
 

 

 

Suggested Answers for CA Final 

Financial Services & Capital Markets 

May 2018 Exam 

By 

SFM Praveen 

 

 

 
 

For more details about Upcoming Batches call 8886435913 or visit 

myplanetfinance.com 



Suggested Answers for CA Final - Financial Services & Capital Markets by SFM Praveen 

planetFINANCE – Institute of Financial Studies Page 1 
 

CASE STUDY 1 
 

 This question is based on the operational mutual funds. The data given is relating to 

the fund operations during the particular year. 
 The balance sheet and P & L account of Mutual fund is given. 

 On this case study 2 questions were asked for total 50 marks – A & B. 
 A is for 37 marks and B is for 12 marks. 

 

A. Answer the following questions and reason out your answers: 
 

(i)  Under what type of a mutual fund product would you classify the above? Why? 
(2 Marks) 

 

 It is a Debt fund as the fund invested in debentures, bonds and government 
securities. 

 

(ii)  Is the scheme open ended or closed ended? 
(2 Marks) 

 

 It is open ended scheme because many units issued and redeemed by the fund during 
the year. 

 

(iii)  Can it be assumed without any contradiction that the product is traded in the 
stock exchange? 
(2 Marks) 

 

 It is open ended fund hence cannot be traded in the stock exchange. 
 

(iv)  Is switching between plans permitted in this mutual fund product? 
(2 Marks) 

 

 Yes, because in Balance sheet it is given inter scheme receivables and payables. 
 

(v)  Why is there a nil balance in deposit with scheduled banks? 
(2 Marks) 

 

 It is not compulsory that mutual fund should have minimum balance in bank 
account. Fund has invested in the Bonds. 

 

(vi)  Do you think that this scheme is a safe investment with negligible risk? Would 
you expect high returns from this product on an annualized basis? 
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(3 Marks) 
 

 Yes, this scheme has lower risk because it is a debt fund. So you can expect 8% to 
10% P.A. 

 

(vii)  What is your comment on the expense ratio given above? 
(3 Marks) 

 

 The expense Ratio is 2.65 which are very high generally expense ratio of mutual fund 
will be 1 to 1.5 & as per the SEBI (Mutual Funds) Regulations, 1996 it must not 
exceed 2.25 & 2.5 for debt fund & equity fund respectively. 

 

(viii)  Can you find out the NAV per unit of the scheme from the given data as on the 
closing date? Substantiate with appropriate calculations and explain how you 
can or why you cannot find NAV. 
(3 Marks) 

 

 NAV is the amount that unit holder would receive if the MF is wound up. NAV 
represents market value of total assets of the fund less total liabilities attributable to 
those assets. NAV changes daily. As Market value of assets (listed debentures & 
bonds, Govt securities) is not given in the above problem, it is inappropriate to 
measure NAV.  

 

(ix)  What is the role of unrealized reserves? Is it not contrary to the fundamental 
accounting principles of prudence? 
(3 Marks) 

 

 An Institute of Chartered Accountants of India (ICAI) guidance note has stipulated 
that unrealized appreciation should be directly transferred to an unrealized 
appreciation reserve. Logic follows that while doing so, they should create a reserve 
accordingly, which will account for the appreciation in the market value of the 
investments of a scheme. Since SEBI has not made the creation of such a reserve 
mandatory, none of the mutual funds are creating any reserves to that effect.  

 

(x)  From the given figures, do you conclude that the scheme has performed well 
during this year in question? 
(2 Marks) 

 

                                                      Calculation of Closing NAV 
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Investments in Aggregate   348964 

Add: Other Assets in Aggregate   364779 

Aggregate Assets   3854463 

Less: Current Liabilities     

  1615   

  64   

  420   

  19   

  260840   

  70   

  60   

  2878 265966 

AUM   3588497 

 
NAV1 = 3588497/88313587 = 40.6335 
NAV0 = 264319/26431998.59 = 10 
% return p.a. = (NAV1 – NAV0)/NAV0*100 = 300% p.a. 

 

(xi)  Can this fund borrow from the money market to meet the investor’s income 
expectations or redemptions obligations? 
(2 Marks) 

 

 No, Mutual funds should not borrow money under money market to pay for the unit 
holders. 

 

(xii)  What can you say about the entry and exit loads of this fund? 
(3 Marks) 

 

 The entry and exit load is less than 0.1% of units issued. 
 

(xiii)  The fund invested in Treasury Bills of face value Rs. 1,00,000 each amounting 
to Rs. 90 crores. If the average annualized yield calculated based on 85 days as 
on 31st march, 2018 was 8.76%. What was the amount of average purchase 
price? 
(3 Marks) 

 

 Given, 

Annualized Yield = 8.76% 
85 Day Yield = 8.76*85/365 = 2.04% ~ For 85 Days 
Yield = (100 – Purchase Price)/Purchase Price * 100 
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2.04% = (100 – Purchase Price)/Purchase Price * 100 
0.0204 = (100 - Purchase Price)/Purchase Price * 100 
0.0204* Purchase Price = 100 - Purchase Price 
1.0204* Purchase Price = 100 
Purchase Price = 100/1.0204 = 98 
Therefore, Average Purchase Price = Rs. 98,000 

 

(xiv)  What will be the risk appetite of an investor in this type of product? What 
would be the preferences of the investor in such a product? 
(3 Marks) 

 

 Investor prefers low risk here with a constant income and must be a retired person 
looking for safety for principal.  

 

(xv)  Why is there a fractional amount in mutual fund product? 
(2 Marks) 

 

 The units arising out of dividend reinvestment results in fractional units. The units 
are allotted up to three decimals. Example: An investor invested Rs. 5000 in mutual 
funds, at an NAV of Rs 17.91 and got 279.155 units. Since all units are issued in 
electronic form, you can sell or purchase fractional units.  

 

B. Answer the following as directed along with reasons: 
 

(i)  The type of entity of a mutual fund is: 
(A)  A private limited company 
(B)  A public limited company 
(C)  A partnership firm or LLP 
(D)  None of the above 

(1 Mark) 
 

 D. Mutual fund is trust registered under Indian Trust Act. 
 

(ii)  The investments by a mutual fund are controlled by 
(A)  RBI 
(B)  SEBI 
(C)  Registrar of Companies 
(D)  Both (A) and (B) 

(1 Mark) 
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 D. SEBI is regulator for primary market, secondary market, equity and bonds and 
commodities markets. [SEBI (Mutual funds) Regulations, 1996]. Mutual funds 
dealing exclusively with the money market must register with the Reserve Bank of 
India.  

 

(iii)  When the holder of units of a mutual fund can sell his units at any time during 
the year, 

(A)  The fund is equity. 
(B)  The fund is a bond fund. 
(C)  The fund is balanced fund. 
(D)  Nothing can be said about the classification of the fund from the saleability. 

(1 Mark) 
 

 D. Mutual fund, whether it is an equity fund or Bond fund or balanced fund, it will be 
open ended or closed ended. 

 

(iv)  The following is not true in the context of a mutual funds payment to its unit-
holders: 

(A)  A scheme that invests in equity pays dividends. 
(B)  An exchange traded fund pays dividends. 
(C)  A bond fund pays interest. 
(D)  A G-sec fund pays dividend. 

(1 Mark) 
 

 C. Any type of mutual fund pays only dividend to mutual fund holders, even if it is a 
debt fund. Hence bond funds paying interest is wrong answer. 

 

(v)  Under a systematic Investment plan, the following is NOT TRUE: 
(A)  Unit holders can invest on a monthly basis whatever amount they can save. 
(B)  Investors can invest only a pre-specified amount every period, say monthly, 

quarterly or half yearly. 
(C)  If an investor has subscribed Rs. 3000 in quarterly payments for a 3 year SIP, 

he can choose to step up this amount to Rs.4000 from the second year. 
(D)  Even where the SIP amount in the financial year does not exceed Rs.50000 

an investor cannot invest in cash. 
(1 Mark) 

 

 D. There is no such limit of 50,000 and A, B, C are right. 
 

https://en.wikipedia.org/wiki/Money_market
https://en.wikipedia.org/wiki/Reserve_Bank_of_India
https://en.wikipedia.org/wiki/Reserve_Bank_of_India


Suggested Answers for CA Final - Financial Services & Capital Markets by SFM Praveen 

planetFINANCE – Institute of Financial Studies Page 6 
 

(vi)  An investor in a mutual fund who wants liquidity within a period shorter than 
the closure date should invest in 
(4*1 = 4 Marks) 

 

 Money market mutual fund or liquid mutual fund. 
 

(vii)  Gilt funds have ZERO risk. 
 
(viii)  An investor who does not want to incur a high expense ratio can opt for Debt 

fund. 
 

(ix)  Sharpe Ratio is the standard measure of performance for investors in mutual 
funds for one year or more time periods. 

 

(x)  Is there any difference between a mutual fund and a scheme? 
(4*1 = 4 Marks) 

 

(xi)  How is a benchmark chosen for effective comparison of the performance of 
each type of mutual fund protecting? 

 

 Benchmark is taken with similar portfolio stocks. For Ex:- Incase of large cap fund 
nifty will be taken as bench mark, In case of midcap fund BSE Mid cap Index will be 
taken as Benchmark.  

 

(xii)  Can a mutual fund invest in another mutual fund? Explain the underlying 
concepts and laws. 

 

 A Mutual fund is allowed to invest in other mutual funds, in fact there are schemes 
called Fund of Funds which invest only in the other mutual funds. Many Off-shore 
funds invest in the foreign mutual funds. 

 

(xiii)  Can a real estate investment mutual fund invest in residential house property? 
 

 Yes, REITS (Real Estate Investment Trusts) are mutual funds which are allowed to 
invest in Residential house property. 

 

CASE STUDY 2 
 

A. Answer the following: 
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(i)  What is meant by a recognized stock exchange? Is there any stock exchange 
which is functional that is not recognized? 
(3 Marks) 

 

 A stock exchange must recognized by SEBI, as per SEBI act. Any unrecognized stock 
exchange is illegal. There is no unrecognized stock exchange in India. However a very 
popular Dabba Trading happens in India which is illegal. 

 

(ii)  Does SEBI (ICDR) Regulations 2009 (amended in 2017) apply to preference 
shares? If so, under which regulation? Explain in detail. 
(4 Marks) 

 

 Reg 3 of SEBI (ICDR) Regulations, 2009. 
Applicability: 
Unless otherwise provided, these regulations shall apply to the following: 
(a) A public issue; 
(b) A rights issue, where the aggregate value of specified securities offered is 
50,00,000 or more; 
(c) A preferential issue; 
(d) An issue of bonus shares by a listed issuer; 
(e) A QIP by a listed issuer; 
(f) An issue of Indian Depository Receipts. 
Majority of provisions talks about specified securities. 
This means equity shares, convertible debentures and convertible preference shares 
BUT NOT PREFERENCE SHARES. 

 

(iii)  Point out the flaws or the irregularities of the following proposal and state how 
rectification may be done, quoting relevant rules or sections or procedures and 
the authority: 
(8 Marks) 

 

(iv)  IJK ltd. wants to publicly issue for the first time, 10,00,000 equity shares of a 
face value of Rs. 10 by book building process. It wants to keep the bid open 
from 14th of May 2018 up to 5th June 2018. The price band offered is to 
contribute to 15% of the shares proposed to be offered at Rs 30 per share and 
hold the investment up to two years. To what extent can anchor investors 
provide the support necessary? 

 

 A Public Issue must be open for at least 3 days and not exceeding 10 days. The upper 
Price band must not be more than 20% of the Floor price, that means the maximum 
upper price must be 36 however here the company planning for 40/- which is not as 
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per SEBI Guide lines. Promoter should be issued at a price not less than the price 
offered to public. And he should contribute minimum 20% and lock-in period is 3 
years. Anchor investors can contribute up to 60% of QIB Portion, No of shares is 10 
Lakhs, QIB portion is 5 Lakhs, and Anchor investor’s category is 3 Lakhs. 

 
 

(v)  In case the promoter is an individual, can his holding be counted for the limit 
applicable for a retail individual investor? State the regulation in support of 
your answer. 
(3 Marks) 

 

 Not less than 35% of net offer to public is allocated to RIIs. Net offer to public 
excludes promoters’ contribution. [Reg 43 of SEBI(ICDR) Regulations,1996] 

 

(vi)  A soap manufacturing company has requested SEBI’s prior approval to use a 
popular actor to advertise for the proposed equity issue to public. The same 
actor has been employed by the company to promoter sales of its soaps. Is it 
alright to grant approval? 
(2 Marks) 

 

 Company should not appoint any brand ambassadors for public issue. 
 

(vii)  X is an individual having a surplus of Rs 5 Lakhs. He is interested in investing 
the amount in shares of a company in an initial public offer. He has a 
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preference for A Ltd. Which is to open for subscription on 30th may 2018? The 
market predictions indicate an oversubscription of that issue. If he does not get 
any allotment or if he is allotted for shares for any lesser value, he would like to 
invest in Company B Ltd. whose offer is to open on July 1st. He fears that his 
money will be blocked in the first issue and may not be refunded to him in time 
for him to apply for B Co. Ltd’s issue, if he does not want to borrow any money 
for that purpose, how will he overcome the problem? Discuss. 
(3 Marks) 

 

 Investor is worried about blocking of his funds while applying for IPO’s he can use 
ASBA facility which means applications supported by blocked amount. Here investor 
will open a bank account with a scheduled bank where he will mention the bank 
account number in the application form and if the shares are allotted in his favor 
company will credit his demat account with the shares and debit the bank account. If 
the shares are not allotted funds will be unblocked and he can apply for another IPO 
immediately. So investors can use this facility in this case. 

 

(viii)  What do you mean by a large cap, mid cap, and small cap stocks? 
(4 Marks) 

 
  

CAP Market Capitalization Risk Expected return 

Large Cap More than 1000 Cr Low Low 

Mid Cap 500 Cr to 1000 Cr Medium Medium 

Small Cap less than 500 Cr High High 
 

(ix)  S & P BSE Sensex was 32480.5 on a certain day. On the same day, NIFTY 50 
was 10287.70. Explain the vast difference between the numbers and 
underlying concepts. 
(3 Marks) 

 

 Sensex started as base year 1979 with 100 points as index Nifty started in the 1996 
with base of 1000 points. As nifty benchmarking started lately nifty is at lower value.  
However on the daily basis the percentage change in both Sensex and Nifty will be 
approximately same, however Sensex has 30 companies and nifty has 50 companies. 

 

(x)  Will the equity share prices of a company be the same in both NSE and BSE at 
the same point of time? If so, explain the concept. If not, explain why they 
could differ? If they differ, will an investor not be able to buy profit by buying 
at lower price and simultaneously selling it at a higher price? 
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(3 Marks) 
 

 For a high liquid stocks the stock price will be same in both BSE and NSE because in 
online trading investor can see the prices in both the exchanges and buy where the 
prices is low. If investor wants to sell he can see the prices in both the exchanges and 
can sell at a higher price. As the both prices are available on the live screen 
simultaneously price tends to be same. In few illiquid stocks the price may be 
different in both the exchanges where arbitrager can buy in one exchange and sell in 
another exchange for making difference amount as profit however you should 
consider the brokerage also. When you are buying a share it will take 2 days to 
receive the shares in demat account but when you sell the shares in another 
exchange you will give delivery of shares by evening. That means when you do 
arbitrage you must have shares in your demat account already where you can give 
shares on the same day. 

 

(xi)  Identify suitable Investments (indicate broad category rather than specific 
instruments) that may ideally fit into the investment objectives of the 
following individuals: 
(4 Marks) 

 

INVESTMENT       OBJECTIVE INSTRUMENT INSTRUMENT 

Growth and appreciation in 
value 

Equity Mutual funds Large cap stocks 

Regular income Debt funds Bank FD’s 

Liquidity Money market mutual 
funds 

Bank FD’s 

Capital preservation Bank FD’s Bank FD’s 

 

B. Choose the most appropriate answer from the following and give 
your reason: 
(2*5 = 10 Marks) 
 

(i)  The following is true: 
(A)  An investment bank needs no license from RBI 
(B)  SEBI has to approve the draft prospectus within thirty days of submission to 

it. If no reply is received within 30days of submission, it is deemed to have 
no objection and the company and the company may proceed with public 
issue. 

(C)  A merchant banker shall not apply for the share of its client company. 
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(D)  An Asset management company is a banking company governed by the RBI 
to deal with a Mutual fund’s investments in different sections of the 
financial markets. 

 

 B 
 

(ii)  The following commodity is not traded in the Indian commodity exchange: 
(A)  Diamonds 
(B)  Tomatoes 
(C)  Crude oil 
(D)  Pepper 

 

 B 
 

(iii)  A company has receivables of Rs 150crores from four borrowers. It converts 
these into smaller portions of Rs 500 each and sells these to smaller investors 
in the secondary markets. This fragmentation of the loan is called  

(A)  Debt unit scheme 
(B)  Mutual fund scheme 
(C)  Debt securitization 
(D)  Asset reconstruction 

 

 C 
 

(iv)  Margin trading is the following: 
(A)  Stock brokers trade on the client’s behalf up to variation margin 

maintenance. 
(B)  Stock brokers trade on the client’s behalf even consuming the initial 

margin. 
(C)  Investors buy more number of shares than they have money for by paying a 

lower proportion of the cost and getting the balanced funded by the 
bankers. 

(D)  A stock broker keeps a margin in his account with the stock exchange for 
the netting position shortfall among his clients. 

 

 C 
 

(v)  AM Inc., an American company wants to set up its marketing company in 
India. The following process does not violate Indian Regulations: 
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(A)  AM has identified 205 entities / individuals in India who are willing to 
subscribe to the share of new company. AM would like to raise money from 
these persons and not invoke the provisions relating to public issue. 

(B)  AM will restrict the issue to about 150 persons and raise the capital without 
having to comply with SEBI Regulations. 

(C)  AM will set up a mutual fund and offer its units to either the 150 or 205 
persons and use the proceeds to set up its new company and will comply 
with the SEBI (Mutual fund) Regulations. 

(D)  AM will get a banking license in India and set up the new company as the 
subsidiary of the banking company. 

 
  

 

Fill in the blanks: 
 

(vi)  Credit Default swap is an arrangement between parties A and B where A has 
given a loan to C and is afraid that C may not pay it back and in that case, B will 
make good A’s Loss. In return for this, B will charge a periodic premium from A. 
(1 Mark) 

 

(vii)  When shares are traded in the Secondary Market the company’s share capital 
account is not affected. 
(1 Mark) 

 

(viii)  A group of engineers has designed an air conditioning machine which is a 
revolutionary product that efficiently admits fresh air circulation. This will 
replace the wide air conditioning market within the country. The new product 
has been successfully tested and is being patented. The group has had a 
startup venture as a private limited company. A big company that enjoys over 
50% of the air conditioning market, which is threatened by this product should 
attempt a Poison Pill to retain its market leadership. 
(1 Mark) 


