly realized return, expected return, anchdsdiad deviation of

return.
Table: 4.5
MPS, Dividend, EPS, and P/E Ratio of SCBNL
Closing D?\:/?;:n Stock Total EPS P/E
Years Market d Dividend | Dividend (Rs) Ratio

price(Rs) (%) (%) (Rs) (Times)
2009/10 | 3279 55 15 325 77.65 42.23
2010/11 | 1800 50 - 50 69.51 25.90
2011/12 | 1799 45 15 318 72.60 24.78
2012/13 | 1820 40 10 320 65.70 27.70
2013/14 | 2799 41.50 10 - 65.47 42.75

Sources: Annual Report of SCBNL FY 2009/10 to 2013/2014
The calculation of total dividend is Annex Il

According to table 4.5, SCBNL is paying cash dindevery year and
stock dividend every year except 2010/11. Highetst dividend is paid
in the 2009/10 i.e. 325.P/E ratio of SCBNL is maxmimin the year
2013/14 i.e. 42.75 and minimum in the year 2011.4.24.78.
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Note: Total dividend of 2013/14 is not calculatetéuse Closing Market

Price of the bank for 2014/15 is not available

Table 4.6
Expected Return, S.D. and Coefficient of Variatiorof SCBNL
: Holding
Closing :
Cash Period 2
vears | Market | piqend | Return (R-R) (R-Ry

pricec
2009/10 | 3279 55 - - -
2010/11 | 1800 50 (0.43580) (0.48162) 0.23196
2011/12 | 1799 45 0.02445 (0.02137) 0.00046
2012/13 | 1820 40 0.03390 (0.01191) 0.00014
2013/14 | 2799 41.50 0.56071 0.51492 0.26512
Total 0.18326 0.49768

Table 4.6 shows the market price and total dividénduding cash and
stock) of SCBNL for the several years. Market pa€&SCBNL is higher
in year 2009/10 i.e. Rs 3279.

Where,

Rj:

Dt +{P1:—F1:_1.]

Pr-y

YR _0.18326

= 0.04582

S.D. ) =J£(:::f}2= Jn..;z?as 04073

cv=2="22 -g73

Rj 0.0458
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Figure:4.5

Year-End Price Movement of SCBNL
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Figure 4.5 shows the trend line of market pricesaveral years of

SCBNL. It can be seen that there is fluctuationmafrket price from the

year 2009/10 to 2013/14. The trend line shows theket price decreases

from 2009/10 and rapid growth from the year 2012/TBere is
maximum price in the year 2009/10 i.e. Rs 3279 mm@mum price in
the year 2011/12 i.e. Rs 1799.

Figure: 4.6

Holding Period Return of SCBNL
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The figure 4.6 shows that the annual rate of reaff'sCBNL for the
several years. The rate of return is negative enytar 2010/11. The rate
of return is positive in the year 2011/12, 201241®@l 2013/14. There is
highest return in the year 2013/14 i.e. 0.56071 raegitive in the year
2010/11 i.e. -0.43580.

4.2 Inter-Bank Comparison

According to the result from the section 4.1, a pantive analysis of
risk and return performed here. Expected risk a&tdrn performed here.
Expected return, standard deviation of returnsfficoent of variation of

each bank for the bank of the year 2009/10 to 2018fe given below.

Table:4.7
Expected Return, S.D.and Coefficient of Variation bSample Bank
Banks | Expected Retutn SD CV Remarks
BOK -0.0649 0.18 -2.92 | Lower return, Lower S.D.
SBI 0.1916 0.211.09 | Higher Return
SCBNL | 0.0458 0.408.73 | Higher S.D.

Sources: Table4.2, 4.4 and 4.6

Investor can get higher return from invest in tbenmon stock of SBI
and lower return from investment in the common lstoicBOK. SCBNL
has a higher S.D. and BOK has lowest S.D. On tle per unit return
(i.,e. C.V.) of SCBNL is more profitable than BOKhSBI.
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Figure:4.7

Risk, Return and CV of Sample Commercial Banks
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By observing the figure 4.7, the comparison of siaeple bank in the
terms of risk and return can be clearly seen. drifiés the expected
returns, standard deviation and coefficient of atgosin of each individual

banks.
4.3 Market Capitalization of the Sampled CommerciaBanks
Table:4.8

Market Capitalization of Sample Commercial Banks atJuly 2015

Banks Market Capitalization Percentage (%)
BOK 8306427077 11.34211
SBI 30213622920 41.25557
SCBNL 34715222080 47.40232
Total 73235272077 100

Sources:. www.nepse.com (July 26, 2015)
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Table 4.8 shows the total market capitalizationezed by the sampled
commercial banks. SCBNL covered 47% market share obuthree

sampled banks and BOK covered by only 11%.

Figure:4.8
Market Capitalization Pie Chart
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Market Capitalization

Above figure shows the market capitalization sectfor the three
commercial banks where SCBNL covers 47.40% markeitaization
and BOK consist only 11.34% among the three comialdranks.

4.4 Inter Industry Comparison

We can observe that commercial banking industryehagjority value of
total market shares i.e. 53% as compared to oHwoIS.

53



Table:4.9
Sector Wise Market Capitalization

(Rs. In Millions)
Industries Market Capitalization |Percentage
Commercial Bank 555609.39 52.56
Insurance 140643.22 13.30
Hydropower 91824.7 8.69
Development Bank 82159.83 1.77
Hotel 24983.34 2.36
Finance 42238.7 4.00
Manufacturing & Processing 20196.16 1.91
Trading 1096.66 0.10
Other 98417.34 9.31
Total 1057169.34 100

Sources. www.nepse.com (July 26, 2015)

Above table shows the market capitaliztion of dé#f# parts of business

sector. Out of 100% market capital banking andnfogasector covered

78% as a whole market. It shows that more than %®%Nepalese

business market covered by banking sectors. Thigctebf whole

economy of country and there are only few 0.10%eoe¢ by trading

sectors.
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Figure:4.9

Total Market Capitalization of Business Sectors
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Following figure shows market capitalization is nhpscovered by
banking sectors. That means banking industriesnhasrity value of

total market share.

4.5 Comparison With Market
4.5.1 Market Risk and Return

In Nepal there is only one stock market, NEPSE. r@Vemarket
movement is represented by market index ( i.e. NER&lex). The

market return,its S.D. and C.V. is calculated here
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Table:4.10

Market Expected Return, S.D and C.V of Market Index

Closing Market _ _
Year Price . (Ru-Rim) (Ru-R1n)

NEPSE | Reurn(R)
2009/10 376.87 - - -
2010/11 | 323.48 (0.1417) (0.5036) |  0.2536
2011/12 | 368.26 0.1384 (0.2235) | 0.0499
2012/13 514.49 0.3970 0.0351 0.0012
2013/14 1057.16 1.054 0.6921 0.4790
Total 1.4477 0.7837

Sources. NEPSE Annual Report of FY 2009/10 to 2013/14

Table 4.10 shows the year end price of NEPSE ferdifit year where the
market price is higher in the year 2013/14 i.e. 7106 and lowest market
price in the year 2010/11 i.e. 323.48.

Where,

— ¥Rm 1.4477
Rp == =

=0.3619

SD. ((5) Jhkh‘m Fm)? _JG.?EBB? - 051

C.V:i_ 0.51

Rj 0.3619

=1.409
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Figure 4.10
NEPSE Index Movement
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The above diagram shows that the movement of NER8E&X is in
decreasing from year 2009/10 to 2010/11 but rapigipwth from year
2009/10 to 2013/14. That means at this time th&etas boom up.

Figure:4.11
Market Returns Movement of NEPSE
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The diagram shows that the market return is negatiyear 2010/11 and
positive in year 2011/12 to 2013/14.The market rretis rapidly

increasing from the year 2011/12 to 2013/14. Theimam market

return is in fiscal year 2013/14 i.e. 1.054.

4.5.2 Sensitivity of NEPSE

The sensitivity of NEPSE and stock price of sel@atemmercial banks

are bellow
Table 4.11
Beta Portfolio of Sample Commercial Banks
Sample Banks Beta Portfolio §§) Remarks
BOK 0.01 Lower Beta
SBI 0.33
SCBNL 0.77 Higher Beta

Sour ces; Calculate from Annex 1V, V and VI

Systematic risk is measure by the market that nmedsiy beta
coefficient. Table 4.11 shows the clear picturebefa. Where, beta of
SCBNL is higher than other selected banks thathagker risk and the
beta of BOK is lower than other selected banksahatower risk.

4.6 Major Finding of the Study

This study enables investors to keep the retureyg tian expect and the
risk they may take into better perspective. Nemaksck market is in
effect of openness and liberalization in natior@remy. But Nepalese
individual investors cannot analyze the securiss well as market
properly because of the lack of information and rpkmowledge about

the analysis of securities for investment.
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The major finding of the study is as follows:

Vi.

Vil.

The expected return of BOK is -6.49% and the exqueoeturn of
SBI and SCBNL is 19.16% and 4.58% respectivelytia, on the
basis of expected SBI bank is the perfect bankusecd has higher

expected return.

The standard deviation of BOK is 18.95% and thenddad
deviation of SBI and SCBNL is 21.09% and 40.73%peesvely.
So that, on the basis of standard deviation SBkhsithe perfect
bank because it has lower standard deviation.

The Co-efficient variation of BOK is -2.92 and tkm-efficient
variation of SBI and SCBNL is 1.09 and 8.73 respebtt. So that,
on the basis of C.V. SCBNL is the perfect bank heeait has
higher C.V.

The beta of BOK is 0.01 and the beta of SBI and SCi 0.33
and 0.77 respectively. So that, on the basis & B&BNL is the
best bank because it has higher beta.

Risk is the variability of returns which is meadlina terms of
standard deviation. On the basis of standard demiatommon
stock of SCBNL is most risky since it has high S.Dle.
40%.Common stock of BOK has least risk becausésdbw S.D.
i.e. 18%.

The return is the income received on a stock imrest, which is
usually expressed in percentage. Expected retugommon stock
of SBI is maximum i.e.19%. Similarly expected retwf SCBNL
Is 4% but the expected return of BOK is negatige-6%.

On the other hand we know that C.V. is more ralidasis of

investment decision, which measures the risk p#rafimeturn. On
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viii.

the basis of C.V, common stock of SCBNL is best agnall other
selected banks. SCBNL has 8.73 unit of risk pemnifLaf return.

The beta coefficient of SCBNL has higher i.e. Otifat means the
beta measured that risk with the market and tha tetfficient of
SBI is 0.33. The beta coefficient of BOK has lower 0.01.
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CHAPTER FIVE

SUMMARY,CONCLUSION AND RECOMMENDATIONS

5.1 Summary

Risk and return is getting considerable attentohnancial management.
Central focis of finance is tradeoff between riskl aeturn and major part
stock market had greatest glamour, not only for pnefessional or
institutional investors but also for the individuat private investors.
Development in the field of finance has led to #pplication of many
new concepts models to deal with various issueate@lto financial

management.

The relationship between risk and return is desdrilby investor's
perception about risk and their demand for compersaNo investor
will like to invest in risky and their demand foorapensation. Hence,
risk plays a central role in the analysis of inws=tt. Investors often ask
about an investment like to know if the risk wilbmamand higher
premium and the tradeoff between the two assunigear relationship

between risk and premium.

Common stock is the most risky security and lifedol of stock market.
Because of higher expected return an investmeonbmmon stock of a
corporate firm neither ensures an annual returnensures the return of
principal. Therefore investment in the common stisckery sensitive on
the ground of risk. Dividend to common stock hotdare paid only if the
firm makes an operative profit after tax and prefee dividend.

Common stock has attracted more investors in N&aadh in the primary
market during the primary issue is one of the eXampPrivate C.S.

holders are the passive owners of the companypBudte investor plays
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a vital role in economic development of the natlmn mobilizing the

dispersed capital indiffernt form in the society.

The main objective of the study is to analyze tisk and return in
common stock investment of Nepalese stock marked.study is focused
on the common stock of sampled commercial banksicélesampled
banks are taken as reference to analyze the rdkretaorn in common
stock investment. While analyzing the risk and metwbrief review of
related studies has been performed. Scientific ousttare used in data
analysis, Tables, graphs and diagram are usedesemr the data and
results more clearly. Both quantiative and qualiatanalysis has
performed by using statistical tools as well asspeal judgement.
Secondary data are collected from the NEPSE, NFEBCBN and other
related banks. Other subjective types of infornmatice collected through
the decision with private investors, financial extaees companies and
offecials of NRB, SEBON and NEPSE. Finding and wgsial are

summarized and conclusion are drawn as follows.
5.2 Conclusion

This study enables investors to put the return ttery expect and the
risks they may take into better persepective. Wewkithat Nepalese
stock market is in effect of openness and libeasiimn in national
economy. But Nepalese individual investors cannafyee the securities
as well as market properly because of the lack nbdrination and

knoweledge about the analysis of securities foestwment.

Risk is the variability of return. Which is measdren the terms of
standard deviation. Standard deviation is only theasures of
unsystematic risk, which is not defined by the m&rkon the basis of SD
common stock of SCBNL most risky since it has h§b and CV of

BOK is least risky because of its lowest SD ondtieer hand, we know
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that of CV is more rational basis of investmentisiea. Which measures
the risk per unit of return. On the basis of CV ocoom stock of SCBNL
is the best among all banks and BOK has lowesy pgk return.

Diversification of fund by making a portfolio carduced unsystematic
risk of individual security significantly. If invgors select the securities
for investment, which have highly negative cornelaof returns, the risk
can be reduced totally. If the correlation betweka returns of two
stocks is highly positive risk reduction is notsgnificant. So, portfolio
between the CV of same industry cannot reduced pisiperly. The
portfolio construction of the common stock of theésaks will not reduce

any risk, which is not favourable as portfolio cwastion is concerned.
5.3 Recommendation

From the avobe analysis of the various risk andrnenalysis of sample
commercial banks, following recommendations are eriadthese banks

in respect to different risk and return analysis:

I.  SCBNL have higher risk than other banks and thesetgal return
Is higher of SBI bank than other banks.

ii. Investor have to focus their mind both on risk aeturn before
investing their fund.

li.  Investor should diversify their fund to reduce withe help of
different analytical tools. That is do not put wur eggs in one
basket.

Iv. The stock price of all sample commercial banksclwangeable. It
Is affected by the risk factor, information of dtqarice etc.

v. It would be better to shareholder analyze thek attitude, needs
and requirements before making investment secisitime stock.

vi. Common stock of SBI is the best investment oppdstuior the

investors.
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Vil.

viii.

Xi.

Stock market investment is risky job. It shouldliseBvest money
only in the stock market. The stock market is urdedly risky in
the short term and investor needs to be preparat fo

NEPSE needs to initiate to develope different paotg for private
investors such as investor's meeting and semimardifferent
subject matters like " Trading Rules and Reguldtein.

Proper training should be given to staff for miramg operation
risk.

Government needs to amend the rules and a reguleggarding
stock market in time and to make the policy thabtgets the
individual investor's rights.

The political environment of country must be silartthe growing
up industrial sector. Investors can invest freelthviheir wishes

and their growing market for business.
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Calculation of Total Dividend of BOK

Annex-I

Total Dividend = Cash Dividend+% Stock Dividend x Next Year MPS

2009/10

2010/11

2011/12

2012/13

15

16.75

21.32

0.74

+

+

15

18

5

14

*

570

628

553

564

100.5

129.79

48.97

79.7
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Annex-ll
Calculation of Total Dividend of SBI

Total Dividend = Cash Dividend + % Stock Dividend XNext Year MPS

2009/10 = 5 + 125 * 565 = 75.62
2010/11 = 5 + 125 * 635 = 84.37
2011/12 = 5 + 125 * 850 = 111.25
2012/13 = /75 + 125 * 1280 = 167.5
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Annex-Il

Calculation of Total Dividend of SCBNL

Total Dividend

= Cash Dividend + % Stock Dividend XNext Year MPS

2009/10

2010/11 =

2011/12

2012/13

= 55

50

= 45

= 40

15

15

10

1800

1799

1820

2799

325

50

318

320
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Annex-I1V

Calculation of Beta Coefficient of the Common Stoclkf BOK

Year (R-R)) (RmRm) | (R-R)) (Rm-Rm)
2010/11 -0.23657 -0.5036 0.11914
2011/12 0.20408 -0.2235 -0.04561
2012/13 -0.05333 0.0351 -0.00187
2013/14 -0.08582 0.6921 -0.05939

Total 0.01227

We have,

COV (RrRy) = H=F2EMEm) - 292227 = 0,00409
Beta ) = 2V 0000 g

Where,

n = number of observation

o’m = variance of market return, (0.51)

R, = return of stock of BOK
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Annex-V

Calculation of Beta Coefficient of the Common Stoclof SBI

Year (R--Rj) (Rm-Rm) | (RiR]) (Rm-Rm)
2010/11 -0.03914 -0.5036 0.01971
2011/12 -0.05226 -0.2235 0.01168
2012/13 0.15879 0.0351 0.00557
2013/14 0.32254 0.6921 0.22322

Total 0.26018

We have,

COV (RrRy) = HALEm-E™) - 225928 - 0 08673
Beta ) = 2SI, 0007 g 55

Where,

n = number of observation

o’m = variance of market return, (0.51)

R, = return of stock of SBI
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Annex-VIi

Calculation of Beta Coefficient of the Common Stoclkf SCBNL

Year (R-R)) (RmRm) | (R-R)) (Rm-Rm)
2010/11 -0.48162 -0.5036 0.24254
2011/12 -0.02137 -0.2235 0.00478
2012/13 -0.01191 0.0351 -0.00042
2013/14 0.51492 0.6921 0.35638

Total 0.60328
We have,
COV (RrR,) = BIZRI@m-=m) _ 260328 _ (y 50109

n—1 4-1

COV (Rj-Rm) _ 0.20109

Beta f}) = o m 0.2601 Q.77
Where,
n = number of observation

o’m = variance of market return, (0.51)

R, = return of stock of SCBNL
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Annex-VII

Calculation of Weighted Average Beta

Banks Betd}) | Market Capitaliation Weight(\W) | W, x B;
BOK 0.01 8306427071 0.1135| 0.00114
SBI 0.33 30213622920 0.4125] 0.13613
SCBNL 0.77 73235272077  0.4740] 0.36498
0.50225

Weighted average beta= > W, x ;= 0.50225

Hence, the weighted average beta of the sharesletted banks is
0.50225.
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