Topic Overview
Topic

BAFS Compulsory Part: Basics of Personal Financial
Management – Stock Trading as an Investment

Level

S4

Duration

4 Lessons (40 minutes per lesson)

Learning Objectives:
1) To be aware of the process of share trading;
2) To understand the factors affecting stock prices;
3) To identify the differences between Main Board (MB) and Growth Enterprises
Market operated (GEM) by the Hong Kong Stock Exchange; and
4) To understand the concept of Initial Public Offering (IPO) and the listing
requirements of MB and GEM.
Overview of Contents:
Lesson 1: Stock trading in Hong Kong and Stock Price (Part I)
Lesson 2: Stock Price (Part II)
Lesson 3: MB and GEM
Lesson 4: IPO and listing requirements of MB and GEM
Resources:




Topic Overview and Teaching Plan
PowerPoint Presentation
Student Worksheet

Suggested Activities:




Group Discussion
Assignment
Quiz
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Lesson 1 – Topic Overview
Theme

Stock Trading in Hong Kong and Stock Price (Part I)

Duration

40 minutes

Expected Learning Outcomes:
Upon completion of this lesson, students will be able to:
1) explain the reasons of trading stocks;
2) explain the Stock Trading and Settlement functions of stock exchanges;
3) explain what Hang Seng Index is and state its importance; and
4) identity relationship between the general economic condition and political factors
to stock prices.
Teaching Sequence and Time Allocation:
Activities

Reference

Time
allotment

Part I: Introduction


Open the discussion by asking if any of the

PPT #1-3

3 minutes

PPT #4

3 minutes

PPT #5-7

10 minutes

PPT #8
PPT #9-10

3 minutes
5 minutes

students knows why and how people buy/sell
stocks.


Activity 1: Disadvantages of buying stock
 Individual basis
 Answers are to be written down on the
activity worksheet provided
 Students are invited to present their
answers
 Teacher to conclude the activity with the
suggested solution.

Part II: Content




Give an overview to the class about the stock
trading and settlement system in Hong Kong
Introduce the Hang Seng Index
Activity 2: Ups and Downs of Hang Seng Index
 Individual basis
 Answers are to be written down on the
activity worksheet provided


Students are invited to present their
answers
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Teacher to conclude the activity with the
suggested solution.
Explain the importance of Hang Seng Index
Explain the meaning of stock price and outline the
major factors affecting stock price generally.
Explain the relationship between the general
economic condition and political factors to stock
prices

Part III: Conclusion
 Conclude lesson by reviewing the key points
learned
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PPT #11
PPT #12-13

3 minutes
5 minutes

PPT #14-18

5 minutes

PPT #19-20

3 minutes

Lesson 2 – Topic Overview
Theme

Stock Price (Part II)

Duration

40 minutes

Expected Learning Outcomes:
Upon completion of this lesson, students will be able to:
1) explain the relationships between stock price and the following factors:
- Interest rates
- Industry prospect
- Company performance
- Dividend policy
- Speculation
2) understand whether stock price is predictable? [Extended Learning]
Teaching Sequence and Time Allocation:
Activities

Reference

Time
allotment

Part I: Introduction


Recap the key points learnt in lesson 1

PPT #21

3 minutes

Part II: Content


Explain to the class how interest rate affects stock
prices

PPT #22-23

5minutes



Activity 3:Interest rate and stock price
 Individual basis
 Answers are to be written down on the

PPT #24

4 minutes

PPT #25-27

5minutes

PPT #28-31

5 minutes

PPT #32-34

5 minutes





activity worksheet provided
 Students are invited to present their
answers
 Teacher to conclude the activity with the
suggested solution.
Explain to the class how industry prospect affects
stock prices
Explain to the class how company performance
affects stock prices
Explain to the class how dividend policy affects
stock prices
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Activity 4:Computation of P/E and payout ratio
of HSBC
 Individual basis
 Answers are to be written down on the
activity worksheet provided
 Students are invited to present their
answers
 Teacher to conclude the activity with the
suggested solution.
Explain to the class how speculation affects stock
price
Explain to the class about “Is stock price
predictable?” [Extended Learning]

Part III: Conclusion
 Conclude lesson by reviewing the key points
learned.

PPT #35-36

4 minutes

PPT #37

4minutes

PPT #38

2 minutes

PPT #39-40

3 minutes

Home Assignment (Lesson 1 and Lesson 2)
The home assignment is to be completed on individual basis. The due date for
submission of the assignment is to be announced.
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Lesson 3 – Topic Overview
Theme

Main board (MB) and Growth Enterprise Market (GEM)

Duration

40 minutes

Expected Learning Outcomes:
Upon completion of this lesson, students will be able to:
1) explain the role and functions of the Hong Kong Stock Exchange; and
2) describe the characteristics and types of listed companies of the Main Board (MB)
and Growth Enterprise Market (GEM).

Teaching Sequence and Time Allocation:
Activities

Reference

Time
allotment

Part I: Introduction


Recap the key points learnt in lesson 2

PPT#41

3 minutes

Summarise to the class the nature, roles, ranking,
and functions of the Hong Kong Stock Exchange
(HKEx)
Explain to the class the numbers, characteristics
and market capitalization of the MB and GEM

PPT #42–46

9 minutes

PPT #47–58

15 minutes

Activity 5: Invest in MB or GEM?
 Students are divided into groups of four

PPT #59 –61

10 minutes

PPT #62- 63

3 minutes

Part II: Content








to five to complete tasks and make
recommendation based on the
information available
Students are invited to present their
answers.
Teacher to conclude the case with
suggested solution

Part III: Conclusion
 Conclude the lesson by reviewing the key points
learned.
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Lesson 4 – Topic Overview
Theme

Initial Public Offering and Listing Requirement of MB and
GEM

Duration

40 minutes

Expected Learning Outcomes:
Upon completion of this lesson, students will be able to:
1) explain how companies raise fund through IPO;
2) be aware of recent IPO trends both in Hong Kong and internationally; and
3) describe listing requirements of the MB and the GEM.
Teaching Sequence and Time Allocation:
Activities

Reference

Time
allotment

Part I: Introduction



Recap the key points learnt in lesson 3
Referring to Mr. Leung’s story and ask students

PPT #64
PPT #65

3 minutes
3 minutes

Briefly explain to the class the term of initial
public offering (IPO) and its rationales
Explain to the class the IPO process and
methods
Provide to the class recent IPO data in Hong
Kong and its international connections

PPT #66 -68

3 minutes

PPT #69-72

5 minutes

PPT #73-78

5 minutes



Activity 6: Reasons for IPOs in Hong Kong .
 Students are divided into groups of
four to five to complete tasks and
make recommendation based on the
information available
 Students are invited to present their
answers.
 Teacher to conclude the case with
suggested solution.

PPT #79

8 minutes



Explain to the class the listing requirements of
the MB and the GEM in the IPO process

PPT #80-89

10 minutes

which channels are available for Mr. Leung to
raise fund
Part II: Content
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Part III: Conclusion
 Conclude the lesson by reviewing the key
points learned

PPT #90-91

3 minutes

Home Assignment (Lesson 3 and Lesson 4)
The home assignment is to be completed on individual basis. The due date for
submission of the assignment is to be announced.
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Introduction

Lesson 1

This powerpoint aims to provide students with fundamental knowledge of stock trading
as an investment.

Start the lesson by asking the class why people trade stocks.

It consists of two sub‐topics with four lessons and the contents are as follows:

Answer:

Sub‐topic: Explain the factors affecting stock prices

Investor:‐

Lesson 1‐ Stock Trading in Hong Kong and Stock Price (Part I)

1. Accumulation of wealth

Lesson 2 ‐ Stock Price (Part II)

‐ People trade stock for wealth accumulation via stock price appreciation;

Sub‐topic: Describe the platforms of stock trading in Hong Kong: Main Board and Growth
Enterprise Market

2. Receiving income
‐ People can receive dividends as regular income;

Lesson 3 ‐ Main Board (MB) and Growth Enterprise Market (GEM)

3. Asset allocation

Lesson 4 ‐ Initial Public Offering and listing requirements of MB and GEM

Wealthy people or institutional investors can diversify their portfolio among cash, bonds,
stocks, commodities, real estate, etc.
Company:‐
1. Raise funds
‐ Company can issue new stocks to raise fund for company’s expansion, repayment of
loans etc.
‐ The above is called equity financing.

1

2

This is an individual activity. Iinstruct students to fill in their answer in the space
provided of the activity worksheet.

What are stocks?
Stock is a share in the ownership of a company. Stock represents a claim on the
company's assets and earnings. As you acquire more stock, your ownership stake in the
company becomes greater. Whether you say shares, equity, or stock, it all means the same
thing. (source: Investopedia).

Suggested answer is shown on the activity worksheet.

Investors who buy and hold the stocks are called shareholder or stockholder.

3
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Explain the stock trading and settlement cycle in Hong Kong:

AMS/3 stands for Automatic order matching and execution system. AMS/3 is the third
generation of electronic stock trading system implemented by HKEx in October

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

2000.
The system enables the investors to enter, change or cancel trading instructions through
HKEx, stockbrokers or systems provided by service providers, by using the Internet, or
mobile phone.
Buyers may place a bid to wait for buying the shares while sellers may place an offer
(ask) to wait for selling the shares.
The system will automatically match the orders with the same prices without knowing
who the buyers and sellers are.
Explain to students that shares in Hong Kong are transacted in board lots. For example,
Cheung Kong (stock code 1) shares have a board lot size of 1,000 shares, which means
investors who are interested in buying Cheung Kong Shares have to purchase at least
1000 shares in each transaction.
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Explain the settlement and clearing system in HK: the settlement cycle is T+2 in HK. T
means the transaction date and 2 means two working days.

HSI was started on November 24, 1969, it is a stock market index which tracks stocks on
the Hong Kong stock market and is currently compiled and maintained by Hang Seng
Indexes Company Limited, which is a wholly owned subsidiary of Hang Seng Bank, one of
the largest banks registered and listed in Hong Kong in terms of market capitalisation.
The Hang Seng Index uses a 100 base point system, which is equivalent to the total
closing stocks’ value as of per the day it was first used.

On the stock settlement date (T+2), the buyer (seller) will pay (receive) the money and
receive (deliver) the shares, electronically in normal circumstances.
CCASS is designed to provide efficient and dynamic clearing and settlement by adhering
to international standards for securities messages and providing interactive
communication with market participants through a standard message‐based application
programming interface. (source: An Overview of CCASS/3, HKEx, 2010)

As of June 17,2013, there are 50 HSI constituent stocks in total. They were:
0005 HSBC Holdings plc

On the settlement day, buyers can instruct the broker to place their shares into either
the broker custody account or his/her own personal account called Investor Participant
Account(optional and requires application, a personal stock custody account for
investors)

0011 Hang Seng Bank Ltd
0023 Bank of East Asia, Ltd
0388 HKEx Limited
0939 China Construction Bank
1299 American International Assurance
1398 Industrial and Commercial Bank of China
2318 Ping An Insurance
2388 BOC Hong Kong (Holdings) Ltd
2628 China Life
3328 Bank of Communications Ltd
3988 Bank of China Ltd
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0002 CLP Holdings Ltd
0003 Hong Kong and China Gas Company Limited

To better reflect the price movements of the major sectors of the market, 4 sub‐indexes
were introduced in 1985

0006 Hong Kong Electric Holdings Ltd

–Finance

0836 China Resources Power

–Utilities

0001 Cheung Kong (Holdings) Ltd

–Properties

0012 Henderson Land Development Co. Ltd

–Commerce and Industry

0016 Sun Hung Kai Properties Ltd
0083 Sino Land Co Ltd
0101 Hang Lung Properties Ltd
0688 China Overseas Land & Investment Limited
1109 China Resources Land Limited
0004 Wharf (Holdings) Ltd
0013 Hutchison Whampoa Ltd
0017 New World Development Co. Ltd.
0019 Swire Pacific Ltd 'A'
0027 Galaxy Entertainment Grop Ltd.
0066 MTR Corporation Ltd
0144 China Merchants Holdings (International) Co Ltd
0151 Want Want China Holdings Ltd
0267 CITIC Pacific Ltd
0291 China Resources Enterprise, Ltd
0293 Cathay Pacific Airways Ltd
0322 Tingyi (Cayman Islands) Holding Corp
0386 Sinopec Corp
0494 Li & Fung Ltd
0700 Tencent Holdings Limited
0762 China Unicom Ltd
0857 PetroChina Company Limited
0883 CNOOC Ltd
0941 China Mobile Ltd
1044 Hengan International Group Co. Ltd
1088 China Shenhua Energy Company Limited
1199 COSCO Pacific Ltd
1880 Belle International
1898 China Coal Energy
1928 Sands China
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This is an individual activity. Iinstruct students to fill in their answer in the space
provided of the activity worksheet.

Explain to the class that historical performance of HSI was affected the economic
conditions in Hong Kong. However, with the development of economical globalization,
stock market interdependence is on the rise in the world. All stock markets have
become more closely linked.

Suggested answer is shown on the activity worksheet.
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A general reflection of the performance of stock market

Asks the class the impacts of stock price if the new market information is a positive news
( for example the earnings of a company goes up substantially) or a negative news
(labour disputes of a company for a long time)

‐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.

Answer:

A measure of the overall health of a sector

The change in share price is based on the market information whether it is a positive or
negative news perceived by the buyer/seller

‐ 4 sub‐indexes (Finance, Utilities, Properties, Commerce and Industry) were introduced
in 1985, it is also an barometer of a particular sector.

If the buyers are willing to pay a higher price due to positive market information, the
share price would go up.
If the sellers are willing to sell stocks at a lower price due to negative market
information, the share price would go down.

A benchmark to compare a specific stock

Later, we will discuss what kinds of factors form market information.

‐ 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.
A basis for investment returns
‐ It may be act as an expected return of investor.

11
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Describe the majors factors affecting the stock price. Each of the factors shall be
discussed later . Generally speaking, there is positive relationship between economic
condition, political factors, industry prospect, company performance, dividend policy
with the share price, and negative relationship between interest rate. The increase in no.
of speculators of a particular stock would make its share price become more volatile.

If countries are experiencing positive GDP growth, the stock markets in those countries
will be on upward trend. However, if the GDP growth rate is negative, the stock market
in those countries will be on downward trend.
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The HK economy was strong in 2007 with a positive GDP growth rate of 9.8%, while it
experienced a recession in 2009 with a negative GDP growth rate of 2.8%.

GDP Growth Rate in Hong Kong is reported by the Census and Statistics Department,
Hong Kong.

15
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Employment rate

War

‐it is usually reflected by unemployment rate (In Hong Kong, the rate was 1.5% in 2013).
Lower unemployment rate indicates a good general economic condition

‐ The London Stock Exchange was closed on the outbreak of the First World War in
1914.
Terrorist activity

Statutory Minimum Wage (SMW)

‐The 11 September attacks in 2001 made investors worry about political instability and
wars. Stock markets worldwide dropped dramatically for a few days. The index of the
Dow Jones Industrial Average dropped by 7.13% in the period

‐SMW has come into force since 1 May 2011. With effect from 1 May 2013, the SMW
rate was revised from $28 per hour to $30 per hour

Election

‐ Generally speaking, SMW have direct negative impact on a company’s earning and
hence on the general economic environment.

‐ Research suggested that the US Presidential election once every four years have a
profound impact on the economy and stock market (Hirsch, Y, 2010 ) it is noticed that
the first two years of a Presidential term are typically the worst‐performing stock years,
while the third and fourth years are being touted as the best‐performing years

Consumption / consumers’ confidence
‐ Low consumption level have a negative impact on general economic environment
Investment in infrastructure
‐ More investment in infrastructure, e.g. Investment in new airport in Hong Kong for the
replacement of overcrowded Kai Tak airport in 1998, have a positive impact on the
general economic environment

17
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Conclude the lesson by revisiting the above key points.

End of lesson 1
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Lesson 2

A higher interest rate makes shares less attractive because investor can earn higher
interest income from bank deposit. Share price are therefore likely to fall.

To recap main points in lesson 1

A lower interest rate makes shares more attractive because investor can earn higher
return than interest income from bank deposit. Share price are likely to go up.

1) Stock price is determined by the price which buyers are willing to pay and sellers are
willing to sell
2) General economic condition Vs. Stock Price
3) Political factors Vs. Stock Price
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Central government can:

This is an individual activity. Instruct students to fill in their answer in the space
provided of the activity worksheet.

‐lower interest rate by, for example, printing more money to buy financial assets from
the capital market (hence increase money supply, lower interest rate, stimulate the
economy and then stock market).

Suggested answer is shown on the activity worksheet.

‐raise interest rate by, for example, selling assets to withdraw money from the market .
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Example: Property market in Hong Kong was weak between 1997 and 2003 and the
stock prices of property stocks dropped in general.

Examples
1)Early stage, e.g. environmental car industry
2)Growth stage, e.g. smartphone related industry*
3)Mature stage, e.g. electricity industry
4)Decline stage, e.g. property industry
*Industries like smartphones are emerging industry experiencing a rapid growth.
Introduction of smartphones also helps other IT industries like Google in US and Tencent
in China in the which the share price has gone up substantially. If the growing industry
can last for long time, the related stocks in the industry will be on upward trend. High
industry growth drives stock price upward momentum, reflecting high growth in
earnings of companies in the industry
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This is an example to show a good industry prospect with high growth (stage 2) and
promising earnings in long term would be reflected in the share price.

The company specific factors may be divided into two elements:‐
‐ Earnings: earnings do drive stock prices

The whole IT industry has been experiencing repaid growth recently due to rollout of
smartphones.

‐Management: Investors always look for companies with good management

Tencent was firstly listed in June 2004 at $3.7.
The share price was around $100 in July 2009.
Since 2009, the share price was doubled every 2 years.
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Generally speaking, persistent growth in earnings will lead to higher stock prices.

The higher a stock’s P/E ratio, the higher its downside risk‐‐the risk that the stock’s
market price will fall. A share with a higher P/E ratio is a more expensive share. However,
the P/E ratio can also be an indicator of investors’ confidence in the earning potential of
the company. A high P/E ratio may mean investors feel confident that the company will
make higher profits in the future

For example, the simple average annual profits growth rate from 2008 to 2012 of
Tencent was 48%, stock price had been increased substantially.

For example, Tencent (700) with a P/E of 46.25 (9/11/2013) are expected to grow
much faster than China Mobile (941) with a P/E of10.05 (9/11/2013)
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Competency and quality of management matters. Poor management would be penalised
by the market in terms of the share price.

Investors view a company’s dividend payment as a “signal” of a company’s future
prospects.

Management strategies are important, for example, developing new products ahead of
competitors like Samsung vs Nokia, it has made the share price ahead of Noika.

Dividend policy ‐ Constant (no matter high or low) dividend policy is more important.
Normally, fast‐growing companies maintain a low dividend payout, while mature / cash‐
rich companies maintain a high dividend payout.

Improve profitability and operating efficiency by:‐
Revenues Side
•Search for new customers, large contracts
•increase no. of unit sold
•Higher price
•Business expansion
•Develop new products / product differentiation
Costs side
•Lower operating costs (e.g. mechanisation)
•Better cost control (e.g. “just‐in‐time” inventory management)
•Lower financing costs
•Lower tax expenses
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Fixed or increasing dividends payment are often considered a “positive” signal, while
unexpected low dividend payments are viewed as “negative” signals.

Drastic change from high dividend policy to lower dividend policy disappointed smartone
shareholders.

However, if dividend payout ratio is unexpectedly high:‐

The substantial share price drop was due to heavy selling by a lot of disappointed
investors.

‐Lack of investment projects? – Negative impacts on stock price
‐Confident about future? – Positive impacts on stock price

33
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This is an individual activity, and instruct students to fill in their answer in the space
provided of the activity worksheet.
Suggested answer is shown on the activity worksheet.
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The presence of speculative activities on the stock exchange often causes imbalance of
demand and supply of shares, making share price volatiles.

This is called Efficient Market Hypothesis (EMH). EMH was founded by the Nobel price
winner (2013), Eugene Fama.

Explain the terms of “Investment” and “speculation” to the class

On the whole, the current price should reflect all information. Therefore, only new
information will cause the share price to change.

“An investment operation is one which, upon thorough analysis, promises safety of
principal and a satisfactory return. Operations not meeting these requirements are
speculative.”( Benjamin Graham, David Dodd, 1934).

However, as new information will arrive randomly (unpredictable), the share price will
move in a random fashion.

If a stock has more speculators than long term investors, its share price should be more
volatile.
If a stock has less speculators than long term investors, its share price should be less
volatile and may gradually on an upward trend.
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Conclude the lesson by revisiting the above key points.

End of lesson 2
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Lesson 3

Start the lesson by asking the class about on How many stock exchange(s) is/are there in
Hong Kong

To recap main points in lesson 2

Answer:

1) Stock price Vs. Interest rates

There is only one stock exchange in Hong Kong – Hong Kong Exchanges and Clearing
Limited (“HKEx”).

2 Stock price Vs. Industry prospect
3) Stock price Vs. Company performance
4) Stock price Vs. Dividend policy
5) Stock price Vs. Speculation
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As at end‐2012, Hong Kong's stock market ranked the second largest in Asia and the
sixth largest in the world in terms of market capitalisation. Hong Kong is also the second
largest private equity centre in Asia, managing about 18% of the total capital pool in the
region as at end‐2012.

HKEx is the operator and frontline regulator of the central securities and derivatives
marketplace in Hong Kong.
HKEx is committed to performing its public duty to ensure orderly and fair markets and
that risks are managed prudently, consistent with the public interest and in particular,
the interests of the investing public. It is also committed to working closely with the
principal regulator of Hong Kong's securities and derivatives markets, the Securities and
Futures Commission, an independent statutory body responsible for administering the
laws governing the markets, and facilitating and encouraging the development of the
markets.
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Explain the following details of each item:‐

Explain to the class about the term‐ “market capitalisation” (# of shares X market value
per share), and also give a % of increase about the market capitalisation of HKEx for 10
years from 2002 to 2012: The market capitalisation at 2002 is HK$ 3,559 billion (MB) +
HK$ 52.22 (GEM) (Source: Fact Book, 2012, HKEx) which are equal to US$ 463 billion
(exchange rate is HK7.8 :US1), representing a 512% increase in 10 years (i.e. (2,832 –
463)/463 X 100)

To Investors
Make investment – provides an investment channel for people to buy and sell securities.
Gain Protection – Companies listed on the stock exchange have to meet certain financial
requirements. Investors investing in those companies are therefore more protected.
Receive information – The stock exchange provides daily information on the price and
volume of all of the securities traded. Moreover, listed companies are required to
release financial information to the public.
To listed companies
Raise Capital – a listed company can raise capital for expansion of its business
Gain Credibility – As a listed company, it help to boost the company’s goodwill.
Get Valuation – without going to public, the market value of a company is not available.
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HKEx operates two separate boards for listed companies and investors, being the Main
Board (“MB”) and Growth Enterprise Market (“GEM”).

In the year of 2002, the listed companies in MB was 813. The growth rate from 2002 to
2012 was 68%.

Refer to the history and development of two separate boards, the MB was operated on
the establishment of the first format stock market in 1981, while the GEM was launched
in 1999.
Also explain why a second board market is developed with the following reasons:
1) For smaller companies to raise this fund;
2) To be competitive; overseas stock markets do have more than one market, examples:
i) Singapore's SESDAQ
ii) Kuala Lumpur's Second Board
iii) Alternative Investment Market (AIM) in UK
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Advise the class that the listing requirements of MB shall be discussed later.

Tell the class about the name of some famous HK and Chinese stock such as HSBC ,
Cheung Kong (holdings) Limited, PetroChina Co Ltd, and China Telecom Corporation Ltd
etc.
Teacher also tells the class about the meaning of “Listing Rule”. Listing Rule is a set of
rules prepared by the HKEx for listing companies to follow it. The Listing Rule are
designed to ensure that investors have and can maintain confidence in the Hong Kong
securities market .
The Listing Rule of Main Board requires that financial statements of listed companies be
published in the following times slots:‐
Interim report (6 months ) – within 3 months (MB Listing rule 13.48 (1)
Annual report (12 months) – within 4 months (MB Listing rule 13.46 (1) a (ii))
Visit the following website for details of the listing rule,
www.hkex.com.hk
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This chart indicates that market capitalisation from increased by 5,120% from 1986
($419 billion) to 2012 ($21,872 Billion).

Teacher explains the 10 ranking to the class, in which 4 companies were in banking
industry.
Top ten of in 2011 is as follows:
1) China Mobile Limited
2) China Construction Bank Corporation – H shares
3) HSBC Holdings PLC
4) CNOOC Limited
5) Standard Chartered PLC
6) Industrial and commercial bank of China Ltd – H shares
7) China Unicom (Hong Kong) Ltd
8) Glencore International plc
9) AIA Group Limited
10) Tencent Holdings Ltd
(source: Fact Book, 2011, HKEx)
Again, there were 4 companies in the Banking industry
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In the year of 2002, the listed companies in GEM was 166. The growth rate from 2002
to 2012 was 7.8%. It seems that the growth rate of GEM is not as high as that of MB.

A transfer of listing of its shares from GEM to the Main Board is allowed if the GEM
company later meets the qualifications for listing on the MB.
Tell the class that the second board of China stock market, the Growth Enterprise Market
(GEM), was also established in Oct 2009.
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The Listing Rule of GEM requires that financial statements of listed companies be
published in the following time slots:‐

Explain to the class that the GEM is not for general investor as the listed companies are
young and small and involve great uncertainty in future earnings.

Quarterly report (3 months ) – within 45 days (GEM Listing rule 18.03)

Professional investors means they have sufficient knowledge and expertise in relevant
products and markets.

Annual report (12 months) – within 3 months (MB Listing rule 18.66)
visit the following website for details of the listing rules,
www.hkgem.com

55

56

This chart indicates that market capitalisation increased by 982% from 1999 ($7.24
billion) to 2012 ($78.4 Billion).

The prefix of the stock code must be 8.
Demonstrate to the class that the first ranking in market captialisation of GEM is
Honbirdge Holdings Limited

Teacher can also compare the market capitalisation 2012 of HK$78.4billion and
HK$21,872billion for GEM and MB respectively. MB size is 279 times of GEM size in
term of market capitalisation.

It is only accounted for 0.3% of market captialsation of the China Mobile Limited, which
its market capitalisation was HK$1,814,016.81 million and ranked the first in terms of
market captialisation of MB.
Top five of in 2011 is as follows:
1 Honbridge Holdings Ltd.
2 ePRO Ltd.
3 ERA Mining Machinery Ltd.
4 Binhai Investment Co. Ltd.
5 Media Asia Group Holdings Ltd.
(source: Fact Book, 2011, HKEx)
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Activity 5:

Students shall complete the table within group.

Ask student to form in group of four or five.
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Invite students to present their answer.

Conclude this session by reviewing the above key points
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End of lesson 3

Lesson 4
To recap main points of lesson 3:
‐Differences between the MB and GEM
‐Numbers of companies
‐Characteristic
‐Market capitalisation
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Start the lesson by asking students what kind of channels are available for fund raising by
Mr. Leung

Go public means “The first sale of stock by a private company to the public people”.
Explain to the class the importance of HK stock market for fund raising purpose. As a
gateway to the Mainland China and with the close trading and business connection to
other Asian economies, Hong Kong is strategically placed in a high growth region. Over
the years, Hong Kong has developed into a renowned financial centre and provided
companies, both domestic and international, with a venue for capital raising.

The feedback from students shall be one of the following methods:‐
1)

Borrowing from banks

2)

Borrowing from his friends

3)

Further injection funding from himself

4) Ask friends to invest his company
5) Ask the general public to invest his company
Option 1 to Option 4 are feasible solution to Mr. Leung, However, option 5 is not feasible
unless the company goes public through initial public offering (it will be explained later
why Mr. Leung is unable to take Option 5)
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Explain to the class that not every company can list its shares on the Stock Exchange, it
has to fulfill the listing requirements stated by the Stock Exchange.

The purpose of this example is to share with students about the reason of going to
public other than fund raising purpose.
Reason for Microsoft for IPO was to retain talented managers.
Possible reasons of a company to list its shares on stock exchange:‐
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.
Note: reasons of going public if shareholders exceeds 500 are required for IPO.
Under US Law, private company cannot have more than 500 shareholders, or it should
be a public company and therefore, Microsoft went public.
In HK, private company under S29 of the Companies Ordinance is 50 shareholders.
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Explain to the class that the above are the simplified procedures.

The choice of method will depend on several factors, principally the purpose, the scale
of an issue and the likely interest from different group of potential investors (e.g. local or
overseas, retailer or institutions).

Other professional parties involved including accountants, lawyers, underwriters, and
valuers.
A company must appoint a sponsor to assist with its initial application for listing.
Sponsors are mainly responsible for:
‐ Ensure a company meets listing requirements;
‐Lodging the formal application for listing and all supporting documents with the Stock
Exchange; and
‐Dealing with the Stock Exchange in all matters arising in connection with the
application.
Prospectus
‐‐It is the source of information for potential investors to understand the business
operations, financial performance and corporate structure of a company
‐A prospectus should be produced in compliance with the Hong Kong Law.
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Teacher explains the difference between offer for subscription and offer for sale with the
following example;

It means that the placing of shares are taken up by institutional investors or professional
investors, not the general public.

Mr. Leung holds 100 shares of ABC Limited. ABC Limited issues 30 new shares to the
public for subscription (offer for subscription or new issues). Moreover, Mr. Leung also
offers his existing 10 shares to the public ( offer for sale). After these shares
transactions, the shareholding structure is as follows:‐

Some examples of institutional investors are pension funds and life insurance
companies.
Professional investors means they have sufficient knowledge and expertise in relevant
products and markets.

Mr. Leung 90 shares
Public

40 shares

Total

130 shares
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Teacher explains to the class about the number of new companies listed on stock
exchange.

Teacher explains to the class about the fund raising size
Year

Fund size ( HK$ Billion)

2007

290.4

Year

Number

2008

65.8

2007

82

2009

247.9

2008

47

2010

448.8

2009

68

2011

268.5

2010

106

2012

88.9

2011

88

2012

52
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Teacher explains to the class about the number of new companies listed on stock
exchange and compares those with the MB.

Teacher explains to the class about the fund raising size and compares those with the
MB.

Year

Number

2007

2

Year

Fund size (HK$ Million)

2008

2

2007

1993.55

2009

5

2008

216.84

2010

7

2009

356.2

2011

13

2010

649.29

2012

12

2011

1333.86

2012

1126.36
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Hong Kong ranked No. 1 in the world by the size of IPO funds raised during 2009‐2011.

Over the years, Hong Kong has developed into an internationally recognised financial
centre and has provided many Asian and multinational companies with fund‐raising
opportunities (such as PRADA, listed in 2011.)
Once a company has decided to pursue a listing, it must also consider a suitable market
on which to list its shares. In this connection, some of Hong Kong's advantages as a
listing venue are set out below:
1) Gateway to Mainland China
With close trading and business links to other Asian economies, Hong Kong is
strategically placed in a high growth region. As an internationally recognized financial
centre with an abundance of professional expertise, the HKEx has provided many Asian
and multinational companies with fund‐raising opportunities.
2) Home Market Theory
As Hong Kong is part of Mainland China, Hong Kong is the first choice for Mainland
Chinese companies seeking a listing on an international overseas market. The
applicability of the "home market" theory is reinforced by the statistic that a significant
portion of the trading value of Mainland Chinese companies is conducted in Hong Kong
where such companies have a dual listing in Hong Kong and another major overseas
exchange.
3) Strong Legal System
Hong Kong has a well established legal system based on English common law which
provides a companies with confidence to raise funds.
4)International Accounting Standards
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Apart from Hong Kong Financial Reporting Standards and International Financial
Reporting Standards, HKEx also accepts the use of generally accepted accounting
principles in the United States of America ("US GAAP") or other accounting standards by
applicants under certain circumstances in preparing financial statements.
5) Sound Regulatory Framework
Listing Rules are aligned with international standards and demand. HKEx has stringent
corporate governance requirements to ensure that investors have access to timely and
transparent information which allows them to appraise the position and prospects of the
companies.

Instruction:
Ask student to form in group of four or five.
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The lecture note only covers two basic and important listing requirements for the MB.
For detailed requirements, please refer to Chapter 8 of the MB Listing Rule.

Explain the following points to students
1. Management continuity means there is no change in the majority of the board of
directors and senior management.
2. Ownership continuity means the continuous ownership and control by the same
controlling shareholder.
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Listing company on Main Board must fulfill the financial criteria under either the “Profit
test ”, or the “Market capitalization / Revenue / Cash flow test ”, or

When calculating the profits, income/losses generated outside the ordinary and usual
course of business should be excluded.

the “Market capitalization / Revenue test ” as specified in the Listing Rules.
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Similar approach from profit test, revenue generated outside the ordinary and usual
course of business should be excluded.

Market capitalisation/revenue/cash flow test AND Market capitalisation/revenue test
were introduced with an aim to facilitate listing of companies which are capital
investment‐intensive with relatively long development history such that they may have
achieved significant investor interest (and hence market capitalisation) but have not
reached the profit generating phase of their growth cycle.

Cash flows from operating activities are not defined in the MB Listing Rules. In practice,
it primarily refers to the statement of cash flows prepared according to the accounting
standards
Market capitalisation represents the aggregate value of multiplying the number of
shares outstanding by the expected issue price per share at the time of listing.
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The lecture note only covers two basic and important listing requirements for the GEM.
For detailed requirements, please refer to chapter 11 of the GEM Listing Rule.

Explain the following points to students
1. Management continuity means there is no change in the majority of the board of
directors and senior management.
2. Ownership continuity means the continuous ownership and control by the same
controlling shareholder.
Reasons for imposing continuity of management and ownership requirements on MB
and GEM:
‐to demonstrate a stable management team of a company;
‐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;
and
‐to exert substantial influence on management by the controlling shareholders during
the track record period.
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There is only one financial requirement test to be satisfied.

Positive cash flow from operating activities is determined by adjusting net profits for the
effects of:
(a) non‐cash items such as depreciation
(b) all other items for which the cash effects are investing or financing.
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Conclude this session by reviewing the above key points.

End of lesson 4

90

91

Lesson 1
Theme

Stock Trading in Hong Kong and Stock Price (Part I)

Duration

40 minutes

Activity 1 – Disadvantages of buying stock
What are the disadvantages of buying stock instead of putting your money into
savings accounts.

Activity 2 –The Ups and Downs of Hang Seng Index
The following chart shows the Hang Seng Index from 1 Jan., 1993 to 9 Dec., 2013. Do
you know what makes the ups and downs of Hang Seng Index as shown on the chart?
1- HSI downs from 1997 to 1998
2- HSI downs from 2000 to 2003
3- HSI ups from 2003 to 2007
4 - HSI downs from 2007 to 2008
(Hint: Think about the major events occurred in Hong Kong during the above periods)
2

1

1

3

4

2

Lesson 2
Theme

Share Prices (part II)

Duration

40 minutes
Activity 3 – Interest rate and stock price

The U.S. government has started to print money to buy government securities from
the banks since 2008. What would be the impact on the interest rate, and the stock
market?

Activity 4 – Computation of P/E and payout ratio of HSBC
You are provided with the following information related to HSBC (stock code 5) in
2012:Dividend was HK$3.488 per share.
Share price was $82.65
Earnings per share was HK$5.7357
Based on the above information:
1) Compute the P/E ratio of HSBC; and
2) Compute the dividend paid out ratio of HSBC.
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Lesson 3
Theme

Main Board (MB) and Growth Enterprise Market (GEM)

Duration

40 minutes

Activities 5 - Invest in MB or GEM ?
Gary is planning to invest his money in stock market in Hong Kong. He does not know
whether he should invest his money in the Main Board or Growth Enterprise Market.
He does not have any prior experience investing in the stock market. He also does
not have much money and prefers less risk. As an investment consultant, advise Gary
on his investment choices.
Instructions:
Students are divided into groups of four or five to discuss the case.
Required:
a) Complete the following table:
Items

MB

No. of listed companies
on 31/12/2012
Market capitalization on
21/12/2012
Financial reporting
requirement
Types of listed companies
Types of investors

b) Which market should Gary invest in? Justify your advice

4

GEM

Lesson 4
Theme

Initial Public Offering and listing requirements of MB and
GEM

Duration

40 minutes
Activity 6 –Reasons for IPOs in Hong Kong

Hong Kong ranked No. 1 in the world by the size of IPO funds raised during
2009–2011, and ranked No. 4 in 2012. The Hong Kong Stock Exchange has become
one of the top ten domestic stock markets around the world.
Instructions:
Students are divided into groups of four or five to discuss the case
Required:
Discuss five possible reasons why Hong Kong has become a prominent IPO
fund-raising center.

5

Suggested Answer

Activity 1
Disadvantages
1) Loss of bank interest on savings accounts
2) More risky than putting money into savings accounts as stock prices can fluctuate
greatly
3) Total loss of the investment if the company is wound up.

Activity 2
1= Asian Financial Crisis
2 = Tech Bubble & SARS
3 = CEPA & Individual Visit Scheme
4 = Financial Tsunami

Activity 3
As more money is available in the market, the interest rate would be lower which
may stimulate the economy. The US dollar would become weak, resulting a large
increase of new money flowing into the US stock market, making it on an upward
trend.

Activity 4
P/E = $82.65/$5.7357 = 15.43
Dividend Payout ratio = $3.488 / $5.7357 X 100 = 60.8%.
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Activity 5
a) Difference between MB and GEM
MB

GEM

No. of listed companies
on 31/12/2012

1,368

179

Market capitalization on
21/12/2012

HK $21,872 billion

HK $78.4 billion

Financial reporting
required

2 times per year

4 times per year

Types of listed companies

Companies are generally
larger and have a longer
history and a profit record

Growth companies of all
industries

Types of investors

General investors

Professional and informed
investors

b) Advice to Gary
Gary shall invest his money in the MB rather than in GEM for the following reasons:
Risk issue:
1) In GEM, the future performance of growth companies is susceptible to great
uncertainty. Because of the higher risks involved, GEM is designed for professional
and informed investors;
2) Stocks traded in GEM is considered relatively riskier than Main Board’s. The
chances of losses on Gary’s investment would be higher.
Investment amount issue:
3) The total amount of investment is not a critical factor in deciding which market to
invest, it is because shares are bought in lot size, and the sum of money for each lot
size is irrelevant to which market the shares are traded on. For example:GEM

MB

Stock code

8031

1237

Company name

ETS Group

Merry Garden

Share price as at 3 Jan 2014

$1.64

$0.8

One lot

4,000 shares

2,000 shares

Total initial amount

$6,560

$1,600

Therefore, the cost of investing in Main Board is not necessarily higher than investing
in GEM.
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Activity 6
1) Gateway to Mainland China
With close trading and business links to other Asian economies, Hong Kong is
strategically placed in a high growth region. As an internationally recognized financial
centre with an abundance of professional expertise, the HKEx has provided many
Asian and multinational companies with fund-raising opportunities.
2) Home Market Theory
As Hong Kong is part of Mainland China, Hong Kong is the first choice for Mainland
Chinese companies seeking a listing on an international overseas market. The
applicability of the "home market" theory is reinforced by the statistic that a
significant portion of the trading value of Mainland Chinese companies is conducted
in Hong Kong where such companies have a dual listing in Hong Kong and another
major overseas exchange.
3) Strong Legal System
Hong Kong has a well-established legal system based on English common law which
provides a company with confidence to raise funds.
4) International Accounting Standards
Apart from Hong Kong Financial Reporting Standards and International Financial
Reporting Standards, HKEx also accepts the use of generally accepted accounting
principles in the United States of America ("US GAAP") or other accounting standards
by applicants under certain circumstances in preparing financial statements.
5) Sound Regulatory Framework
Listing Rules are aligned with international standards and demand. HKEx has
stringent corporate governance requirements to ensure that investors have access to
timely and transparent information which allows them to appraise the position and
prospects of the companies.
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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)
b)
c)
d)

“Buy low and sell high” to get profits
Dividend income
Assets allocation
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 situations 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
1

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

2

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 versus making bank deposits?
(10 marks)
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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)

4

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)
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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 Rule 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
6

A5) Which one of the following is NOT a method for listing on the Hong Kong Stock
Exchange?
a) Placings
b) Offer to sales
c) Offer for subscription
d) Tendering
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 why listing requirements and post-listing financial requirements for the
GEM are different from those of the MB in Hong Kong. (15 marks)
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B4) Outline four reasons why a company would list its shares on the stock exchange.
(20 marks)

B5) Discuss the importance of having management continuity and ownership
continuity as one of the listing requirement in Hong Kong. (20 marks)
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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 versus 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).

10

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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Stock Trading as an Investment
Home Assignment - Lesson 3 and Lesson 4
Marking Scheme

Section A (5 marks each)
A1. b
A2. c
A3. b
A4. c
A5. d

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
12

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).
13

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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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
20 marks, and question two carries 60 marks. You should allocate approximately 6
minutes and 18 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)
b)
c)
d)

$8
$12
$1.5
$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
1

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)
b)
c)
d)

48
49
50
52

2

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)

3
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Stock Trading as an Investment
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) Initial Public Offering (IPO) refers to:
a) A company issuing shares to the general public
b) A shareholder privately transferring its share of a company to another shareholder
c) A company issuing further shares to the general public after listing its shares on
the Stock Exchange
d) A company failing to list its shares on the Stock Exchange
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A4) Which of the following is NOT the responsibility of a sponsor in the process of
Initial Public Offering:
a) Ensures a company meets listing requirements
b) Lodging a formal application for listing to the Stock Exchange
c) Dealing with the Stock Exchange in all matters arising in connection with the
application
d) Approval of the listing of a company’s shares on behalf of the Stock Exchange
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 incorporate must be in Hong Kong
d) Operating history for more than 5 years
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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)
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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 funding 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 MB and GEM Listing
Rules requirements 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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Topic: Stock trading as an investment
Lesson 1 and Lesson 2
Quiz
Marking Scheme

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 (5 marks)
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.
2) A measure of the overall health of a sector (5 marks)
-4 sub-indexes (Finance, Utilities, Properties, Commerce and Industry) were
introduced in 1985, it is also an barometer of a particular sector.
3) A benchmark to compare a specific stock (5 marks)
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.
4) A basis for investment returns (5 marks)
It may be act as an expected return of investor.
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B2
Share price is affected by the supply and demand for a stock. 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). (6
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. (12 marks)
For the US Presidential Election that takes place, every four years has a profound
impact on the economy and stock market (Hirsch, Y, 2010). (5 marks) Research
found that the first two years of a presidential term were typically the
worst-performing years while the third and fourth years were being touted as the
best-performing years (Nickles & Valadez, 2009). (5 marks) It is because 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. (12 marks)
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Topic: Stock trading as an investment
Lesson 3 and Lesson 4
Quiz
Marking scheme

Section A (4 marks each, total 20 marks)
A1 a
A2 c
A3 a
A4 d
A5 b

Section B (40 marks for each, total 80 marks)
B1 (10 marks for each, for a total of 40 marks)
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
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B2
The basic MB Listing Rules are as follows:1) Management and Ownership Continuity (5 marks)
- Management continuity for at least the three preceding financial years, and
ownership continuity and control for at least the most recent audited financial year.
2) Financial requirements
Must satisfy one of the following tests:
- profit test
- profits of HK$20 million for most recent year and of aggregate of HK$30 million
for the first two years; or (5 marks)
- market capitalisation/revenue/cash flow test
- Revenue
At least HK$500 million for the most recent audited financial year
-Cash flow
Positive cash flow from operating activities of at least HK$100 million in
aggregate for the three preceding financial years
-Minimum market capitalisation
At least HK$2 billion at the time of listing; or (5 marks)
- market capitalisation/revenue test
-Revenue
At least HK$500 million for the most recent audited financial year
-Minimum market capitalisation
At least HK$4 billion at the time of listing (5 marks)
The basic GEM Listing Rules are as follows:
1) Management and Ownership Continuity (5 marks)
Must have a trading record of at least 2 full financial years with:
-Substantially the same management throughout the 2 full financial years; and
A continuity of ownership and control throughout the full financial year immediately
preceding the issue of the listing document
2) Financial requirement
-must satisfy the cash flow test.
Cash flow from operating activities must be of at least HK$20,000,000 in aggregate
for two financial years (5 marks)
All companies have to comply with the above listing requirements in order to list
theirs 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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