Stock Trading as an Investment

Lesson 1 and Lesson 2

Home Assignment 


Instructions

This Home assignment is divided into two sections

Section A (25 %):  This section consists of five multiple choice questions. 

Section B (75 %):  This section consists of five short questions. 

Multiple Choices (25%)  

A1) Which of the following is/are the purpose(s) of buying stocks?

a)   “Buy low and sell high” to get profits

b)   Dividend income

c)   Assets allocation
d)   All of the above

A2) Today is Friday and the following Tuesday is a public holiday. If you buy a stock today, how and when will you settle this transaction?

a)
You will pay the money and deliver the shares on the following Monday.

b)
You will receive the money and receive the shares on the following Wednesday.

c)
You will pay the money and receive the shares on the following Wednesday.

d)
You will receive the money and deliver the shares on the following Monday.

A3) Which of the following is a company performance factor affecting stock price?

a)
GDP

b)
Political factors
c)
Earnings 

d)
Interest rate

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

a)
interest rate is expected to go up

b)
terrorist activity is occurring. 
c)
the economic growth rate is increasing

d)
the industry is in the decline stage 

A5) When was the Hang Seng Index first launched, and what is its base point on the same date? 
a)
100 points on 31 July 1964
b)
100 points on 24 November 1969

c)
1,000 points on 31 July 1964
d)
1,000 points on 24 November 1969

Short Questions (75%) 

B1) Describe the trading and settlement system of shares in Hong Kong. 
(20 marks) 

B2) What are the three advantages of buying stocks over making bank deposits? 















(10 marks) 

B3) Explain three important points to be considered in selecting a company stock of a particular country to invest.                     


       (15 Marks) 

B4) Explain the meaning of dividend payout ratio and compute the price-earnings ratio and dividend payout ratio for the two companies below.









        

Company A:
Earnings for the year = $ 5million

Dividend pay for the year = $4 million

Market capitalization = $ 50 million

Company B:

Earnings for year = $ 50 million

Dividend pay for the year =$ 10 million  

Market capitalization =$4,000 million













          (15 marks) 

B5) Use one the following abbreviations to indicate the immediate change in stock price for a particular company/the overall market in each situation.                                             

I = Increase in stock price  

D = Decrease in stock price

V = Large volatility in stock price

L = Less volatility in stock price

Situation:

a. A listed company declares it will decrease its dividend payment substantially as compared with the last year. _______

b. A substantial decrease in fuel price for a listed company in the airline industry.______

c. The presence of speculators to a listed company in the property market industry._______

d. The Government announces that it will increase the deposit interest rate from 1% to 5%.________

e. The chairman of a listed company is being arrested for the misappropriation of company assets._________      

                                       (15 marks)
Stock Trading as an Investment
Lesson 3 and Lesson 4

Home Assignment

Instructions

This home assignment is divided into two sections

Section A (25 %):  This section consists of five multiple choice questions. 
Section B (75 %):  This section consists of five short questions. 

Multiple Choices (25%)  

A1) The Growth Enterprise Market in Hong Kong was established in the year of

a)  2010

b)  1999

c)  1998

d)  2012 

A2) How many board(s) is/are currently available for a company to list its share in Hong Kong? 

a)  0

b)  1

c)  2

d)  3

A3) Under the current Listing Rules of Main Board, listed companies are required to make public of their financial statements on what basis?

a)  yearly basis

b)  half-yearly basis

c)  quarterly basis

d)  monthly basis

A4) Which one of the following is NOT a characteristic of the Growth Enterprise Market?

a)  Buyers beware approach
b)  Higher risk of return than Man Board

c)  Operates on a weak disclosure principle as compared to the Main Board

d)  Requires quarterly prepared financial statements 

A5) Which one of the following is NOT a listing requirement for the Growth Enterprises Market?

a)  management continuity for at least the 3 preceding financial years
b)  accounts must be prepared in accordance with the Accounting Standards
c)  ownership continuity for at least the most recent audited financial year
d)  have a trading record of not less than two financial years
Short Questions (75%) 

B1) Briefly describe three functions of a stock exchange. 



(15 marks) 

B2) Outline the importance of the Hong Kong Exchanges and Clearing Limited. 
(15 marks) 

B3) Explain two reasons why listing requirements and post-listing financial requirements for the GEM are different from those of the MB in Hong Kong. 
(15 marks) 
​​​​​​​​​​​

B4) Outline four reasons for a company to list its shares on stock exchanges.         













  (20 marks)  

​​​​​​​​​​​​​​

B5) Discuss the importance of having management continuity and ownership continuity as one of the listing requirement in Hong Kong. 



(20 marks) 

​​​​​​​​​​​​​​

​​​​​​​​​​​​​​

 Stock Trading as an Investment

Lesson 1 and Lesson 2
Home assignment
Marking scheme 

Section A (5 marks each)

A1. d

A2. c

A3. c

A4. a

A5. a

Section B

B1 
Investors place an order to buy stocks through a stock broker by phone or via internet and, in turn, the broker will execute the order via the trading terminal. (5 marks) If the order is done, the Stock Exchange will transmit the trade date to the Hong Kong Securities Clearing Company (HKSCC) and the broker will confirm the completed order with the investors as soon as possible. (5 marks)
On the settlement date (2 working days after the trading date), to settle the transaction, the buyer will pay and receive the shares. (5 marks) At the option of the buyer, the shares can be kept electronically in the brokers account or in separate personal account called the Investor Participant Account with the HKSCC. (5 marks)

B2 
The advantages of buying stocks over making bank deposits to earn interest are: 

1) for wealth accumulation through share price appreciation(3 marks);

2) for receiving dividends as regular income(3 marks); and
3) the return of net dividend is higher than interest earned from bank deposit (4 marks).   
B3

This question is focused on the process of stock selection by considering the following factors:

1) Should pick stocks from countries which have positive GDP growth, and a downward trend in interest rate and inflation rate, does not rely heavily on one single country or a market, and relatively stable in political environment. (5 marks)
2) Should pick stocks from growing industries which are supported by favorable government policy in the long term. (5 marks)
3) Within the target industry, pick stocks from companies with quality management, high company earnings growth, and stable dividend policy. (5 marks)

B4

The dividend payout ratio is defined as a percentage of earnings paid to shareholders in dividends, and the formula is as follows:-

 Dividends
Earnings  X
100%  (5 marks)
Price-earnings ratio of company A = 50 million / 5million = 10 (2.5 marks)

Price-earnings ratio of company B = 4,000 million / 50 million = 80 (2.5 marks)

Dividend payout ratio of company A = 4 million/ 5 million X 100% = 80% (2.5 marks)

Dividend payout ratio of company B= 10 milion / 50 million X 100% =20% (2.5 marks)

B5 (3 marks each)

a. D
b. I

c. V

d. D

e. D
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Home Assignment - Lesson 3 and Lesson 4

Marking Scheme 

Section A (5 marks each)

A1. b

A2. c

A3. b

A4. c

A5. c
Section B

B1 

For Investors:

Provide investment channel – provides people an investment channel to buy and sell securities.

Gain Protection – Companies listed on the stock exchange have to meet certain financial requirements, and investors therefore are more protected in trading these stocks. 

Receive information – The stock exchange provides daily information on the price and volume of all securities traded. In addition, listed companies are required to release financial information to the public. 

For Listed Companies:

Raise capital – a listed company can raise capital for the expansion of its business.

Increase credibility – As a listed company, it helps to boost the company’s goodwill.

Gain valuation – without going to public, the market value of a company is not available. 

(Any three reasons, each reason 5 marks) 

B2
Hong Kong Exchanges and Clearing Limited (HKEx) is a leading global operator of exchanges and clearing houses based in Hong Kong, Asia’s premier international financial centre, and one of the world’s largest exchange groups by market capitalisation. (5 marks)
HKEx is the operator and frontline regulator of the central securities and derivatives marketplace in Hong Kong. It is committed to performing its public duty to ensure orderly and fair markets and that risks are managed prudently, and consistent with the public interest. (5 marks) It is also committed to working closely with the principal regulator of Hong Kong's securities and derivatives markets, the Securities and Futures Commission, to administering the laws governing the markets, and facilitating and encouraging the development of the markets. (5 marks)

B3

Reasons:-
1) GEM is intended for smaller, newer companies. These companies do not meet the requirement of profitability or track record under Main Board. Hence the listing requirements for GEM are less stringent. (7.5 marks) 

2) Stocks traded on the GEM are considered relatively riskier than Main Board stocks because the future performance of the growth companies is susceptible to greater uncertainty. Therefore, more frequent and timely disclosures of financial statements are required. (7.5 marks) 

B4 

1) Access to Capital Markets

 -Equity fund raised from the IPO is available to launch or expand operations, and increases working capital existing debt.

2) Securities Market for shares

-Shareholders may buy and sell their shares on the secondary market more readily. Value of the share is appreciated.

3) Enhance Corporate Image

-Enhancement of corporate image that resulted from prestige and public exposure of listing on the Stock Exchange.

4) Attract key Employees

-In a better position for development of professional management systems, and recruitment of key managers and other staff.

(5 marks each)

B5

Reasons:

1) to demonstrate a stable management team of a company. (6 marks)

2) to protect investors to make an informed assessment of the management’s ability to manage a company’s business and the likely performance of that business in the future (6 marks).

3) controlling shareholders exert management influence on the operations of a company. As such, the management influence exerted by the controlling shareholders had not been changed during the track record period. (8 marks)
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