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Abstract

This internship is conducted at 1m3 Investment Management Services Pvt. Ltd., which is one of thf:
leading service providers in the field of Capital Market in Nepal. It provides the most detailed analysis
of the portfolio and helps in making decisions on the go, anywhere, anytime. 1 completed the
cooperative education here at IMS. This report includes all of my activities performed dun_ng the
tenure of my cooperative program. My job detail basically includes Data entry, analysns.and
interpretation. Every quarter all the listed companies in NEPSE publish their report on National
Daily, based on that report I enter the data into excel sheet. After that I compile the major indicators
of performance and if not given I compute them for analysis. All the data are compiled in one sheet
for ease in comparison. Based on the indicators, the companies are analyzed (1) with its past
performance (2) with its competitors. For example; all the listed commercial banks are compared
and analyzed in one article. Post analysis, a news story is created in a manner that is understandable
to normal investors and layman explaining the current performance of the companies being

analyzed and the industry as a whole.
Finally, after the proofreading and editing is done by my project supervisor, the story is uploaded in
the website, sharesansar.com.

During the tenure of my internship, I got an opportunity to apply the skills and knowledge that | had
acquired in college. Being a finance major student and having a keen interest in capital market, this

time has been really fruitful to me. Apart from learning how to do fundamental and technical analysis * o
of companies I also have learned soft-skills that will remain with me forever. Mf’w

Keywords: Research and Media officer/ Online Financial portal/ Software developer/ Brokerage
Sfirm/ Merchant banker
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Chapter 1: Introduction

1. Company profile

/
<

Picture 1: Company Logo

Investment Management Services Pvt. Ltd. (IMS) is an investment management
company. It is one of the leading service providers in the field of Capital market
in Nepal. It provides the most detailed analysis of the portfolio and make
decisions on the go, anywhere, anytime. It was established by three friends on
2011. It has been serving its clients and well-wishers for 7 years now.
ShareSansar is one of its subsidiary that publishes financial news in its website
about the capital markets and also the analytical research-based stories. It is the
no. 1 online financial portal of Nepal. ShareSansar also provides training classes
about the capital market. There are two types of courses provided: Fundamental
or Basic training and Technical Analysis training. Also, IMS has been
developing software like Margin Pro, Portfolio Tracker and ShareSansar.com
itself. IMS has also been providing brokerage services through a broker,
Creative Securities (Broker No. 40). It has now launched a Merchant Bank
namely, Aakash capital. Aakash Capital is limited to Portfolio Management for
now and are planning for Issue Manager and Share Registrar.

a. Organization structure

The organization structure of Investment Management Services is shown below.
Here, IMS has 4 different operations. Sharesansar.com being Nepal’s no. 1
online financial portal that provides financial news to its viewers and investors.
IMS also develops software. Sharesansar.com, Portfolio tracker, and Margin
Pro are some of the software developed by IMS. IMS has also been providing
brokerage services through a broker, Creative Securities (Broker No. 40). It has
now launched a Merchant Bank namely, Aakash capital.
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Figure 1: Organization structure

b. Organization Hierarchy

There is 3 Board of Directors at Sharesansar. Project manager and Human
resource works under BOD. Project manager manages the media and research
team as well as Information technology. Accounts, Clerical & compliance and

Reception & support works under Human resource.

My designation here at IMS Investment Management Services Pvt. Ltd., was
Research/ Media Officer and worked in Research and Media Department. |

worked under the Project Manager.



The hierarchy at Sharesansar is shown below.

BOD
and Management
Project Manager Human Resource
Media Information CIen:aI Reception
and Technology Accounts Comar:iance and
Research i Upport

Figure 2: Organization hierarchy

2. Objectives of the study

iii.
iv.

V.

Vi.

To gain experience in capital market and stock trading.

To fulfill the BBA program by the completion of COOP education
required by the university.

To apply the knowledge gained in the class into the professional life.
To provide the latest financial news to the investors regarding the stock
market i.e. NEPSE.

To cope up with the new innovations and the colleagues according to
the new trends in the market.

To analyze the data (financial reports) and presenting my views
regarding the outcomes of my research for the investors.



3.

4,

.
ii.
iii.
iv.
V.

5.

iv.

Problem statement

The internship has been performed as a requirement of the course for the
completion of the undergraduate degree at Siam university. This is a part of
curriculum to complete a three-month internship for the better
understanding of a corporate industry and gain experience of working in an
actual market before the completion of the undergraduate degree. This
internship also provides an opportunity to seek, identify and further develop
and appropriate level of professionalism among the students.

This report is about the company analysis and capital market. It talks about
how investors need to analyze the company before investing in them. This
report includes my research on the companies listed in Nepal Stock
Exchange (NEPSE) and a hypothetical portfolio of the companies of the
same. The gist of this report is to implement theoretical knowledge obtained
from lectures, projects, books etc. in the practical world in order to broaden
the knowledge by working in different fields of study and performing in the
real world. In practical world, the stated theory knowledge may not be
implemented accordingly. The provided financial news through analysis
doesn’t suggest the investors to act according to the information from the
article.

Investors are mostly depended on the financial news. They need all the
information of the companies before investing. People view the news
published on website i.e. sharesansar.com and take decisions according to
the news published which is wrong. The analysis made for publishing the
news may not always be correct. It might be the analysis of only few factors.
Investors must not be fully depended on the news and must analyze the
companies by themselves before making investment decisions. Here, at
IMS, Sharesansar also offers fundamental analysis as well as technical
analysis training of the stocks.

Expected outcomes
Demonstrate an understanding of professional and ethical practice.
Development of professionalism and work ethics.
Improve communication skills as well as team work
Experience on corporate work practices.
Ability to read and understand financial statements

Limitation of the study
The market is never consistent.
Time constraint
The projected outcomes vary with the actual results. (i.e. the share price
or the Index)
The companies may not provide the actual data.



Vi.

The analysis is fully based on secondary data so the accuracy of data is
a major concern

Only 3™ quarter report of FY 2073/74 and 3™ quarter report of FY
2074/75 of commercial banks are taken.



Chapter 2: Literature review

1. Main theory and concept applied alongside with the given job
description

a. Nepal Stock Exchange (NEPSE)

Nepal Stock Exchange is the only Stock Market of Nepal. It was established
under the company act, operating under Securities Exchange Act, 1983. Its
first trading floor was opened on January 13, 1994. The shareholders of
NEPSE are Government of Nepal, Nepal Rastra Bank and Nepal Industrial
Development Corporation. The objective of NEPSE is to impart free
marketability and liquidity to the government and corporate securities by
providing transactions in its trading floor through member, market
intermediaries, such as broker, market makers etc. (NEPSE, 2018)

b. Financial Management
Financial management is the science of fund management. It includes
saving money and often includes lending money which deals with the
concept of time, money, and risk and how they are interrelated. It also deals
with how money is spent and budgeted. Traditionally, financial
management was considered a branch of knowledge with focus on the
procurement of funds. The core of modern approach evolved around, is
procurement of the least cost of funds and its effective utilization for
maximization of shareholders’ wealth.
Capital is the investment supplied by the investors to the corporation. The
fund is raised by corporation from the investors. The main job of financial
manager is to raise fund for a corporation, maximize the wealth of
corporation, meet the interests of investors who supplied capital in the
corporation. The capital structure is the mix of the long-term sources of
funds used by the firm. The primary objective of capital structure decision
is to maximize the market value of the firm through appropriate mix of long
term sources of the funds.
The primary objective of capital structure decision is to maximize the
market value of the firm through appropriate mix of long term sources of
the funds. Capital structure that minimizes the firm’s cost of capital and
thereby maximizes the value of the firm. Minimum return that must be
generated by a corporation from the use of fund supplied by investors in
each source of capital is given as:

K

S
=K Ers T Es
i.WACC = (Kd)(1 — t)(Wd) + (Ke)(We)




(Dhakal, 2016)

Capital Asset Pricing Model (CAPM)

The capital asset pricing model (CAPM) is a model that describes the
relationship between risk and expected return that is used in the pricing of
risky securities. The CAPM says that there is a positive relationship between
the s expected returns of the stocks and its systematic risk, beta. It is widely
used in a) Corporate Project Valuation b) Portfolio Management c)
Evaluating Portfolio Managers d) Cost-of-capital determination. The failure
of the CAPM implies that the market portfolio is not efficient. (CAPM and
Empirical evidence, 2016)

Although the empirical evidence on the CAPM is mixed, it is widely used
because of the valuable insights it offers and its accuracy is satisfactory for
most practical applications. This relationship between expected returns and
risk is very useful because of two important things. Firstly, it produces a
benchmark for evaluating various investments. Secondly, it helps us to make
an informed anticipation about the return that can be expected from an asset
that has not yet been traded in the market.

E=rf+[3a'[ Fm-rf]'

Where:
't = Risk free rate
Pa = Beta of the security

lm

Expected market return (investopedia, 2016)

Risk-free rate is the rate of a government bond of a country. In case of Nepal,
Nepal Rastra Bank issues the Treasury bills. The measure of risk, by
measuring fluctuation of the stock prices relative to the base market is Beta.
(CFI, 2018). The long-term assumption about how the investment works
over its life is expected return.

Company analysis

The process carried out by investors in order to evaluate securities, gather
information regarding to the company’s profile, products and services as
well as profitability is known as Company Analysis. It can simply be called
‘fundamental analysis.” A company analysis consists the basic information
of the company i.e. mission statement and manifestation and the goals and
values. History of the company is also considered by the investors during
the process of company analysis focusing on events which have contributed
in shaping the company.



The steps for conducting company analysis are:

Determining the type of analysis that would be suitable for the selected
company

Researching well regarding the methods for analysis. Also, for company
analysis, expected outcomes must be understood. It is vital in making
the right choice for the method of analysis.

Implementation of the selected method for conducting financial
analysis. It should include internal as well as external factors affecting
the business.

Use of statistics can be used as a support the major findings.

The final step is reviewing the results. The corrections are made to the
weaknesses. Company analysis is used in concluding issues and
determining the possible solutions. It is conducted to reflect an image of
the firm at a specific time, hence providing the best way of upgrading
firm, internally as well as externally. (Ready Ratios, n.d.)

The two types of company analysis are:

Fundamental analysis

Fundamental analysis is a method of valuing securities such as stocks and
bonds, that attempts to discover their true value by examining related
economic and financial factors. Macroeconomic factors such as the overall
economy and industry conditions, and microeconomic factors such as
financial conditions, and company management are studied by the analysts.
(Investopedia, n.d.) It is a stock valuation method that uses financial and
economic analysis to predict the movement of stock prices. The analysis
attempts to find the intrinsic value of a security that helps investors to make
decisions. The fundamental information that is analyzed can include a
company’s financial reports and non-financial information such as estimates
of the growth of demand for products sold by the company, industry
comparisons, and economy-wide changes in government policies, etc. The
factors that are required to be looked into in fundamental analysis are:
Revenues, expenses and income, Growth prospects for the company,
competitiveness and expected return on equity or assets. (Glen, 2018)

Technical analysis

Technical analysis is a trading tool employed for evaluating securities and
try to forecast the future movement by analyzing statistics gathered through
trading activity like price and volume movements. It focuses on charts of
price movement and various analytical tools to evaluate stock’s strength or
weakness and forecast future price changes. This analysis is used to attempt
to forecast the price movement of virtually any tradable instrument that is
generally subject to forces of supply and demand that includes stocks,
bonds, futures and currency pairs. It can also be viewed as the study of
supply and demand forces in the market price movements of a security. It



predicts the short-term price travels which is important criteria for selecting
the company to invest. Technical analysis is done only after deducing a trend
and judging the future movement of the stock on the basis of the trend. It
assumes that the market is efficient and the price has already taken into
consideration the other factors related to the company. (S.Ramprasad, 2010)
Commonly used technical indicators include trendlines, pivot point, moving
average convergence divergence (MACD) indicator. (Investopedia, n.d.)
The factors for technical analysis are Historical pricing of the stock, trading
volume over time and industry trading trends. (Glen, 2018)



Chapter 3: Methodology

1. Roles and responsibilities assigned by the company

a. Work with Research/Media Department for development of research-based
content
All the public companies listed in NEPSE require to publish the quarterly
reports every year. They need to publish all four quarterly reports every
three months. These reports are published on a daily newspaper, company’s
website, financial newspaper, etc. For the research purpose, the data from
these reports are recorded in Microsoft Excel. Then, these data can be
compared with the previous Fiscal Year’s data for the analysis.

b. Coordinate with IT Department for financials data entry of companies listed
in Nepal Stock Exchange
For publishing the data collected, a standard format is created for the entry
of the data to the website. The data collected is recorded in a standard format
in Microsoft excel and checked thoroughly. These data are uploaded to the
software for the analysis purpose.

Collection of data

a. For Company analysis
The method of data collection was only Secondary method. The data was
extracted from the newspaper and the website. Two websites were used for
the data collection. Sharesansar.com and merolagani.com. Sharesansar
uploads the financial reports of the companies every day when it is
published by the companies.

"%, Announcement List - || S X T R S — X

age=34 WGy ®

& SIAM »  Tuitter

C ) | @ sharesansar.com/announceme
5 Apps J Bookmarks [ Hotmail [f] Facebook

Gmail @ YouTube (@ Instagram [§] Linkedin Quarterly Data Entr, & SS Data Entry - Go

j Kamana Sewa Bikas Bank Limited has allotted its 10:1.5 ratio right shares to its shareholders on 4th Baishakh, 2075.

United Finance Limited has posted net profit of Rs 50.77 million and published its 3rd quarter company analysis of the
fiscal year 2074/75.

Srijana Finance Limited has posted net profit of Rs 55.83 million and published its 3rd quarter company analysis of the
fiscal year 2074/75.

NIC Asia Bank Limited has posted net profit of Rs 932.75 million and published its 3rd quarter company analysis of the
iscal year 2074/75.

ursday. April 19, 2018]

Rural Microfinance Development Centre Limited has published its annual financial highlights of the fiscal year 2073/74

A A A A A

Tinau Bikas Bank Limited is distributing 10% bonus directly to DEMAT accounts of its shareholders and has urged to
dematerialize their shares.

Pokhara Finance Company Limited has published a notice regarding bid opening date of 80,348.27 unit promoter shares
and 99,129.47 unit ordinary shares in auction to the general public on today (6th Baishakh, 2075).

A

Picture 1: Screenshot of data collection method (Sharesansar.com, 2018)



b. For hypothetical portfolio

The stocks picked for the hypothetical portfolio are listed companies in
Nepal Stock Exchange (NEPSE). Treasury bills provided by Nepal Rastra
Bank (NRB) is taken as the risk-free rate. NEPSE index is taken as a base.
The stocks picked for the hypothetical portfolio has been diversified by
taking 3 of the Commercial banks, 1 manufacturing company, 1 hotel, 1 life
insurance company, 1 mutual equity fund, 1 finance company, 1
hydropower company and 1 categorized as others namely Nepal
Doorsanchar Company (NTC).

The historical weekend price data/indices of the stocks were taken from
website of Nepal Stock Exchange, Sharesansar.com and merolagani.com.
The risk-free rates i.e. 91 days T-bill rates is taken from the website of Nepal
Rastra Bank Limited (NRB), the central bank of Nepal.

For the prediction of hypothetical portfolio, the following steps are taken:
i. Calculate % return of each stock between each weekend and
annualize them.

Weekly return=

Current price—Historical price

Historical price
For annualized return,

Annualized return = (1+weekly return) 252 — 1

ii.  Calculate average return (Expected Return), Variance, Standard
Deviation of Returns, CV, Highest Value, Lowest Value, Range of
the returns of each stock.

RB—RA
RA

Expected return =

To calculate the standard deviation of the stocks and NEPSE, given
formulae is used,

Standard Deviation (sm) = Vem?= v [Ypi [Rm-E(Rm)]?]

iii. Calculate % return of NEPSE index between each weekend and
annualize them.

iv.  Calculate average return (Expected Return), Variance, Standard
Deviation of Returns, CV, Highest Value, Lowest Value, Range of
the returns of NEPSE Return.

v.  Calculate average risk-free rate (91 days T-bill rate) and annualize
them.

vi.  Calculate average (Rm— Ry) over the period. Rm is the average NEPSE
return over the period.



Chapter 4: Results and discussion

1. Contributions of student made during the internship

As a Media/Research Officer at IMS, | was assigned to do the data entry of the
company’s financial statement and analyze them and publish the results as a
news article. Example of the article is given below.

See the performance of all 28 commercial banks as per their financial
statement of Q3 FY2074/75; Rastriya Banijya Bank, NIB, Nabil and
Nepal Bank lead on major indicators

The type of financial institution accepting deposits, granting loans and offers
account services and makes business, personal and mortgage loans, provides
products like certificate of deposit and savings account to businesses and
individuals is known as a Commercial Bank. It makes money by floating loans
to various individuals and institutions.



Table showing Capital, Reserve and Net Profit

Capital (Rs. In Arba)

Reserve (Rs. In Arba)

Net Profit (Rs. In Arba)

Symbol 1o 7475] Q3 7378 | 0 A8 o3 ar7s | Q3 7374 | SN 3 Ta7s [Q3 7374 ChAnEE
NIB 10.74 8.75 22.83 10.98 9.96 1024 2.87 238 | 2065
GBIME 8.89 7.24 2.72 3.03 3.12 26.05 1.46 148 A2
CCBL 8.63 3.69 134.06 121 0.93 29.96 0.63 031 | 102.63
RBB 8.59 8.50 0.00 4.98 200 | 13781 3.08 208 | 4852
ADBL *8.51 7.09 20.00 9.65 8.39 14.99 1.79 157 13.56
LBL 8.22 3.16 160.26 217 433 | -49.90 0.80 057 | 41.04
SRBL 8.15 5.45 49.50 249 201 23.95 0.95 0.86 1121
HBL 8.11 6.61 22.67 5.20 451 15.35 161 154 4.99
EBL 8.11 461 75.99 5.85 5.43 773 1.80 1.53 18.19
NBB 8.09 5.51 46.68 3.06 2.86 7.20 0.71 083 | -14.18
MBL 8.06 6.60 22.08 1.79 176 1.97 0.82 101 | -1891
SBI 8.05 4.98 61.50 4.18 311 34.29 138 110 | 2518
NABIL 8.04 6.19 30.03 8.87 8.00 050 2.80 2.68 431
NBL 8.04 7.46 7.82 5.8 276 | 11617 2.57 252 2.06
PCBL 8.03 5.79 38.68 2.66 1.01 39.26 136 0.88 53.87
CZBIL 3.03 5.88 36.70 236 217 877 0.09 0.87 14.14
NICA 8.03 636 26.32 3.02 3.07 136 0.93 114 | -18.00
SBL 8.01 5.25 52.59 3.79 282 34.26 127 0.96 3242
SCB 8.01 3.75 113.64 5.36 184 10.82 151 106 | 4185
PRVU 8.00 5.88 36.04 341 1.89 80.19 0.87 145 | -40.02
SANIMA 8.00 531 50.80 227 1.74 30.66 122 0.95 28.37

8.00

4.65

72.20

Table 1:Capital, Reserve and Net Profit

NOTE:

1.37

0.84

63.06

0.58

Table is sorted in descending order i.e. highest capital being first.

ADBL’s preference share capital is excluded.

Net Profit highlighted with green represents highest among banks.

0.38

50.76

Banks and Financial Institutions (BFIs) must publish financial statement every
quarter with which stakeholders of the company make analysis and know the
details about the company performance. Financial statements are the only
authorized report as published by the respective company via which plays a
crucial role in decision making for making an investment. It contains all the
major fundamentals of the company.

All 28 commercial banks have published their financial statements of their
performance till Chaitra 2074 i.e. Q3 FY 2074/75. For the ease of investors and
visitors of our site, we came out with news which summarizes all the major
fundamental factors that one must go through before pouring their hard-earned
money. This article focuses on major factors like Capital, Reserves, Net profit,
EPS, Net Worth and Price Earning (P/E) ratio.




Rastriya Banijya Bank, Nepal Investment Bank, Nabil Bank, Nepal Bank and
Everest Bank have been able to be the top 5 highest profit makers until the end
of third quarter.

As per the minimum capital requirement directed by the Nepal Rastra Bank,
commercial Banks must raise their paid-up capital to NRs. 8 billion. The
methods used by the banks for raising their capital to NRs. 8 billion are Mergers
and Acquisition, issuing right shares, bonus shares and issuing Further Public
Offering (FPO).

According to the third quarter report of the commercial banks, 22 of the
commercial banks have been successful in meeting up the required capital.
Nepal Investment Bank Limited (NIB) stands first raising its capital to NRs.
10.74 Arba. 6 of them are still in the process of meeting up the required capital.
Mega Bank Limited (MEGA) has undergone in the merger process with
Tourism Development Bank Limited (TDBL). It will meet its capital
requirement after this merger process. Other five commercial banks will be
issuing right shares, bonus shares, FPOs or may go into merger process for
meeting up the capital requirement.

In terms of Reserve, NIB has highest reserve of Rs 10.98 arba which is followed
by ADBL with reserve of Rs. 9.65 arba which is strongest part of these giant
banks. CCBL with only Rs 1.21 arba has lowest reserve among 28 banks which
signifies that it is the weakest bank in terms of reserve.

After meeting the capital requirement, most of the banks succeed to hike their
net profit as well, but the growth with respect to capital increase seems
unsatisfactory as growth of net profit is comparatively lower with respect to
capital increase which directly results into diminish in Earning Per Share (EPS).
The growth of the banks cannot be seen as only 4 commercial banks were
successful to gain net profit more than NRs. 2 arba namely Nepal Investment
Bank Limited (NIB), Rastriya Banijya Bank Limited (RBB), Nabil Bank
Limited (NABIL) and Nepal Bank Limited (NBL). RBB is the only commercial
bank not listed in Nepal Stock Exchange (NEPSE) but it stood on top of the
table in terms of Net profit i.e. NRs. 3.08 arba. Civil Bank Limited (CBL) has
earned lowest net profit of Rs 36 crore among the 28 commercial banks.



Table showing major fundamental ratios
EPS (in Rs.) Net Worth per Share P/E
Symbol 1 7475[03 73/74h/° Change 3 74/75| Q3 73/74 " CRangd Rutio
RBB 4788 | 3224 | 4852 : 124.37 27.00 -
NABIL | 4640 | 5785 | -19.78 230.84 891 | 2131
NBL 4257 | 4497 -5.34 137.06 27.18 |
NIB 35.60 | 36.24 S 213.86 -5.46 | 18.74
NMB 3049 | 25.08 21.57 163.00 16.06 | 14.60
EBL 20.66 | 44.17 | -32.85 217.96 -20.99 | 26.87
HBL 2648 | 3094 | -14.40 168.18 2.42 | 23.03
SCB 25.12 | 37.84 | -33.60 229.03 271
ADBL 2420 | 2963 | -18.33 218.35 2251 | 19.70
SBI 2201 29 57y 4lVES53 162.47 -6.50 | 24.01
PCBL 2255 | 2032 10.97 132.98 0.10 | 13.08
GBIME | 2189 | 2717 | -19.42 143.08 0.82 | 14.20
SBL 21.09 | 2430 | -1321 153.76 -420 | 14.46
SANIMA 23.80 | -14.89 132.81 -3.30 | 17.67
BOKL 21.00 | -16.22 153.94 574 | 18.98
CZBIL 19.78 | -16.52 1136.97 -5.52 | 15.75
SRBL 2098 | -25.62 136.83 -4.60 | 15.64
NICA 2388 | -35.15 148.21 713 | 20.86
NCCB 77 | 224.53 1 10.38 | 21.06
KBL  -5.85 8.96 | 15.86
PRVU 3278 | -55.92 7.90 8.05
MBL 2031 | -33.57 -3.47 | 16.75
| -45.81 -46.69
-9.16

Table 2:Fundamental Ratios

Note:
Table is sorted in descending order i.e. highest EPS being first.

The closing price provided in the financial reports is taken into
consideration for the calculation of PE Ratio.

MEGA Bank’s LTP before merger has been taken into consideration. Its
adjusted P/E will be 29.47 times.



In terms of EPS, Rastriya Banijya Bank Limited (RBB), Nabil Bank
Limited (NABIL) and Nepal Bank Limited (NBL) stood on top 3 with an
annualized EPS of Rs. 47.88, Rs. 46.40 and Rs. 42.57 respectively in the
third quarter of FY 2074/75. Nepal Investment Bank Limited (NIB)and
NMB Bank Limited (NMB) have EPS greater than Rs. 30.

10 banks—namely Everest Bank Limited (EBL), Himalayan Bank Limited
(HBL), Standard Chartered Bank Limited (SCB), Agriculture Development
Bank Limited (ADBL), SBI Bank Limited (SBI), Prime Commercial Bank
Limited (PCBL), Global IME Bank Limited (GBIME), Siddhartha Bank
Limited (SBL), Sanima Bank Limited (SANIMA) and Bank of Kathmandu
Limited (BOKL) were successful in maintaining EPS greater than Rs. 20.
Similarly, 4 banks, Century Commercial Bank Limited (CCBL), Janata
Bank Nepal Limited (JBNL), Mega Bank Limited (MEGA) and Civil Bank
Limited (CBL) have EPS less than Rs. 10.

Nabil Bank Limited (NABIL) topped among 28 banks in terms of Net worth
per share with Rs. 210.27 where it has P/E ratio of only 21.31 times and
Nepal Investment Bank Limited (NIB) stood second with net worth per
share of Rs. 202.18. Century Commercial Bank Limited (CCBL) stood at
last with Net worth of Rs. 114.04. MEGA & SCB have highest PE ratio i.e.
47.33 times and 34.03 times in third quarter report of 2074/75.

. Learning process
Practice is the key to learning. The process of my learning at IMS can be
briefed as below.

First of all, I was guided by my supervisor. | was responsible for data entry
of the financial reports of the listed companies in NEPSE. By collecting
those data, | needed to analyze them. | used Microsoft excel for recording
the data. After analyzing, a news article is prepared and then published in a
website i.e. Sharesansar.com.

For the hypothetical portfolio, | used the guidelines provided in the
classroom. | collected the data from the website of Nepal Rastra Bank
(NRB), Sharesansar.com, merolagani.com, etc.

In order to carry out the job, my classroom knowledge came of great help.
A lot of the theories and formulas were indirectly supporting me in
determining the factors | need to look into. However, in the course of
learning | also came across the gap between the theory and practice.

. Project
During the internship tenure, 1 also developed a hypothetical portfolio of the
stocks of the companies listed in NEPSE.



a. Activities

Choosing 10 stocks of 10 different companies listed in Nepal Stock
Exchange.

Noting at least recent 70 to 80 historical weekend price data/indices of
these stocks.

Noting at least 70 to 80 historical weekend NEPSE index — of the same
weeks for which you’ve noted the price/indices of the 10 stocks.

Noting at least 5 recent historical risk-free rates (91 days T-bill rate
issued by Nepal Rastra Bank.

b. Companies Selected:

Agriculture Development Bank Limited (ADBL)
Unilever Nepal limited (UNL)
Soaltee Hotel Limited (SHL)

iv.  Nepal Doorsanchar Company Limited (NTC)
v.  Chilime Hydropower Company Limited (CHCL)
vi.  Goodwill finance Limited (GFCL)

vii.  Nepal Life Insurance Company (NLIC)

viii. Nabil Bank Limited (NABIL)
ix.  Global IME Bank Limited (GBIME)
X.  Nabil Equity Fund (NEF)

Activities:

Calculation of the expected return and variance/standard deviation of the
portfolio is depended on the followings:

Matrix Method of calculating Portfolio Variance and Standard
Deviation

Expected return of each stocks chosen over the period
Standard deviation of each stocks’ return chosen over the period
Weights as given above for the stocks chosen

Covariance (or correlation coefficient) between each stock pairs.

All the calculations were done in Microsoft Excel. The expected return,
variances, standard deviation, range, Coefficient of Variance, and Risk
premium are calculated and formed a table.

The descriptive statistics is shown below.



Expected Variance Standard Highest Lowest Range CV Risk
Return Deviation Value  Value Prem.
ADBL 0.00 0.00 0.05 0.18 -0.10 028 -
71.42
UNL 0.01 0.00 0.03 0.08 -0.10 0.18  3.26
SHL 0.02 0.03 0.17 0.43 -0.31 0.75  7.50
NTC 0.00 0.00 0.03 0.15 -0.09 0.24 18.39
NLIC 0.01 0.01 0.09 0.73 -0.16 0.89 12.32
CHCL 0.01 0.00 0.02 0.08 0.00 0.08 1.54
NABIL 0.00 0.00 0.06 0.19 -0.19 038 -
28.96
GBIME 0.00 0.00 0.05 0.16 -0.21 0.37 -
12.61
GFCL 0.03 0.04 0.21 0.61 -0.34 095 7.89
NEF 0.00 0.00 0.01 0.04 -0.03 0.07 6.50
NEPSE 0.01 0.00 0.03 0.10 -0.10 021  4.66
-0.31
Risk Free 0.31
Rate

Table 3: Table showing expected returns, standard deviation, CV, risk premium, etc.

Co-relation

ADBL
UNL
SHL
NTC
NLIC
CHCL
NABIL
GBIME
GFCL
NEF
NEPSE

ADBL UNL
1.00

-0.44 1.00
029 -0.91
045 0.34
-0.23 0.82
054 -0.63
0.37 -0.16
0.62 -0.61
0.37 -0.76
029 0.52
032 057

SHL

1.00
-0.39
-0.83
0.58
0.03
0.50
0.78
-0.63
-0.63

NTC NLIC CHCL NABIL GBIME GFCL NEF NEPSE

1.00
0.35
0.30
0.24
-0.04
-0.29
0.71
0.85

1.00
-0.53
-0.02
-0.33
-0.60
0.57
0.53

1.00
0.27
0.37
0.42
0.02
0.10

1.00
0.59
0.18
0.10
0.23

1.00
0.56
-0.30
-0.19

1.00
-0.58 1.00
-0.50 0.84 1.00

Table 4: Co-relation matrix



Correlation means the relationship between the two stocks. Here, positive
correlation means the stocks moves along with each other and negative
correlation means that the stocks moves in the opposite direction. Which means
that suppose, the correlation of stocks ADBL and UNL is -0.44 which means
that if the stock price of ADBL increases, the price of UNL decreases, and vice-
versa. Also, the correlation of stocks ADBL and SHL is 0.29 which is positive
hence, they move along with each other stating increase in price of one stock
means increase in the price of other and decrease in price when one

of the stock’s price decreases.

Covariance
ADBL UNL  SHL NTC NuC cHeL  Mp®! GBE”V' GEC NEF NEEPS
AD © 20841 1076, .. .. 44304 14642, 65952 5589 235 2201
L 100 4 |eseddroy 3 12 2% 55 4 3 1 17
6.37 98
ULN 11583  1c00 19802 iogg %%ng 20825 20420 22365 40057 3?‘;% 3;’21%2
9.11 765l 45 : 486 917 994 80 > :
SHL 82649 19802  1.00 4974 25286, 20739'8 375.05 19989'2 442"5 332 3603,
7.25 1 82 2 9
NT 40934, - 5775.4 1799.7 - 202 2656
c B . IO e T Wt T 6 05
NCL' 8583.1 2720517 25286. tlgg 100  24668. 26462 16869. 4405 388f' 33?35;
3 : 82 : 90 0 79 41 :
CH 23803 L. 20198 5960 Lo .o 55709 22500 3684 o, 8907
cL 5 3 3 7 5 9 7
4.86 90
NA 61948 g 1799. . 5570.9 13807. 609.8 29.1  7683.
NA OB 2040 arsos M aeae2 OO TN 5 : o
9.17 0
fAB EI 30226.1 N, 19%9.2 BT 225;9.0 1358§7. N 533.8 o5 1833
9.94 : 79 0 15
GFC y - y - -
25627 40057, 44354 44054 36849 609.86 53985 1.00 697.0
L o goar 9 31
NEF 1833 24%3'7 3322 2026 38081 194 2018 2650 737 100 ‘000
NEP 22011 30252 - 2656. 38753. 7683.0 ' : 106.
o ) o 36%3.9 o % soorr 1% 183;3.1 69;.0 o 100

Table 5: Covariance matrix



Variance-Covariance Matrix

Stock 1 Stock 2 Stock 3 Stock 4 Stock 5
(ADBL) (NEF) (GFCL) (CHCL) (NTC)
Stock 1
(ADBL) 0.0044
Stock 2
(NEF) 0.0002 0.0004
Stock 3
(GFCL) -0.0003 -0.0020 0.1063
Stock 4
(CHCL) 0.0000 -0.0001 0.0007 0.0002
Stock 5
(NTC) 0.0011 -0.0001 0.0006 0.0000 0.0026
Average -0.071% 0.175% 1.970% 1.092% 0.169%

Table 6: Variance/ Co-variance Matrix

The matrix that contains the variances and covariances associated with several
variables is known as a variance-covariance matrix. The elements in diagonal
in the matrix contain the variances of the variables and off-diagonal elements
contain the covariances between all possible pairs of variables.



Labelling each of the company is done as Stock 1, 2, 3, 4 and 5. Henceforth,
the label given to these companies will not change.

Portfolio of 5 Stocks

Expected Weights Available  Amount Closing No. of

Return Fund Allocated  Price  Shares
(S/;o[(): :; E) 0.0044 10% 10000000 1000000 588 1701
(SI{IOI;E)Z 0.0004 20% 10000000 2000000 159 125786
(Séolf (l:( S 0.1063 20% 10000000 2000000 214 9346
(S(t:?_(I:(I; r_l) 0.0002 20% 10000000 2000000 2,738 730
(SI:IQI":(%)S 0.0026 30% 10000000 3000000 700 4286

Total 0.1139 100% 10000000 141849
Table 7: Hypothetical Portfolio of 5 stocks

After the selection of portfolio, the following activities is performed:

1. Calculation alpha and beta of each stocks by regressing it with the market
return data within the period.

i.  Market return is taken as independent variable and stock return as
dependent variable in each case and regression of these two variables
is done to find out alpha and beta.

Alpha Beta
ADBL -0.002 0.277
UNL 0.008 -0.048
SHL 0.023 0.212
NTC 0.002 0.066
NLIC 0.008 -0.142
CHCL 0.010 0.137
NABIL -0.004 0.571
GBIME -0.005 0.197
GFCL 0.024 -1.305
NEF 0.002 0.064

Table 8: Alpha and beta of the Stocks

The companies with beta=0 means that there is no risk and which is not possible.
Hence, with beta 0 it doesn’t move along with the market.



2. The standard error of estimation for alpha and beta calculated for each stock is

found out.

Standard Error
For Alpha 0.003256
For Beta 0.15778

Table 9: Standard error

3. CAPM equation (SML) is used to find out required rate of return for each stock
and compare it with the expected (average) return to find which stock is
overvalued and which stock is undervalued.

Required  Expected

Stocks Beta Alpha Return Return Status

ADBL 0.28 -0.002 2.26 -0.09 Over Valued
UNL -0.05 0.008 0.63 0.82 Under Valued
SHL 0.21 0.023 1.93 2.34 Under Valued
NTC 0.07 0.002 1.20 0.17 Over Valued
NLIC -0.14 0.008 0.15 0.75 Under Valued
CHCL 0.14 0.010 1.56 1.08 Over Valued
NABIL 0.57 -0.004 3.74 -0.28 Over Valued
GBIME 0.20 -0.005 1.86 -0.43 Over Valued
GFCL -1.31 0.024 -5.70 -2.04 Under Valued
NEF 0.06 0.002 1.19 0.18 Over Valued

Table 10: Overvalued and Undervalued stocks

c. Portfolio Management and Evaluation:
I.  With respect to the numbers of 5 stocks in the portfolio, we find out the
value of the portfolio on last Monday (1% March) (if stock market was

closed last Monday, first day of trading on that week is taken)

Chosen 5 Stocks

Expected Weidhts Available  Amount  Closing  No. of

Return g Covariance Fund Allocated Price Shares

Stock 1 0
(ADBL) 0.0044 10% 0.121 10000000 1000000 588 1701
Stock 2 0
(NEF) 0.0004 20% 0.002 10000000 2000000 15.9 125786
Stock 3 0
(GFCL) 0.1063 20% 99416.23 10000000 2000000 214 9346
Stock 4 0
(CHCL) 0.0002 20% 0.197 10000000 2000000 2738 730
Stock 5 0
(NTC) 0.0026 30% 0.55 10000000 3000000 700 4286
Total 0.1139 100% 10000000 141849

Table 11:choosen 5 Stocks



i.  Since the new weights of each stock in chosen portfolio has changed, new
weights are calculated.

New Portfolio

No. of Shares  Price (I\I\I/?;r\é\:]oi% Weight
Stock 1 (ADBL) 1701 666 1132866 12%
Stock 2 (NEF) 125786 15.85  1993708.1 22%
Stock 3 (GFCL) 9346 233 2177618 23%
Stock 4 (CHCL) 730 1,315 959950 10%
Stock 5 (NTC) 4286 702 3008772 32%

Total 9272914.1
Table 12: New hypothetical Portfolio

ii.  With these new weights of last Monday (1% March) Calculation of the beta
of the portfolio is done.

Beta Standard Error
ADBL 0.28 6.72
UNL -0.05 507.65
SHL 0.21 5.50
NTC 0.07 3.01
NLIC -0.14 70.67
CHCL 0.14 8.40
NABIL 0.57 31.95
GBIME 0.20 9.33
GFCL -1.31 1.33
NEF 0.06 0.12
NEPSE 1.00 13.32

Table 13:Beta and Standard error of new portfolio

Here, Beta means risk. There cannot be a company without risk. The companies
with beta=0 means that there is no risk and which is not possible. Hence, with
beta 0 it doesn’t move along with the market i.e. NEPSE.



Learnings

From the above outcomes, If | have to invest Nrs. 10,000,000 in real life, my
decision to invest would mostly be the same. However, | would switch from
Agricultural Development Bank Limited (ADBL) to standard Chartered Bank
(SCB). Therefore, the five companies that | would invest in are: Standard
Chartered Bank (SCB), Nabil Equity Fund (NEF), Goodwill Finance Limited
(GFCL), Chilime Hydropower Company Limited (CHCL) and Nepal
Doorsanchar Company (NTC).

Being a student, my basic investment objective would be to earn moderate
returns without taking a high risk. Hence, |1 have come up with a highly
diversified portfolio comprising of Commercial banks, Finance companies,
Government organizations, Hydropower companies and Mutual fund in order
to diversify my portfolio over a wide range of companies.

All of the companies mentioned above are well known companies in the market
who have already created brands of themselves. The prices of the shares of these
companies are comparatively affordable for us. Similarly, these companies have
been providing fair amounts of dividends in the recent years. The EPS of the
above listed shares are pretty good and they have also been providing fair rates
of returns. | decided to switch from ADBL to SCB because, when | analyzed
the banks, | saw that the profits and returns and other factors of SCB were more
attractive than that of ADBL.

This project was very beneficial for me because of its relevance with the real-
life scenario as | actually looked into the stock prices and took the real data for
all the calculations. The first thing I learnt through this project is to analyze the
stock prices of various companies and to interpret those data in the real-life
scenario. | learnt the basis of making fundamental analysis to evaluate the
companies and choose the ones to invest in. | gained knowledge and experience
to create my own investment portfolio and the things that should be considered
before making one. | also learned about the importance of diversification in
order to reduce the overall risk of the portfolio. | learned the impact of
covariance and correlation while diversifying a portfolio. | also learned a lot
about SML and SCL and how they are important while evaluating stocks.
Similarly, | learned the market scenario of Nepal and how unmanaged and
inefficient our market is when it comes to stock trading.



Chapter 5: Conclusions

1. Self-assessment as future professional
The process through which one becomes aware of their strengths and
weaknesses, abilities and skills, values, interests, goals and aspirations is
termed as self-assessment. It assists employees and supervisors in preparing
for performance evaluation. It allows us to contribute to the performance
discussion by completing the self-assessment.

Talking about self, I am regular at work with a great attendance track record.
In time of challenges, | try and maintain neutral behavior and effort to
motivate my colleagues to keep up passion during such times. I try to remain
positive and cheerful most of the times at workplace. | guarantee to maintain
a smooth flow of communication from the colleagues to the management
and vice versa. | am able to handle the customers with negative feedback
and try to resolve the related issues.

| may appear to be dull at times towards my colleagues while | remain
focused on the task which I am trying to rectify. According to my style of
communication, | know that not all my colleagues may be comfortable.
However, my aim is to get the job done, on time, with results without any
intentional personal outbreak on anyone. Time management is not my core
strength as well, and I try to improve it to have a better time management. |
do understand that though | complete projects within the specified deadline,
it is not enough. | understand and realize the value of communication with
the management as well as with my colleagues. In order to avoid any
miscommunication, | look forward in improving my communication skills.
As an individual, | have realized that I am more practical than creative. This
trait of mine sometimes hampers me from providing innovative solutions
during challenging situations. | try my best to take positive risks in my job
and try providing creative solutions as requirement when | can. | understand
that I rely a lot on group effort. However, | am working towards it to confirm
that | am able to participate equally or even more than my team members. |
have tried to keep the instances of negative feedback from the customers at
a minimal since customer relations is not my strength.

2. Comparison of practical learning VS theory
This report reflects the activities performed at IMS Investment Management
Services Pvt. Ltd. In the tenure of my cooperative program, | was assigned
as a Media/Research Officer at Investment Management Services. Most of
the things that | performed as a duty in my cooperative program was taught
during my academic course.

The knowledge | gained from my institution helped me cope up with the
duties assigned at IMS. Most of the activities that were assigned was related



to my study. | was able to implement my knowledge and get the job done
easily and on time. Bookish information is subjected to classroom learning
and that can't be flawless and full. In any case, Practical learning includes
our own particular involvement in the topic and that gives us top to bottom
information of the reality. Practical knowledge holds greater importance
than theoretical knowledge.

Theories are more of a setup and guideline which assist in practical world
for achieving targeted goal. By the help of theoretical knowledge, the work
in real life was easier. | required guidance for parts of the work done in the
subject matter, other than that | was able to assist my team with my
classroom theoretical learning in English usage and writings and other excel
and word skKills.

Both theoretical as well as practical information are as important as two
sides of a coin. In my case, | had learnt about the financial and capital
markets in the classroom. By interning here at IMS Investment Management
Services Pvt. Ltd.(IMS), | had an opportunity to implement those theoretical
knowledge in the real time market. In my case, | studied Company analysis
i.e. fundamental analysis and technical analysis. In my workplace, |
implemented fundamental analysis theory when working for publishing an
article in the website of the IMS Investment Management Services (IMS)
i.e. Sharesansar.com. | analyzed 28 Commercial Banks of Nepal
fundamentally by taking Paid-up capital, Reserves, Earnings per Share
(EPS), Price-Earnings ratio (P/E ratio), Net worth per share and Net Profit.
Hence, | can say that theoretical knowledge assisted me throughout my
practical world.
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Appendix 1: Financial Statement (Sharesansar.com, 2018)
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IMS INVESTMENT MANAGEMENT
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May 24, 2018

To Whom It May Concern

This is to certify that Mr. Amar Nath Shrestha has completed an internship on
Research in Media Department of IMS Investment Management Services Pvt. Ltd.
from February 4, 2018 to May 22, 2018.

As a part of Research - Media Team, he has supported in data entry and analysis
of listed company. During his tenure, he analyzed fundamental factors of many
listed companies.

During the internship he demonstrated best skills with a self-motivated attitude
to learn new things. His performance exceeded expectations and is able to
complete the assigned job successfully on time.

We wish him all the best for his future endeavors.

Regards,

. ”/’@‘ ' )

Sandeep Bikram Rana
Managing Director
IMS Investment Management Services Pvt. Ltd.

) IMS Investment Management Services Pvt. Ltd.
Jagat Laxmi Complex, Pushpalal Path, Dhalko Linkroad - 17, Kathmandu, Nepal, Tel: 877- 01-4259786, 4265399, email: info@sharesansar.com, website: www.sharesansar.com

Appendix 4: Internship certificate
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