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NEPSE Outlook

A. Current Overview
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After a steep downfall (i.e. 31.07% decline) amidst the fear of COVID-19 and resulting impact
of lockdown, the market was able to take support at 1,149.55 points on 29t June 2020. NEPSE,
then again restarted its upward journey from that point to make a recent high of 1,556.20
points (a bounce back of 35.37%) on July 20, 2020.

Following this Uptick in a short time period, NEPSE went into corrective mode and was able to
take support at the 50% retracement level of 1,365. After consolidating in between 1,390 to
1,440, the benchmark index was successful to breakout the 1,460 level (red-colored trend line
shown above) with rising volume to close at 1,484.99 points at the end of the review period (i.e.
31°t August, 2020) indicating good strength in the upward trend.

The 20 days Moving Average (MA) is above the 50 days MA while the Relative Strength Index
(RSI) which measures the magnitude of recent price changes to evaluate whether a scrip is
overbought or oversold is currently 67 relatively in the overbought zone indicating dominance
of buying pressure in the market.

Similarly, looking at the Moving Average Convergence Divergence (MACD) line, we can see
that the MACD line is in the positive zone and has crossed over the trigger line from below
indicating continuation of an upward trend.

The Directional Movement Index (DMI) which identifies the direction in which the price of an
asset is moving shows that +DMI is above -DMI and that the gap between the two is rising
which combined with Average Directional Index (ADX) of 21 indicates the market is gaining
good strength in the upward trend.

The immediate support levels of NEPSE index stands at: (S1) 1,460, (S2) 1,440 and (S3) 1,400,
whereas the resistance levels hold at the recent high of: (R1) 1,556.20 and (R2) 1,667.75.
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B. Long Term Outlook
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If we look at the long-term overview of the market, the bearish run started after making a high
of 1,881 in the month of July 2016. As we can see in the chart above, the 38.2% retracement
level of last Bull Run is 1,280 and 50% retracement level is at 1,092. Therefore, 1,100 level of
NEPSE became a strong psychological support level for NEPSE, testing almost four times in last
three years, which is highlighted by the red-colored trend line in the above chart.

On the other hand, after making a low of 1,102.47 points on 25t November, 2019, NEPSE
seems to have ended its bearish run and entered into a bull run, which can be confirmed with a
golden crossover observed in NEPSE (i.e. crossover between 50 days MA and 200 days MA
from below) on 215t January, 2020, when the index was at 1,320.47 points. This could be further
confirmed through a breakout from the green-colored trend line, which was just prior making
a golden cross.

Hence, the bullish run in NEPSE holds true, with some expected correction/swings on the
journey towards upward trend.

C. Sectoral Analysis

Sector Open Close (30 J:ﬁigir}iﬁgust)
Banking 1,238.53 1,217.97 -1.66%
Development Bank 1807.03 1759.7 -2.62%
Finance 671.86 667.19 -0.70%
Hotels 1,589.54 1,511.60 -4.90%
Hydro Power 968.9 1012.98 4.55%
Life Insurance 8616.63 9308.39 8.03%
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% Change

Sector Open Close (30 July-31 August)
Manufacturing & Processing 2,783.03 3,006.18 8.02%
Microfinance 2,448.00 2,483.56 1.45%
Mutual Fund 10.61 10.7 0.85%
Non-Life Insurance 6,576.59 7,528.83 14.48%
Others 810.54 94478 16.56%
Trading 850.52 895.66 5.31%

The market’s correction after reaching a level of 1,556.20 points on July 20, 2020 was up to
the support of 1,365. However, unlike the correction where stocks fell relatively similarly, the
rise from that point was driven mainly by insurance companies especially Non-Life Insurance
companies whose claim payments decreased substantially during the pandemic period

resulting in better earnings.

BFIs did not do as well with decreased profits as a result of huge provisioning measures. This
meant that although the market recovered to 1450 levels the rise was primarily driven by
Insurance companies and Nepal Reinsurance Company and Citizens Investment Trust in other
categories. Trading stocks such as Shivam and HDL increased from Manufacturing Sector
despite diluted fundamentals in the back of COVId-19 related business shrinkage.

Key Movers

. . ’ Major Gains
This month was dominated by Nepal Reinsurance

company which grew substantially with market high

S.N. Scrip Change%
volumes. Nepal Finance also grew on the back of its 1 NRIC 29 3%
Right Announcement while Arambha Chautari 2 NES 26.2%
Laghubitta fluctuated a lot but settled at a high note. 3 ACLBSL 23.2%
Surya Life Insurance and Siddhartha Insurance grew 4 SLICL 22.5%
the most from life and Non-Life Sectors. ] SIL 20.1%

Major Losses

S.N. Scrip Change%

Major Losers in the market were Joshi and

Dibyashwori Hydropower whose prices fell on the
back of continuing skepticism about hydropower

il = 1 JOSHI -20.0%
scrips inthe market. The continuing lockdown affected 5 DHPL -11.8%
the hotel sector particularly Taragaun and Oriental 3 TRH -105%
Hotels while Nepal Investment Bank lost a lot of steam 4 NIB -97% |
due provisioning hitting its EPS greatly. 5 OHL -95% |
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Interest Rate Scenario

Transaction

Short Term Interest Rates Rate
Date

A. Weighted Average Treasury Bills Rate
28 Days 0.0208 | August 18,2020
91 Days 0.0996 @ August 25,2020
182 Days 1.435 July 13,2020
364 Days 1.4722 | August 25,2020
B. Weighted Average Interbank Rate (Daily) 0.25 August 30,2020
C. Weighted Average Repo Rate

7 Days (Regular) 47881 | March1,2020
D. Weighted Average Reverse Repo Rate

7 Days (Regular) 0.0228 | August 6,2020
E. Weighted Average Deposit Auction Rate (Regular)

15 Days 0.9914 | August4,2019

30 Days 3.3993 July 25,2018

60 Days 3.4705 | August 11,2018

90 Days 3.7739 July 29,2018
F. Interest rate corridor (IRC)

Weighted Average Deposit Auction Rate (14 Days) 3 July 12,2018

Weighted Average Repo Rate (14 Days) 5 April 19,2019

Macro-Economic Indicators
Description Annual Data Change (%)
2018/19 = 2019/20 |

Inflation | 4.64% 6.15% 24.55%
Imports Expansion 13.90% -15.60% -29.50%
Exports Expansion 19.40% 0.60% -18.80%
Net service (In Billions NPR) -15.23 122 1348.36%
Increase in Remittance 16.50% -0.50% -17.00%
Current Account Surplus (In Billions NPR) -265.36 -32.06 -727.70%
FDI Inflows (In Billions NPR) 13.06 19.48 32.96%
Government Expenditure (In Billions NPR) 1067.67 @ 1094.34 2.44%
Government Revenue (In Billions NPR) 879.27 793.78 -10.77%
Increase in Deposit Collection 18.00% 18.70% 3.74%
Increase in Credit 21.10% 13.60% -55.15%
Forex Reserves (In Billions NPR) 1038.92 1401.84 25.89%
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It can be clearly seen that owing to the effect of the prolonged lockdown, consumption has
reduced substantially as observed by the decrease in imports in the market and can also be
seen in the decrease in credit dispersion which would have ultimately affected consumption
directly. As a result, net service deficit has decreased significantly while Forex Reserves have
improved as the decline in Remittance income was much lower than expected.

Overall, the reduction in consumption has hit government finances hard with Revenue
Dropping by 11% while expenditure is on an upwards trend owing mainly to high recurrent
expenditure. This means the government would need to borrow heavily to plug this gaping hole
in it finances which would probably entail greater internal and external borrowing which has
already been observed in the annual budget.

Scrip Analysis
A. Mega Bank Nepal Limited (MEGA)

I. Technical Analysis
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The stock price of MEGA closed at Rs. 225 on 315t August 2020. 20 days MA is still above the
50 days MA indicating an upward trend.

MACD line has just entered into the positive zone and crossed over the trigger line from below
giving upward indication. Though +DMI is still above the -DMI, declining ADX of 19 indicates
lacking strength in the upward trend.
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Its RSl is at 52 in the middle zone reflected by the price movement within the band of Rs. 215
to Rs. 230.

The immediate support levels of the stock are: (S1) Rs. 215 and (S2) Rs. 210, whereas, its
resistance levels are: (R1) Rs. 245 and (R2) Rs. 260.

Il. Stock Valuation

The final average valuation of MEGA based on Absolute Approach (viz. Capitalized Earnings,
Earnings Valuation and Discounted Cash Flow) as well as Relative Approach (viz. P/E Model

and Market Price Model) has been computed as NPR 222.80, which has been tabulated below:

Capitalized Earnings 232.99
_I Eafning Valuation 174.37
" Discounted Cash Flow ” 268.34
' P/E Model | 21838
" Market Price Model | 219.91
| Final Average Valuation 222.80

Ill. Recommendation

After the successful acquisition of Gandaki Bikas Bank Limited, the loan and deposit base of
Mega Bank Nepal Ltd. has increased by whopping 56.79% and 62.54% respectively in Q4 FY
2076/77 compared to last year before acquiring GDBL. Though the net profit of MEGA has
declined by 11.56% due to huge impairment, it has reported 9.97% growth in operating profit
before provisioning.

The stock is trading at Rs. 225 per share near to its intrinsic value at P/E ratio of 19.45, which is
slightly above the industry average of 18.87, with an EPS of Rs. 11.57 and distributable profit
per share of Rs. 7.68 based on Q4 unaudited report of FY 2076/77.

Thus, the stock is “good buy” below its valuation price of Rs. 222.80, and technically strong
support level of Rs. 215 shall cover good margin of safety, with an immediate target price of Rs.
250 in the short run.
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Issue of the month

A. Candle Stick Trading Analysis

What is a Candle Stick?

A candle stick is a technical analysis tool. Each candle stick for a given time period consists of
the information about 4 prices: the high, the low, the open and the close pricing of a
security/commodity. The candles’ body reflects the net price movement between open and
close while the wicks show reversals that occurred within the timeframe of the candle.

Bullish Candlesticks Bearish Candlesticks In order to create a candlestick chart, you

J:_ High —» <— High — must have a data set that contains open, high,
<—Close—» <—Open—> low, and close values for each time period you
I want to display. The hollow or filled portion of

the candlestick is called "the body" (also
referred to as "the real body"). The long thin
lines above and below the body represent the
4+—QOpen—>
T +— Logw —P> <+— Low —»
Traditional Modern Traditional Modern

4+—Close —» " [ "
high/low range and are called "shadows" (also

referred to as "wicks" and "tails").

The high is marked by the top of the upper shadow and the low by the bottom of the lower
shadow.

A stock price closing higher than where it opened will produce a white/green candle. A stock
price closing lower than where it opened creates a black/red candle. The boxes formed are
called "the body".

How does it work?

Each candlestick provides an easy-to-decipher picture of the price action. The length of the
wicks versus the length of the body in combination with whether a candle is bullish or bearish,
can be used to determine a signal for the price action to come.

Candlestick analysis focuses on individual candles, pairs or at most triplets, to read signs on
where the market is going. The underlying assumption is that all known information is already
reflected in the price. The technique is usually combined with support & resistance.

Common candlesticks that are used in this analysis are dojis, spinning tops, hammers, engulfing
candles, pin bars and inside bars.

Can a normal investor utilize this?

Candlestick trading analysis does not require knowing intricate formulas or ratios. Candlestick
analysis does not require massive amounts of education to effectively utilize the signals. The
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stock investing basics of Japanese Candlesticks result in clear and easy to identify patterns that
demonstrate highly accurate turns in investor sentiment.

Whether totally unfamiliar with investment concepts or very sophisticated in investment
experience, the Japanese Candlestick trading formations are easily utilized. The signals and
patterns are easy to see.

Key Dates
SN Scrip Type Quantity From To M:::Eer Status
. 2020/08/14 AD | 2020/09/08AD |  NIBL Ace
: SHBL Auction | 9,21,148(P) | 5477/04/308s | 2077/05/23 BS Capital Open
. 2020/08/27 AD | 2020/09/30 AD
4 REDE Auction | 5826(P) | 5077/05/118s | 2077/06/14 BS Ol
. 2020/08/09AD | 2020/09/14AD |  Century
3 crast Right | 1,141,140(0) | 5077/04/258s | 2077/05/29 BS Capital Open

Disclaimer: Investment in equity shares has its own risks. The information contained herein is based on
analysis and on sources that we consider reliable. This Report is a proprietary document prepared by
Himalayan Capital Limited (HCL)'s Research and Investment Unit. (HCL) does not assume any liability
for any financial or other loss resulting from this report in consequence of any undertaking made
dependent on this report.
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