Financial Institutions and Markets
Q1. You are working as a junior financial advisor in a corporate treasury department of a mid-sized manufacturing company. The company is experiencing a temporary cash surplus due to delayed capital expenditure. The CFO has asked you to suggest suitable short-term investment instruments to earn returns while ensuring high liquidity and low risk. Using your understanding of the Indian money market, apply your knowledge to identify at least two appropriate money market instruments the company can invest in. Justify your recommendations based on the features, maturity period, and risk profile of these instruments.
Answer:
Introduction:
In the world of corporate finance, managing temporary cash surpluses wisely is crucial for maximizing returns without compromising the safety of funds. A manufacturing company like ours, which is experiencing a temporary cash surplus due to delayed capital expenditure, has an excellent opportunity to invest this idle cash in short-term instruments. However, the key challenge is to find investment options that can provide reasonable returns while keeping the funds safe and ensuring we can access the money quickly whenever needed. The Indian money market offers various short-term investment instruments tailored for such situations. These instruments are designed for high liquidity, low risk, and short maturity periods, making them ideal for corporates looking to park surplus funds for a few days to a few months. As a junior financial advisor in our corporate treasury department, my responsibility is to suggest options that align with our company’s financial goals and risk tolerance.
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Q2. You are working as a personal financial advisor at a reputed financial services firm. A 40 year-old client with two school-going children and a non-working spouse seeks your help in choosing the most appropriate life insurance policy. He is confused between term insurance, endowment policy, and unit-linked insurance plans (ULIPs). His primary goal is to secure his family's financial future in case of his untimely death, but he is also interested in saving for his children's education. Evaluate the suitability of the three types of life insurance policies in relation to the client’s needs. Based on your evaluation, recommend the most appropriate life insurance plan and justify your choice with relevant reason.
Answer:
Introduction:
Planning for the financial security of one’s family is one of the most important responsibilities for anyone, especially when there are dependents like a non-working spouse and young children. Life is uncertain, and a sudden loss of income due to the untimely death of the earning member can put immense financial stress on the family. In such situations, life insurance becomes a crucial financial tool. It not only provides financial protection against unforeseen events but can also help individuals plan for future financial goals like children’s education, marriage, or building wealth. In the present case, the client is a 40-year-old individual with two school-going children and a spouse who does not work. His primary concern is to secure his family’s financial future in case of his death. However, he also wishes to save for his children’s higher education, which is a significant expense expected over the next decade or so.

Q3 (A). You are interning at a wealth management firm that serves high-net-worth individuals (HNWIs). One of the clients is looking to diversify their investment portfolio with long-term financial instruments available in the Indian capital market. The client wants to understand the options that provide capital appreciation, regular income, or hybrid benefits over the medium to long term.
As a capital market intern, create a diversified investment proposal by selecting any three different types of capital market instruments. For each instrument, explain Its nature and features, expected return and risk profile and why is it suitable for long- term wealth creation. Ensure that your proposal is client-friendly and demonstrates your understanding of capital market instruments.
Answer:
Introduction:
Investing for long-term wealth creation requires thoughtful diversification across various financial instruments that cater to different goals, such as capital growth, regular income, and stability. As a client of a wealth management firm, it’s important to understand the nature, potential returns, and risks of different capital market instruments available in India. The Indian capital market offers a variety of choices, each with unique features suitable for high-net-worth individuals seeking to grow and preserve their wealth. In this proposal, I will explain three distinct types of instruments—equity shares, corporate bonds, and equity-oriented mutual funds—that can be combined to create a balanced and robust portfolio for the medium to long term.

Q3(B) You have recently joined a financial consultancy firm as a junior market analyst. One of your corporate clients is planning to raise funds for expansion and is also exploring avenues for portfolio diversification.  The management seeks your help in understanding how they can leverage the capital market effectively. Create a detailed financial plan for the client that explains how the primary market can be strategically used for raising fresh capital, managing liquidity, and ensuring stable income through investments.	Your plan should describe each market type, its key functions, and recommend specific instruments or strategies suitable for the client’s objective.
Answer:
Introduction:
Capital markets are vital for businesses looking to grow, manage cash flow, and secure future income. As a financial consultancy firm, our role is to guide clients like yours in using these markets wisely. Since your company plans to expand and diversify investments, it’s essential to understand how the primary market can help raise funds and how investing in various instruments can balance liquidity needs and generate steady income. This financial plan explains the concepts of capital markets, their functions, and practical strategies you can adopt. The goal is to empower your business to leverage capital markets effectively for sustainable growth and financial stability.

