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B.Com Honours Semester 1 Calicut University

Stock Market Fundamentals
Course Code: COM1FM105 (2) • Module 1 Notes
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1. Securities Market Architecture: Primary vs. Secondary
Markets

The securities market constitutes the financial nervous system of modern industrial capitalism. In
macroeconomics, economic growth is fundamentally determined by the efficiency with which a nation
mobilizes idle household savings and channels them into productive, long-term corporate capital
investments. The financial market performs this allocative function by converting savings into capital assets—
such as industrial factories, technology infrastructure, pharmaceutical research facilities, and logistics fleets.
Within this overarching architecture, the stock market is divided into two interdependent segments: the
Primary Market and the Secondary Market.

1.1 The Primary Market: Capital Formation Engine

The Primary Market (frequently termed the New Issue Market) is the market mechanism through which
corporate entities, statutory corporations, and sovereign governments issue brand-new financial securities
directly to investors to raise fresh, long-term capital. In primary market transactions, capital flows directly from
the purchasing investor to the issuing enterprise, expanding the aggregate physical or intellectual capital base
of the economy.

The primary market operates through various issuance mechanisms: Initial Public Offerings (IPOs), Follow-on
Public Offers (FPOs), Rights Issues (offering shares to existing equity holders on a pro-rata basis), and Private
Placements (such as Qualified Institutional Placements - QIPs, or Preferential Allotments governed by SEBI
Issue of Capital and Disclosure Requirements - ICDR regulations).

1.2 The Secondary Market: Liquidity & Price Discovery Platform

The Secondary Market (the stock exchange) is the marketplace where previously issued financial securities
are continuously bought and sold between public investors. In secondary market operations, the issuing
corporation is not a direct transactional party; shares and financial capital simply change hands between
buyers and sellers. Secondary market transactions do not directly inject fresh cash into corporate balance
sheets.

Despite not providing direct corporate funding, the secondary market is absolutely indispensable to the
primary market. In the absence of an active, highly liquid secondary market, no rational investor would risk
purchasing shares in an IPO, because their financial capital would be permanently frozen with zero exit
liquidity. The secondary market provides: (1) Continuous Liquidity (the ability to instantly convert securities
into cash at fair market rates), (2) Continuous Price Discovery (real-time equilibrium pricing driven by
transparent demand and supply), and (3) Corporate Performance Barometers (evaluating managerial
efficacy through enterprise valuation).

1.3 Structural Comparison: Primary Market vs. Secondary Market
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COMPARATIVE MATRIX: CAPITAL MARKET DIVISIONS Macro Market Mechanics

Dimension Primary Market (New Issue Market) Secondary Market (Stock Exchange)

Nature of
Securities

Only brand-new, previously unissued
securities are created and offered.

Existing, previously issued securities
are transferred between market
participants.

Parties to
Transaction

Transaction occurs directly between
the Issuing Company and the Investor.

Transaction occurs strictly between
Investors (facilitated by stockbrokers).

Direction of
Capital Flow

Funds flow directly into the corporate
bank account to finance
expansion/CapEx.

Funds flow between investors; issuing
company receives zero proceeds.

Pricing Mechanism Fixed Price or Book Building Price Band
determined by company and merchant
bankers.

Dynamic, real-time equilibrium pricing
determined continuously by market
demand and supply.

Geographical /
Physical Location

No specific physical boundary;
executed via merchant banking
syndicates and banking networks.

Centralized electronic exchanges (NSE,
BSE) operating on electronic limit
order books.

Frequency of
Dealing

Securities are offered once per issue
during a brief statutory subscription
window.

Securities are traded continuously
throughout standardized daily trading
sessions.

2. Pre-requisites to Invest in the Stock Market: The 3-in-1
Account Ecosystem

Prior to the mid-1990s, the Indian stock market operated via physical share certificates. This manual
ecosystem was crippled by severe operational risks, including bad deliveries, counterfeit certificates, physical
theft, postal transit delays, and transfer stamp duties. Following the enactment of the Depositories Act, 1996,
India pioneered electronic "dematerialization." Today, every retail investor must establish a tightly integrated
3-in-1 Account Architecture to participate in the securities market.

2.1 The Interconnected Triad: Bank, Trading, and Demat Accounts
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1. Savings Bank Account

The Cash Repository:
Maintained with an RBI-
regulated commercial bank
(e.g., SBI, HDFC Bank, Federal
Bank). Holds the investor's
liquid fiat currency. Used to
transfer funds into the trading
ledger via UPI or Net Banking,
blocks IPO application amounts
via ASBA, and directly receives
corporate cash dividend
payouts.

2. Trading Account

The Execution Engine:
Maintained with a SEBI-
registered stockbroker (e.g.,
Zerodha, Groww, Angel One).
Acts as the digital gateway to
the stock exchanges (NSE and
BSE). Enables the investor to
view real-time market depth,
conduct technical charting, and
place buy or sell orders on the
exchange matching engine.

3. Demat Account

The Electronic Vault:
Maintained with a central
depository (NSDL or CDSL)
through a Depository
Participant (DP). Holds equity
shares, mutual fund units,
government bonds, Sovereign
Gold Bonds (SGBs), and ETFs in
dematerialized (digital
electronic) form, mirroring an
electronic bank locker.

2.2 Depository Infrastructure in India: NSDL vs. CDSL

In India, dematerialized holdings are administered by two central statutory depositories licensed and
monitored by SEBI:

National Securities Depository Limited (NSDL): Established in August 1996, NSDL is India's first
depository, promoted by the National Stock Exchange (NSE), IDBI Bank, and UTI. Client accounts are
identified by an alphanumeric 16-character Beneficiary Owner ID (BO ID) starting with "IN" followed by 14
digits.

Central Depository Services (India) Limited (CDSL): Established in February 1999, CDSL was promoted
by the Bombay Stock Exchange (BSE) alongside leading public sector banks. Client accounts are identified
by a pure 16-digit numeric Beneficiary Owner ID (BO ID).

Depository Participants (DPs): Retail investors cannot open accounts directly with NSDL or CDSL.
Instead, they interact with Depository Participants (DPs), who act as registered agents of the
depositories. DPs comprise commercial banks, financial institutions, and retail stockbrokerages.

2.3 Basic Services Demat Account (BSDA)

To deepen retail financial inclusion and lower entry barriers for small, low-value investors, SEBI introduced the
Basic Services Demat Account (BSDA) under circulars revised and updated in 2024. Any individual who is
the sole or first holder of only one demat account across all depositories is eligible for a BSDA, subject to
specific portfolio value slabs:
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SEBI BASIC SERVICES DEMAT ACCOUNT (BSDA) AMC SLABS Investor Inclusion Mandate

Total Value of Demat Holdings Annual Maintenance Charge
(AMC)

Regulatory Objective

Up to ₹4,00,000 (Revised Slab) Zero AMC (Completely Free) Eliminates holding friction
for students, rural savers,
and low-income beginner
investors.

₹4,00,001 to ₹10,00,000 Nominal Cap (Maximum ₹100 –
₹300/year)

Subsidized maintenance
costs for modest middle-
class retail portfolios.

Exceeding ₹10,00,000 Standard Commercial AMC
(Determined by DP)

Account automatically
converts into a regular full-
service Demat account.

2.4 Step-by-Step Procedure for Opening Demat & Trading Accounts

Operational Flowchart: Complete Digital Onboarding (e-KYC)

Step 1: Broker Selection & Registration: Access a SEBI-registered broker’s digital portal/app and
register using mobile number and verified email address via OTP.

Step 2: Permanent Account Number (PAN) Verification: Input PAN card details. The system
queries the Income Tax Department database to verify name and date of birth match.

Step 3: Aadhaar Paperless e-KYC (DigiLocker Integration): Authorize Aadhaar authentication
through DigiLocker. An OTP sent to the UIDAI-linked mobile fetches verified identity and residential
address proofs instantly.

Step 4: Bank Account Linking & Penny Drop: Provide Bank IFSC and Account number. The broker
executes a ₹1 "penny drop" to verify active bank operational status and account name match.

Step 5: In-Person Verification (IPV): Upload a real-time live video recording or photograph
displaying a designated OTP or capturing facial biometrics to prevent identity theft.

Step 6: Digital Signature (Aadhaar e-Sign): Execute the electronic contract agreement and trading
charter via an Aadhaar-based NSDL e-Sign OTP gateway. Upon completion, the Trading and Demat
accounts are active within 24 to 48 hours.
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3. Investor Onboarding Documentation, Authorizations, and
Protection

Regulatory frameworks enforced by SEBI, the Reserve Bank of India (RBI), and the Prevention of Money
Laundering Act (PMLA) impose rigorous customer due diligence requirements on market intermediaries to
safeguard the capital markets against illicit money laundering, terrorism financing, and retail investor fraud.

3.1 KYC (Know Your Customer) and Central KYC (CKYC)

Know Your Customer (KYC) is the mandatory customer identification and verification process required
before any financial intermediary can execute securities transactions. Core documentation requirements
include:

Proof of Identity (POI): Mandatory PAN card (Section 139A of Income Tax Act mandates PAN for all
securities market transactions), Passport, Voter ID, or Driving License.

Proof of Address (POA): Aadhaar, Passport, Utility Bills (under 3 months old), or Bank Statements.

Proof of Income: Required exclusively for derivative (F&O) and currency trading: 6 months bank
statement, latest ITR acknowledgment, Form 16, or net worth certificate.

CKYC: Central KYC Registry (CERSAI)

Managed by the Central Registry of Securitisation
Asset Reconstruction and Security Interest of India
(CERSAI). When an investor completes KYC with any
financial institution (a bank, mutual fund, or
stockbroker), their verified credentials are encrypted
and stored in the central CKYC registry, allocating a
unique 14-digit CKYC Identifier Number (KIN).
When opening an account with any subsequent
intermediary, the investor simply provides their KIN;
the intermediary pulls the pre-verified records
directly, eliminating redundant physical document
submissions.

Mandatory Nomination Mandate

SEBI mandates that all individual Demat and
Trading account holders must either declare up to
three beneficiaries as Nominees (specifying
proportionate asset percentages) or submit a
formal, signed declaration to Opt-Out of
Nomination. Accounts failing to comply are frozen
for debits. Nomination ensures rapid, dispute-free
transfer of digital financial wealth to legal heirs
without requiring probate or succession certificates
upon an investor's demise.

3.2 Transition from Physical PoA to DDPI (Demat Debit and Pledge Instruction)

A critical historical point of vulnerability for retail investors in India was the traditional Power of Attorney
(PoA). To facilitate secondary market sales, brokers historically required clients to sign broad, general PoAs
granting brokers the legal power to debit shares from their Demat accounts. Unscrupulous brokers
occasionally abused these sweeping powers, illegally pledging client shares to fund proprietary speculative
trading, leading to high-profile brokerage collapses (e.g., Karvy Stock Broking scandal).
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EVOLUTION OF SHARE DEBIT AUTHORIZATIONS: POA VS. DDPI Investor Safety Reform

Feature Dimension Traditional Power of Attorney
(PoA)

Demat Debit & Pledge Instruction
(DDPI)

Statutory Scope Broad, generalized authority over
client account; frequently included
ambiguous catch-all clauses.

Strictly Limited & Explicit:
Restricted exclusively to specific,
designated transactional operations.

Authorized Debit
Actions

Brokers could theoretically initiate
unilateral share transfers without
transaction-specific client approval.

Limited strictly to: (1) Debiting shares
to satisfy exchange settlement
obligations for executed sales, and (2)
Pledging/re-pledging shares for
margin requirements.

Mandatory Nature Treated by brokers as compulsory
for account activation.

Completely Voluntary: Investors can
choose not to sign DDPI and instead
authorize daily sales via CDSL/NSDL
T-PIN and OTP.

Misuse Vulnerability High vulnerability to unauthorized
third-party broker transfers.

Extremely low; automated depository
validation blocks any transfer outside
exchange settlement clearing
corporations.

4. Modes of Investment and Trading Methodologies

An investor entering the securities market must choose between indirect professionally managed pooled
instruments and direct autonomous equity ownership, aligning with their personal financial goals, market
expertise, time horizon, and risk tolerance.

4.1 Direct Equity vs. Mutual Funds
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1. Direct Equity Investment

Mechanism: The investor directly researches,
analyzes, and purchases shares of individual
listed corporations (e.g., purchasing 50
shares of TCS or Reliance).

Control & Ownership: The investor is a
direct legal shareholder holding voting
rights, receiving dividends directly, and
making autonomous buy/sell decisions.

Risk & Return: High return potential (multi-
baggers) paired with high unsystematic
(company-specific) risk. Requires continuous
research into financial statements and
industry trends.

2. Mutual Funds (Indirect Investing)

Mechanism: Capital from millions of retail
savers is pooled into an Asset Management
Company (AMC) and managed by
professional fund managers across a
diversified portfolio of 40–80 stocks.

Diversification: Instant reduction of
unsystematic risk. A collapse in one company
has a minimal impact on the overall portfolio
Net Asset Value (NAV).

Modes of Entry: Systematic Investment
Plans (SIP)—investing small, fixed amounts
(e.g., ₹1,000/month) to achieve rupee-cost
averaging—or one-time Lumpsum
investments.

4.2 Spectrum of Trading Methodologies in the Secondary Market

Market participants differ drastically in their holding periods, analytical tools, and psychological orientations:
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TAXONOMY OF SECURITIES MARKET TRADING METHODOLOGIES Execution Profiles

Trading Style Holding Timeframe Primary Analytical
Method

Risk & Leverage
Dynamics

Intra-day
Trading (MIS)

Positions opened and
closed within the exact
same trading day (9:15
AM to 3:30 PM).

Minute-by-minute
technical charts (1-min, 5-
min candles), VWAP, RSI,
moving averages.

High broker intraday
leverage (up to 5x margin).
Unclosed positions are
automatically squared-off
by brokers. Extreme
psychological stress.

Swing Trading Positions held
overnight for a few
days to several weeks.

Daily and weekly
candlestick patterns,
support/resistance
breakouts, sector
momentum.

Zero auto square-off;
requires delivery cash or
Margin Trading Facility
(MTF). Exposed to
overnight macroeconomic
and earnings gap-down
risk.

Derivative
Trading (F&O)

Contracts expire on
standardized monthly
or weekly settlement
cycles.

Option Greeks (Delta,
Gamma, Theta, Vega),
open interest (OI)
buildup, volatility
indexing (India VIX).

Extreme leverage through
Futures and Options.
Substantial risk of total
capital wipeout. Governed
by strict SEBI risk
disclosure mandates.

Long-Term Value
Investing

Multi-year holding
horizons (3 to 10+
years).

Fundamental Security
Analysis: EIC framework,
P/E ratios, DCF intrinsic
valuation, moat strength.

Lowest daily stress;
captures compound
earnings growth,
reinvested dividends, and
corporate bonus issues.

5. Regulatory Governance: SEBI & The SCORES Redressal
Architecture

The credibility and structural integrity of the securities market depends fundamentally on the efficacy of its
regulatory framework. In India, statutory governance is administered by the Securities and Exchange Board
of India (SEBI).

5.1 SEBI: Statutory Genesis, Powers, and Triple Mandate

Established initially as a non-statutory administrative body in 1988, SEBI was conferred sweeping statutory
and autonomous regulatory powers through the promulgation of the Securities and Exchange Board of
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India Act, 1992 (the SEBI Act). Headquartered in Mumbai with regional offices across the nation, SEBI
operates under a holistic Triple Mandate:

1. Protection of Investor Interests: Safeguarding public investors against market manipulation,
deceptive disclosures, fraudulent trading schemes, and insider trading.

2. Promotion and Development of the Securities Market: Modernizing trading infrastructure (e.g.,
migrating to T+1 and optional T+0 settlement cycles), promoting electronic dematerialization, and
fostering financial literacy.

3. Regulation of the Securities Market: Formulating binding regulations, licensing intermediaries
(stockbrokers, merchant bankers, credit rating agencies, mutual funds, depositories), and enforcing strict
corporate disclosure norms for listed entities.

Quasi-Legislative, Quasi-Executive, and Quasi-Judicial Powers

SEBI is a uniquely powerful regulatory institution combining all three classical state functions:

Quasi-Legislative: Drafts binding regulations and statutory codes (e.g., SEBI ICDR Regulations, SEBI LODR
Regulations, SEBI Prohibition of Insider Trading Regulations).

Quasi-Executive: Conducts audits, inspections, investigations, and search-and-seizure operations into
market transactions and suspect broker trading books.

Quasi-Judicial: Conducts formal enforcement hearings, issues binding cease-and-desist orders, impounds
unlawful profits, and levies heavy monetary penalties. Appeals against SEBI rulings lie exclusively before
the Securities Appellate Tribunal (SAT) and subsequently the Supreme Court of India.

5.2 SCORES 2.0: The Centralized Online Dispute Resolution Architecture

To ensure that retail investor grievances are addressed systematically without requiring expensive civil
litigation, SEBI operates SCORES (SEBI Complaints Redress System), upgraded in 2024 to SCORES 2.0.
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SCORES 2.0 DISPUTE RESOLUTION ARCHITECTURE Investor Grievance Redressal

Digital Centralization: Investors lodge complaints online via the web portal or mobile app against
listed corporations, registered stockbrokers, depository participants, mutual funds, or registrar and
transfer agents (RTAs) for issues such as non-receipt of dividends, uncredited bonus shares,
unauthorized demat debits, or unfair broker liquidations.

Strict Time-Bound Resolution (21 Calendar Days): Under SCORES 2.0, the entity against whom the
complaint is filed must review, investigate, and submit an Action Taken Report (ATR) directly to the
investor within a mandatory period of 21 calendar days.

Two-Tier Escalation Mechanism: If the investor is dissatisfied with the entity's initial resolution, the
complaint automatically escalates to a designated First-Level Reviewer (the relevant stock exchange
or depository). If still unsatisfied, it escalates to a Second-Level Reviewer within SEBI.

Integration with SMART ODR Portal: If internal regulatory conciliation fails, disputes seamlessly
integrate into the SMART Online Dispute Resolution (ODR) platform for independent online
conciliation and binding arbitration.

6. Calicut University Examination Bank: Questions &
Solutions

The following curated question-solution sets reflect the exact academic standards, conceptual depth, and
analytical rigor prescribed by Calicut University for COM1FM105 (2): Stock Market Fundamentals (Module
I: Introduction to Securities Market).

Part A: Short Answer Questions (2 Marks Each)

Question 1 [Part A - 2 Marks] Cognitive Level: Understand

Define the Primary Market and state its core economic function.

The Primary Market (or New Issue Market) is the financial market segment where corporations,
institutions, and governments issue brand-new securities directly to the public for the first time. Its core
economic function is capital formation—channeling household financial savings directly into productive
corporate investments to fund long-term business expansion.
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Question 2 [Part A - 2 Marks] Cognitive Level: Understand

What is a Demat Account, and which institutions maintain dematerialized records in India?

A Demat (Dematerialized) Account is an electronic repository that holds an investor's financial securities
(shares, debentures, bonds, ETFs) in digital form, eliminating the physical paper risks of theft, loss, and
fraud. In India, demat records are maintained by two central statutory depositories: NSDL (National
Securities Depository Limited) and CDSL (Central Depository Services Limited).

Question 3 [Part A - 2 Marks] Cognitive Level: Remember / Understand

What is a Basic Services Demat Account (BSDA)? State its primary eligibility criterion.

A Basic Services Demat Account (BSDA) is a simplified, cost-effective demat account introduced by SEBI
to foster financial inclusion among small retail investors. Its primary eligibility criterion is that the
individual must be the sole or primary account holder of only one demat account across all depositories,
with the total value of portfolio holdings not exceeding ₹4,00,000 for zero AMC.

Question 4 [Part A - 2 Marks] Cognitive Level: Understand

What is Central KYC (CKYC), and how does it benefit an investor?

Central KYC (CKYC) is a centralized registry managed by CERSAI that digitizes and stores verified investor
identity and address documentation under a single 14-digit CKYC Identifier Number (KIN). It benefits the
investor by eliminating the redundant need to complete separate, physical KYC procedures when opening
accounts across different banks, brokers, or mutual funds.

Question 5 [Part A - 2 Marks] Cognitive Level: Understand

Explain the purpose of the Demat Debit and Pledge Instruction (DDPI).

The DDPI is a limited legal authorization executed by an investor allowing their stockbroker to debit
securities from their demat account strictly to meet exchange settlement obligations for trades executed
by the client, or to pledge shares for margin requirements. It replaced the broad Power of Attorney (PoA)
to eliminate broker misuse and unauthorized share transfers.

Question 6 [Part A - 2 Marks] Cognitive Level: Understand

Distinguish between Intra-day Trading and Swing Trading.

Intra-day Trading involves purchasing and selling financial securities within the exact same trading day
prior to market close (with positions auto squared-off by brokers). Swing Trading involves holding
securities overnight for several days or weeks to profit from short-to-medium-term price momentum and
chart pattern breakouts.
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Question 7 [Part A - 2 Marks] Cognitive Level: Understand

State the triple mandate of SEBI under the SEBI Act, 1992.

Under the Preamble of the SEBI Act, 1992, SEBI is mandated to: (1) Protect the interests of investors in
securities, (2) Promote the development of the securities market, and (3) Regulate the business in stock
exchanges and the securities market.

Question 8 [Part A - 2 Marks] Cognitive Level: Understand

What is SCORES, and what is the statutory timeframe for grievance resolution under SCORES
2.0?

SCORES (SEBI Complaints Redress System) is a centralized, digital web-based platform launched by SEBI
allowing public investors to lodge and track grievances against listed companies and market
intermediaries. Under SCORES 2.0, the concerned entity must resolve the complaint and submit an Action
Taken Report (ATR) within a mandatory timeline of 21 calendar days.

Part B: Short Essay / Conceptual Questions (5 Marks Each)

Question 9 [Part B - 5 Marks] Cognitive Level: Analyze

Explain the 3-in-1 Account ecosystem required to trade in the Indian securities market. Detail
the specific functional role of each account.

Participating in the Indian electronic stock market requires the integration of three distinct, synchronized
accounts known as the 3-in-1 Account Architecture:
1. Savings Bank Account:

Maintained with an RBI-regulated commercial banking institution.

Holds physical legal tender currency; provides liquidity for share purchases via instant payment
gateways (UPI, IMPS, Net Banking).

Directly receives electronic corporate credit disbursements, such as dividends and interest
payments.

2. Trading Account:

Maintained with a SEBI-registered stockbroker (e.g., Zerodha, Groww).

Provides the software user interface (web/mobile app) connecting to the stock exchanges (NSE
and BSE).

Enables real-time order placement (Market, Limit, Stop-Loss), charting, and cash margin
allocation for executed trades.

3. Demat Account:

Maintained with a national depository (NSDL or CDSL) through a Depository Participant (DP).

Acts as a digital depository locker holding financial assets in electronic book-entry form.

Automatically debits shares upon sale settlement and credits shares upon purchase
confirmation (T+1 rolling settlement).
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Question 10 [Part B - 5 Marks] Cognitive Level: Evaluate

Compare Direct Equity Investment with Mutual Funds as modes of capital market participation
for a retail investor.

Feature Direct Equity Investment Mutual Funds (Pooled Investing)

Asset
Ownership

Investor directly holds shares in specific
corporations with voting rights.

Investor holds units representing
fractional ownership of a diversified fund
pool.

Management
Style

Autonomous; investor conducts security
analysis and executes all trades.

Professional; registered fund managers
allocate capital based on stated fund
mandates.

Diversification Requires substantial capital to construct
a diversified 25-stock portfolio.

Instant diversification across 40–80
securities even with an investment as
small as ₹500.

Risk Profile High unsystematic risk (vulnerable to
single-company fraud or operational
decline).

Moderated unsystematic risk; subject
primarily to broad macroeconomic
systematic risk.

Knowledge &
Time

Requires deep fundamental and
technical research, balance sheet audits,
and daily tracking.

Ideal for passive investors who lack the
time or financial training to analyze
companies.

Question 11 [Part B - 5 Marks] Cognitive Level: Understand & Apply

Trace the evolution from physical Power of Attorney (PoA) to Demat Debit and Pledge
Instruction (DDPI) and T-PIN authorization in India. Why did SEBI introduce these reforms?

1. The Historical PoA Regime & Broker Abuse: Historically, stockbrokers required retail clients to
execute a physical Power of Attorney granting the broker broad authority to debit shares from the client's
demat account. This unchecked legal power resulted in systemic broker malpractice (most notably the
Karvy Stock Broking scam), where brokers pledged client securities without consent to raise working
capital for proprietary speculative trades.

2. SEBI Reform: Introduction of T-PIN (Electronic Authorization): Depositories (CDSL/NSDL)
introduced electronic T-PIN and mobile OTP verification. When an investor initiates a delivery sale, they
directly authenticate the trade via the depository's secure server, verifying the specific stock and quantity
without granting brokers ongoing access.

3. Introduction of DDPI (2022 Mandate): To streamline execution for frequent traders without
compromising safety, SEBI replaced physical PoA with the Demat Debit and Pledge Instruction (DDPI). The
DDPI is strictly limited to two explicit activities: (a) Transferring shares to clearing corporations for executed
exchange sales, and (b) Pledging shares for margin requirements. DDPI completely blocks unauthorized
off-market transfers, restoring complete investor security.
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Part C: Comprehensive Essay & Case Study Questions (10 / 15 Marks)
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Question 12 [Part C - 15 Marks] Cognitive Level: Analyze & Synthesize

Comprehensive Essay: Discuss the role of the Securities and Exchange Board of India (SEBI) as
the apex market regulator. Detail its statutory genesis, quasi-legislative, quasi-executive, and
quasi-judicial powers, and critically analyze the functioning of the SCORES 2.0 online dispute
redressal mechanism.

SEBI: Architecture of Securities Regulation and Investor Governance

The Securities and Exchange Board of India (SEBI) was established as a statutory body under the
Securities and Exchange Board of India Act, 1992, responding to the Harshad Mehta securities
scam of 1992, which exposed severe regulatory fragmentation in the Indian capital markets. SEBI was
established to ensure transparent governance, investor protection, and systemic market integrity.

1. The Tripartite Constitutional Powers of SEBI

To prevent regulatory paralysis, the Indian Parliament equipped SEBI with an extraordinary
convergence of tripartite administrative authority:

Quasi-Legislative Authority: Under Section 30 of the SEBI Act, the Board is empowered to
formulate statutory regulations without prior parliamentary approval. Notable frameworks include:

SEBI (Issue of Capital and Disclosure Requirements) Regulations, 2018 (ICDR): Regulates IPO
pricing, eligibility, and disclosures.

SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015 (LODR): Enforces
continuous corporate governance on listed companies.

SEBI (Prohibition of Insider Trading) Regulations, 2015 (PIT): Prohibits trading based on
Unpublished Price Sensitive Information (UPSI).

Quasi-Executive Authority: Under Sections 11 and 11C, SEBI inspects broker books, orders
forensic audits, subpoenas phone records, inspects digital servers, and conducts dawn raids and
search-and-seizure operations against suspected market manipulators.

Quasi-Judicial Authority: Under Section 15I, SEBI Adjudicating Officers conduct quasi-judicial
hearings, issuing cease-and-desist orders, impounding unlawful gains, disgorging profits, and
levying monetary penalties running into hundreds of crores of rupees.

2. Appellate Framework: SAT and Supreme Court

To ensure constitutional checks and balances, decisions rendered by SEBI cannot be challenged in
lower civil courts (Section 15Y bars civil court jurisdiction). Aggrieved parties appeal exclusively before
the Securities Appellate Tribunal (SAT), presided over by retired High Court or Supreme Court
judges. Appeals against SAT verdicts lie directly before the Supreme Court of India.

3. Critical Analysis of SCORES 2.0

In April 2024, SEBI completely overhauled its investor grievance machinery by deploying SCORES 2.0,
integrating modern workflow automation:

Automated Routing & 21-Day Strict Resolution: Complaints lodged on the portal bypass
bureaucratic screening and are routed algorithmically to the concerned intermediary, which must
file a resolution Action Taken Report (ATR) within 21 calendar days.



Deg
re

eL
ive

w
w

w
.d

eg
re

el
iv

e.
in

Automated Two-Tier Institutional Escalation: If the investor rejects the entity's ATR, the dispute
escalates automatically to Designated Bodies (NSE, BSE, NSDL, CDSL) for a 10-day review.
Persistent dissatisfaction triggers a second-level review by SEBI officers.

Auto-Compounding Penalty Mechanism: If an intermediary fails to resolve a complaint within
the mandated timeline, daily compounding financial fines are debited from the intermediary's
exchange security deposits automatically.

Integration with SMART ODR Portal: Provides an institutional bridge to online conciliation and
arbitration, democratizing justice for retail investors without geographic barriers.
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Question 13 [Part C - 15 Marks] Cognitive Level: Apply & Design

Venture / Retail Investor Case Study: Rahul, a 22-year-old college graduate in Calicut, wants
to start investing in the Indian securities market. He has saved ₹50,000 from freelance work and
holds a savings account with a nationalized bank.

1. Outline the exact procedural roadmap Rahul must follow to establish his 3-in-1 account
infrastructure, specifying the mandatory documents and the significance of CKYC.

2. Evaluate whether Rahul qualifies for a Basic Services Demat Account (BSDA) and explain
the specific financial cost advantages it confers on him.

3. Rahul is debating whether to allocate his ₹50,000 into high-leverage intra-day trading or
a monthly Systematic Investment Plan (SIP) in an index mutual fund. Provide an
analytical comparison and make an academically sound recommendation based on risk
and wealth creation principles.

Comprehensive Advisory Blueprint for Beginner Retail Investor

1. Procedural Roadmap for 3-in-1 Account Establishment

Step 1: Document Assembly: Rahul must assemble his mandatory Permanent Account Number
(PAN) card, Aadhaar card linked to an active mobile number for OTP authentication, and a
cancelled cheque or recent 3-month bank statement displaying his IFSC and account number.

Step 2: Broker Selection & Digital e-KYC: Rahul selects a SEBI-registered discount broker (e.g.,
Zerodha, Groww). He enters his PAN details, authorizing an automated DigiLocker fetch of his
Aadhaar data for instant identity and address verification.

Step 3: CKYC Significance: Because this is Rahul's first formal investment onboarding, the broker
submits his verified identity to CERSAI, generating a 14-digit Central KYC Identifier Number (KIN).
For all future financial accounts (such as opening accounts with other brokers or mutual fund
AMCs), Rahul will simply quote his KIN, bypassing repetitive physical document verification.

Step 4: Bank Penny Drop & In-Person Verification (IPV): A ₹1 penny drop confirms his savings
bank account ownership. Rahul completes IPV by recording a 5-second live video clip on his
smartphone.

Step 5: Aadhaar e-Sign & DDPI/T-PIN Choice: Rahul digitally signs the account opening forms
via NSDL Aadhaar OTP. To maximize security, Rahul opts out of physical PoA and chooses
depository T-PIN authentication for secondary market sales.

2. BSDA Eligibility and Financial Benefits

Eligibility: Rahul qualifies completely for a Basic Services Demat Account (BSDA) because he
will be the sole holder of only one demat account across all Indian depositories, and his initial
capital of ₹50,000 is well below the revised ₹4,00,000 ceiling.

Cost Advantages: Under current SEBI BSDA regulations, as long as Rahul's total demat asset
holding value remains below ₹4,00,000, his Annual Maintenance Charge (AMC) is strictly ZERO.
A regular full-service demat account charges ₹300 to ₹800 annually plus GST, which would
significantly erode the returns on a modest ₹50,000 portfolio. BSDA eliminates this fixed overhead
completely.

3. Analytical Comparison: Intra-day Trading vs. Systematic Investment Plan (SIP)
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Option A: High-Leverage Intra-day Trading:
Mechanics: Utilizing margin to buy and sell stocks within a 6-hour window (9:15 AM to 3:30
PM).

Empirical Reality (SEBI Study on Retail Traders): In a landmark January 2023 study, SEBI revealed
that 89% of individual retail traders in equity F&O and intra-day markets suffered severe
financial losses, with average losses exceeding ₹1.1 Lakh per trader, exacerbated by
transaction taxes (STT) and brokerage fees.

Verdict: Intra-day trading on a small ₹50,000 capital base carries extreme psychological stress
and an overwhelmingly high mathematical probability of total capital wipeout.

Option B: Systematic Investment Plan (SIP) in Index Mutual Fund:
Mechanics: Deploying ₹5,000 every month over 10 months into a low-cost Nifty 50 or Sensex
Index Mutual Fund.

Strategic Advantages: (1) Rupee-Cost Averaging: Automatically purchases more units when
the market dips and fewer units when the market peaks, neutralizing market timing anxiety. (2)
Compound Wealth Creation: Historically, broad Indian indices have delivered 12% to 14%
annualized compound returns (CAGR) over 10-year horizons. (3) Zero Operational Overhead:
Eliminates the need to monitor market tickers during work hours.

Final Academic Recommendation: Rahul should unconditionally reject intra-day trading and
establish a monthly SIP in a low-cost Nifty 50 Index Fund. This instills financial discipline, harnesses
the mathematical power of compounding, and preserves his hard-earned savings.
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Acing your exams is just a click away!

Visit www.degreelive.in to download the next module for free.


