Topic: Stock Trading as an Investment

Lesson 1 and Lesson 2

Quiz


Instructions

This Quiz is divided into two sections.

Section A (20 %): This section consists of five multiple-choice questions. Each question carries 4 marks. You should allocate approximately 1 minute to complete each question.

Section B (80 %): This section consists of two essay questions. Question one carries 30 marks, and question two carries 50 marks. You should allocate approximately 10 minutes and 15 minutes to complete question one and two respectively. 


Multiple Choices (20%)  

A1) A company recorded earnings per share of $12 and dividend payout ratio of 80%. What was the dividend per share of the company?
a)   $8
b)   $12
c)   $1.5 
d)   $9.6
A2) Which one of the following does NOT belong to the general economic condition?

a)
Unemployment rate
b)
Terrorist activity

c)
Consumers’ confidence
d)
Investment in infrastructure
A3) Which of the following belongs to company performance factor affecting stock price?

a)
Quality of management

b)
Foreign exchange rate

c)
War 

d)
Interest rate

A4) Under normal circumstances, which of the following situation would most likely cause the stock market price to go up? 

a)
Expected GDP goes down

b)
Expected interest rate goes down
c)
Expected earnings growth rate goes down
d)
Expected unemployment rate goes up
A5) As of June 2013, the Hang Seng Index is a stock market index consisting of ___ companies listed on the Hong Kong Stock Exchange. 

a)
48
b)
49
c)
50
d)
52

Essay Questions (80%) 

B1) Explain what is meant by Hang Seng Index and discuss the importance of Hang Seng Index. 












(30 marks) 

B2) Gary, who has just completed his first finance course, is still unsure why the 9/11 terrorist attacks AND the US Presidential Election have had an impact on the US stock market. Explain to Gary why these factors affect stock price.            (50 marks)
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Lesson 3 and Lesson 4

Quiz


Instructions
This Quiz is divided into two sections.

Section A (20 %): This section consists of five multiple-choice questions. Each question carries 4 marks. You should allocate approximately 1 minute to complete each question.

Section B (80 %): This section consists of two essay questions. Each question carries 40 marks. You should allocate approximately 12 minutes to complete each question. 


Multiple Choices (20%)  

A1) How many Stock Exchange(s) is/are there in Hong Kong?

a)  1

b)  2

c)  3

d)  4 

A2) On 31 Dec 2012, the market capitalization of Main Board Market was ____ times the market capitalization of the Growth Enterprise Market.

a)  140

b)  347

c)  279

d)  370

A3) Listing refers to:

a)  a company placing its shares for trading on a stock exchange 
b)  a shareholder privately transferring its share of a company to another shareholder

c)  a company issuing additional new shares to its existing shareholders
d)  a company trading its assets on the Stock Exchange  
A4) Which of the following is NOT a characteristics of a Growth Enterprises Market:

a)  future performance of the companies in the market is susceptible to great uncertainty
b)  involve higher risk of investments than that in the Main Board
c)  market capitalization of the market is greater than those in the Main Board
d)  investors are mostly professionals or informed persons
A5) Which of the following is the listing requirement of the Main Board in Hong Kong:

a)  Restriction on the number of employees 

b)  Fulfillment of the minimum profits requirement test

c)  Place of incorporation must be in Hong Kong  

d)  Operating history for more than 5 years 

Essay Questions (80%) 

B1) Someone agrees that the establishment of the Growth Enterprise Market in Hong Kong is not necessary as there is already a Main Board market. State four reasons for your argument against this statement. 

(40 marks) 

​​​​​​​​​​​​​​​​​​

B2) ABC Limited (“ABC”) is a private company incorporated in Hong Kong in 2013 that is principally engaged in the production and distribution of plastic bags. One year later, ABC intends to expand its business but lacks of fund for doing so. ABC is thinking to list its shares on the Hong Kong Stock Exchange in order to procure additional equity to finance its expansion in 2014. Outline the requirements of the MB and GEM Listing Rules AND assess the possibility of its listing on the Hong Kong Stock Exchange under either the MB or GEM market.  

(40 marks) 

​​​​​​​​​​​​​
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Section A (4 marks each)

A1. d 

A2. b
A3. a

A4. b

A5. c

Section B

B1
The Hang Seng Index ("HSI") is one of the earliest stock market indexes in Hong Kong. Publicly launched on 24 November 1969, the HSI has become the most widely quoted indicator of the performance of the Hong Kong stock market (7 marks)
The base of HSI points was set equivalent to the stocks' total value as of the market close on 31 July, 1964, when HSI was first published (3 marks) 
The importance of HIS are:-

1) A general reflection of the performance of stock market 
It is considered to be the leading barometer of Hong Kong stock market. It has been proven to be an effective tool to track the overall performance of the Hong Kong stock market (5 marks).

2) A measure of the overall health of a sector 
-4 sub-indexes (Finance, Utilities, Properties, Commerce and Industry) were introduced in 1985, serving as the barometers of major sectors in the market (5 marks).

3) A benchmark to compare a specific stock 
Compare a return on a specific stock to the return of the HSI in order to identify the over or under performance of the stock (5 marks). 

4) A basis for investment returns 
It may be act as an expected return of investor (5 marks).
B2  
Share price is affected by the supply and demand for a stock, while supply and demand are influenced by the arrival of information (5 marks).  New information that changes investors’ expectations about a company’s future earnings/dividends will result in a change in the share price (5 marks). 

The terrorist attacks in the U.S. on 11 September, 2001 killed approximately 3,000 people. The index of the Dow Jones Industrial Average dropped by 7.13% (source: The Impact of the 9/11 Terrorist Attacks on the US Economy, A. Jackson, 2008). (5 marks) The incident has cast great uncertainty about the U.S. stock markets due to political instability adversely affected the supply and demand for the stock market. Therefore, the stock market was dropped. (15 marks) 

Presidential Election generally has a profound impact on the economy and stock market (5 marks). The US Government would usually try to stimulate the economy before the election years through higher spending and tax cuts, so that the stock market usually went up in the third and fourth years of a presidential term (15 marks).
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Marking scheme

Section A 

A1 a

A2 c

A3 a

A4 c
A5 b

Section B 

B1 
The established of GEM in Hong Kong is necessary for the following reasons:

1) to provide a platform for smaller companies with growth potentials that cannot fulfill the listing requirement of the Main Board Market to obtain financing.

2) major overseas stock markets usually have more than one market (for example: Singapore's SESDAQ; Kuala Lumpur's Second Board; and Alternative Investment Market (AIM) in the UK.) HK, as the prime financial entre in Asia, is necessary to develop a second market. It can to retain its international competitive.

3) to offer investors an alternative of investing in "high growth, high risk" businesses. Although the future performance of growth companies particularly is susceptible to great uncertainty, they have high growth potentials that give investors higher chances of profit.
4) to promote the development of venture capital investments. GEM provides both an exit ground for investment made by venture capitalists. This facilitates more and earlier investment to be made by the venture capitalists in support of the growth of the industry 
(10 marks for each, total 40 marks)

B2 

The basic MB Listing Rules are as follows:- 

1) Management and Ownership Continuity 
· Management continuity for at least the three preceding financial years (5 marks), and ownership continuity and control for at least the most recent audited financial year (5 marks). 
2) Financial requirements

Must satisfy any one of the three financial tests (5 marks), including profit test; market capitalisation/revenue/cash flow test; and market capitalisation/revenue test (5 marks).
The basic GEM Listing Rules are as follows: 
1) Management and Ownership Continuity 
Must have a trading record of at least 2 full financial years with:

· Substantially the same management throughout the 2 full financial years (5 marks); and a continuity of ownership and control throughout the full financial year immediately preceding the issue of the listing document (5 marks)
2) Financial requirement 
· must satisfy the cash flow test (5 marks)
All companies have to comply with the above listing requirements in order to list their shares either in MB or GEM market. Since, ABC has only a trading record of one year (i.e. from 2013 to 2014) (5 marks) and does not satisfy the listing requirements in both boards (5 marks). 
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