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PREVIOUS YEAR QUESTIONS
FINANCIAL MARKETS
Q.1 Stock exchange acts as a regulator of the securities market. It creates a continuous market where the securities are bought and sold. It gives investors the chance to disinvest and reinvest. Through this process of disinvestment and reinvestment, savings get channelised into their most productive investment avenues.
To ensure that the investing public gets a safe and fair deal in the market, the membership of the stock exchange is well regulated and its dealings are well defined according to the existing legal framework. It also ensures wider share ownership by regulating new issues, better trading practices and taking effective steps in educating the public about investments.
Various functions performed by the Stock Exchange are discussed in the above para.
By quoting the lines from the above para, state any four functions of stock exchange.
Ans. Various functions performed by the Stock Exchange are: 
(i) Providing liquidity and marketability to existing securities as the stock exchange creates a continuous market where the securities are bought and sold. It gives investors the chance to disinvest and reinvest. 
‘It creates a continuous market where the securities are bought and sold. It gives investors the chance to disinvest and reinvest.' 
(ii) Contributes to economic growth as through process of disinvestment and reinvestment, savings get channelised into their most productive investment avenues.
"Through this process of disinvestment and reinvestment, savings get channelised into their most productive investment avenues." 
(iii) Safety of transactions as the membership of the stock exchange is well regulated and its dealings are well defined according to the existing legal framework. This ensures that the investing public gets a safe and fair deal on the market.
'Membership of the stock exchange is well regulated and its dealings are well defined according to the existing legal framework." 
(iv) Spreading of equity cult as the stock exchange ensures wider share ownership by regulating new issues, better trading practices and taking effective steps in educating the public about investments.
“Ensures wider share ownership by regulating new issues, better trading practices and taking effective steps in educating the public about investments."
Q.2 Supriya's grandmother who was unwell, called her and gave her a gift packet. Supriya opened the packet and saw many crumpled share certificates inside. Her grandmother told her that they had been left behind by her late grandfather. As no trading is now done in physical form, Supriya wants to know the process by adopting which she is in a position to deal with these certificates. 
(i) Identify and state the process.
(ii) Also give two reasons to Supriya why dealing with shares in physical form had been stopped.

Ans. (i) Dematerialisation It is a process where securities held by the investor in physical form are cancelled and the investor gives an electronic entry or number so that she/he can hold it as an electronic balance in an account. 
(ii) Problems with dealing in physical form: (any two)
(a) Theft.
(b) Fake/forged transfers.
(c) Transfer delays.
(d) Paper work associated with share certificates or debentures held in physical form.
Q.3 Mr. Sanjay Nehra was the Chairman of Taran Bank'. The bank was earning good profits. Shareholders were happy as the bank was paying regular dividends. The market price of their shares was also steadily rising. The bank was about to announce taking over of 'Nena Bank.' Mr. Sanjay Nehra knew that the share price of Taran Bank' would rise on this announcement. Being a part of the bank, he was not allowed to buy shares of the bank. He called one of his rich friends Sudhir and asked him to invest 5 crores in shares of his bank promising him the capital gains.
As expected the share prices went up by 40% and the market price of Sudhir's shares was now Rs 7 crores. He earned a profit of Rs 2 crores. He gave Rs 1 crore to Mr. Sanjay Nehra and kept Rs 1 crore with himself. On regular inspection and by conducting enquiries of the brokers involved, Securities and Exchange Board of India (SEBI) was able to detect this irregularity. The SEBI imposed a heavy penalty on Mr. Sanjay Nehra. 
By quoting the lines from the above para identify and state any two functions that were performed by SEBI in the above case. 
Ans. Regulatory function - Calling for information by undertaking inspection, conducting enquiries and audits of stock exchanges and intermediaries. 
'On regular inspection and by conducting enquiries of the brokers involved, SEBI was able to detect this irregularity.’ 
Protective function - Controlling insider trading and imposing penalties for such practices.
‘The SEBI imposed a heavy penalty on Mr. Sanjay Nehra.'
Q.4 What is meant by a Financial Market?
Ans. A Financial market is a market for the creation and exchange of financial assets, e.g., shares, debentures, etc.
Q.5 How does Financial Market facilitate ‘Price Discovery’ of financial assets?
Ans. Financial Market facilitates price discovery for financial assets by interaction of forces of demand and supply.
Q.6 What is meant by financial intermediation?
Ans. Financial Intermediation is the process of making allocation of funds from savers to investors.
Q.7 Name the two major alternative mechanisms through which allocation of funds can be done.
Ans. Banks and Financial Markets.
Q.8 Explain any four protective and any four regulatory functions of Securities and Exchange Board of India.
Ans. Protective functions of Securities and Exchange Board of India: 
(a) It prohibits fraudulent and unfair trade practices like misleading statements, manipulations, price rigging etc.
(b) It controls insider trading and imposes penalties for such practices. 
(c) It undertakes steps for investor protection.
(d) It promotes fair practices and code of conduct in securities market.
Regulatory functions of Securities and Exchange Board of India: 
(a) It registers brokers and sub brokers and other players in the market.
(b) It registers collective investment schemes and mutual funds. 
(c) It regulates stock brokers, portfolio exchanges, underwriters and merchant bankers. 
(d) It regulates takeover bids by companies.
Q.9 State any two 'Developmental Functions' of Securities and Exchange Board of India.
Ans. Developmental functions of SEBI: (Any two) 
(i) It trains intermediaries of the securities market.
(ii) It conduct research and publishing information useful to all market participants. 
(iii) It undertakes measures to develop the capital markets by adapting a flexible approach.
Q.10 SEBI recently called for information and issued a show cause notice to NSE and its 14 officials seeking explanation on the Preferential Access allegations of the Exchange's Co-location facility. State the function that SEBI performed by doing so.
Ans. The following was performed by SEBI-Calling for information by undertaking inspection, conducting enquiries and audits of stock exchanges and intermediaries-Regulatory Function.
Q.11 These days, the development of a country is also judged by its system of transferring finance from the sector where it is in surplus to the sector share it is needed most. To given strength to the economy, SEBI is undertaking measures to develop the capital market. In addition to this there is another market in which unsecured and short-term debt instruments are actively traded everyday. These markets together help the savers and investors in directing the available funds into their most productive investment opportunity.
Name the function being performed by the market in the above case.
Ans. Mobilisation of savings and channeling them into the most productive uses/allocative function.
Q.12 This market helps to save time, effort and money that both buyers and sellers of a financial asse would have to otherwise spend to try and find each other. Name the market and identify the function being referred to.
Ans. Financial market. 
Function being referred to is-
Reduces the cost of transactions.
Q.13 Sagar is a big supporter of the vital role the stock exchange plays in securing wider circulation of ownership of companies to the common people and supports the education of the common public about the positive effects of making investments. However, he knows it will take some time a nothing spreads very fast in public and takes its own time. He knows that it is only due to the presence of the stock markets that a continuous market is made available to the buying and selling of the securities. People do not want late results; they want everything in an instant. True investor knows that there should be knowledge before the habit of making investments. The knowledge about the companies participating should be there before any big decision is taken. Most of the people however get attracted to the stock market as it allows speculative activity with the healthy limits which help in liquidity of the shares in the stock markets. We have different newspapers which give a lot of news these days about strictness in the stock market. All this is happening today because scams took place in the past. But now everything takes place in legal framework providing safe and fair deal in the market.
(a) Identify the concept of financial market which has been highlighted in the above case through the paragraph.
(b) Identify its four functions highlighted above by quoting the lines. 
Ans. (a) Functions of stock exchange.
(b) (i) Spreading of equity cult. 
‘Sagar is a big supporter... positive effects of making investments’.
(ii) Providing liquidity and marketing to existing securities.
'He knows that... buying and selling of the securities.' 
(iii) Providing scope for speculation.
'Most of the people... shores in the stock market.’ 
(iv) Safety of transaction.
'But now everything... providing safe and fair deal in the market.’
Q.14 Shenoy selects a person who is authenticated to buy or sell securities on his behalf. He is registered by Securities and Exchange Board of India (SEBI). Then through this person Shenoy opens an account with a bank. Then he takes the next step. He gives this person an order in which he specifies the number and types of securities to be bought or sold. The process moves forward. After getting the instructions from Shenoy, the selected person buys and issues a paper. The paper contains the name and price of securities, brokerage charges and the name of the parties involved. Then comes the concluding stage of the process. Here the trading of securities is done by the selected persons on behalf of Shenoy.
(i) Identify the process highlighted in the above case. 
(ii) Identify the type of account being indicated above.

(iii) What is the name of the person Shenoy has chosen?
(iv) What is the name of the paper highlighted above?
(v) What is the last stage of the process called? 
Ans. (i) Trading and settlement procedure.
(ii) Demat account 
(iii)Broker.
(iv) Contract note.
(v) Settlement.
Q.15 Unicon Securities Pvt. Ltd.' was established to deal in securities. It was registered as a stock broker with National Stock Exchange (NSE) and Bombay Stock Exchange (BSE) to trade in securities listed to these exchanges. It is also a depository participant with CDSL and NDSL In the first three years, it developed its business successfully. After that the composition of Board of Directors changed. Some customers complained to the customer care centre of the company that shares purchased by them and for which the payment has been duly made, were not transferred to their D'mat Accounts by 'Unicon Securities Pvt. Ltd.' The executive of customer care centre promised the aggrieved customers that their shares will be transferred to their respective D'mat Accounts very soon. But the company delayed the matter and didn't transfer the shares of the customers to their D'mat Accounts. This eroded investors' confidence and multiplied their grievances. 
(i) Identify this step of trading procedure in a stock exchange which has not been followed by 'Unicon Securities Pvt. Ltd." 
(ii) Name the open statutory body of capital market to whom customers can complain to redress their grievances.
Ans. (i) The trading procedure step ignored by Unicon Securities Pvt. Ltd. is delivery of shares directly into Demat Account of the investors.
(ii) The Securities and Exchange Board of India (SEBI)


2

image1.png
EEEEE




