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CIFA PART II SECTION 3

. REGULATION OF FINANCIAL MARKETS

THURSDAY: 26 November 2020. " Time Allowed: 3 hours.
Answer any FIVE quesﬁons. e i : ALL questidné carry eQual niai‘ks.
QUESTION ONE ‘ = -
(2) Describe five ways in which laws are classified. (10 marks)
(b) Equity developed to mitigate the harshness of common law. As a consequence certam max1ms of equlty were
; developed to aid in the application of equity as a source of law.
Highlight five of these maxims. s . : i 5 mérks)
) The relation between the principal and the agent is a personal one and the‘agent cannot emple'y another person to do
his duty. However, there are exceptions to this rule.
In relation to the above statement, summarise five exceptions to this general rule. e V(S matks)
: 5 U £ e *(Total: 20 marks)
QUESTION TWO
(a) With reference to the law of contract:
@) Define the term “vitiating factor”. ittt ¢+ (2 marks)
(i1) Describe five vitiating factors that could render a contract void or voidable. ot eyl -+, (10 marks)
(b) Alex Makokha (owner) entered into a five-year lease agreement for office premises with Susan Mwangi (tenant).
After the end of the lease period, the parties agreed that Susan Mwangi would continue occupying the office premises
for another five years. On that basis, Susan Mwangi made extensive renovations to the office premises.
Alex Makokha has now given Susan Mwangi notice to vacate the office premises claiming that the lease agreement
had expired. | :
Required:
Advise Susan Mwangi on her legal rights. cos femid . (8 marks)
(Total 20 marks)
QUESTION THREE . Y ey i)
(a) Explain the three kinds of accounts held bya central depository agent on behalf of a chent fa (6 marks)
(b) ¥ With regard to the prevention of money laundering and other illicit actlvxtles .a licensee shall obtain through a client
information questionnaire, details about a client.
With reference to the above statement, describe four items of information that are required from the client. (8 marks)
(©) Outline six common types of money laundering. (6 marks)

(Total: 20 marks)
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QUESTION FOUR O<Q
(a) Explain six duties of a custodian. q,d® marks)
(b) Blue Katu intends to lodge an application for a license to operate as a securities dealer. &
Summarise four requirements that he must fulfil to be allowed to operate as such. § : (4 marks)
©) Describe two circumstances under which a supplementary listing statement could be issued ift the Growth Enterprise
Market Segment (GEMS). (4 marks)
(Total: 20 marks)
QUESTION FIVE
(a) Summarise six categories of the International Organisation of Securities Commissions (IOSCO) Principles in relation
to enforcement of securities regulation. (6 marks)
(b) Describe the procedure for voluntary de-listing of equity securities at the Securities Exchange. (10 marks)
(©) Highlight four regulatory requirements in relation to account statements in respect of book-entry securities. (4 marks)
(Total: 20 marks)
QUESTION SIX
(a) Explain the historical development of the law and regulations governing financial markets in Kenya. (10 marks)
(b) Outline the composition of the Capital Markets Tribunal. : : (5 marks)
(©) Highlight any five records that should be maintained by a fund manager. (5 marks)
‘ ‘ (Total: 20 marks)
QUESTION SEVEN
(a) Market integrity is essential to the smooth operation of the market and to the trust that is necessary for the market to

operate in a fair and transparent manner. However, some market intermediaries engage in practices that damage
investor confidence and undermine the integrity of financial markets.

In connection with the above, explain the meaning of the following malpractices:

(1) Market abuse. (4 marks)
(ii) Churning. : (4 marks)
b The effective governance of a market intermediary is of utmost interest not just to its shareholders but also to its

stakeholders such as its customers, the public and other market participants. As a result, market intermediaries should
establish a corporate governance framework that provides strategic guidance to the firm and promotes the effective
monitoring of the firm’s management and its accountability to the Board.

In the context of the above, explain the following types of corporate governance mechanisms that could be deployed
by a market intermediary:

@) Internal controls. - (4 marks)
(i1) External controls. (4 marks)
(©) The market regulator will periodically undertake an assessment of the way in which licensed and approved businesses
3 operate.
3 Summarise four factors that the regulator might consider when conducting compliance reviews. (4 marks)

(Total: 20 marks)
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CIFA PART I SECTION 3

REGULATION OF FINANCIAL MARKETS

TUESDAY: 26 November 2019, Time Allowed: 3 hours.
Answer any FIVE questions. : ALL questions carry equal marks.
QUESTION ONE
(a) Describe five types of jurisdictions that a court might exercise. (10 marks)
(b) Summarise five types of classification of contracts. (10 marks)
(Total: 20 marks)
QUESTION TWO
(a) With reference to the law of agency:
(i) Explain three ways of forming an agency. . (6 marks)
(@i Identify four circumstances under which an agent will be held personally liable. ) (4 marks)
(b) The Capital Markets Tribunal is established under the Capital Markets Authority Act.
With reference to the Capital Markets Tribunal:
(i) Identify two sources of appeals to the tribunal. (2 marks)
(ii) Highlight the nature of decisions over which the tribunal might hear an appeal on. (8 marks)
(Total: 20 marks)
QUESTION THREE
(a) Discuss five circumstances under which a central depository agent might disclose information that would otherwise be
deemed confidential. (10 marks)
(b) The role of the Board of Directors in corporate governance is to lead, control and be collectively responsible for the

conduct and governance of an organisation.

With reference to the above statement:

@) Propose four ways in which the Board could provide leadership within a framework of prudent and effective
control. (4 marks)
(ii) Explain three ways in which the Board could use a board charter to establish a corporate governance
framework that provides strategic guidance. (6 marks)

(Total: 20 marks)

QUESTION FOUR

()

(b)
(©

(i) Explain four problems that could be addressed by market regulation. (4 marks)
(ii) Identify three requirements that a regulatory framework of securities must fulfil. (6 marks)
Prepare a list of six minimum requirements that a credit rating agency must meet to be registered. (6 marks)
Outline four activities conducted by an investment bank. (4 marks)
(Total: 20 marks)
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QUESTION FIVE

(a) With specific reference to an information memorandpm/prqspectus, assess the following:
(i) Remedies available to persons who suffeigia loéé dué tdpublication of false information. (5 marks)
(i) Criminal sanctions that could be preferred against persons who are party to the publication of a prospectus
containing false or misleading information. ) (5 marks)
(b) A central depository shall at the end of each financial year, subject its operations to an independent audit.
With reference to the above statement:
(i) Outline two contents of the Annual Report that a central depository shall submit to the Capital Markets -
Authority. (4 marks)
(ii) Summarise three rights and threg duties of an independent auditor. (6 marks)
' (Total: 20 marks)
QUESTION SIX .
(a) Distinguish between a “mortgage on securities” and a “charge on securities”. - (4 marks)
(b) A shareholder who intends to borrow mongey on the security of his shares may do so by way of a legal or equitable
mortgage on his shares.
With reference to the above statement, explain six legal provisions governing a legal mortgage. (6 marks)
(c) Evaluate five possible indicators of money laundering around wire transfers. (10 marks)

(Total: 20 marks)

QUESTION SEVEN

(2)

(b)

@) Summarise three steps that an issuer of a dematerialised security shall undertake with respect to' the
prescription of dematerialised security. (6 marks)
(i) Identify two rules that the Capital Markets Authority or a similar body in your country might prescribe with
respect to dematerialised securities. (4 marks)

Describe five powers bestowed on the Capital Markets Authority or a similar body in your country that enable it to
undertake its objectives and functions. - (10 marks)

(Total: 20 marks)

------------------------------------------------------------------------------------------
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CIFA PART H SECTION 3
REGULATION OF FINANCIAL MARKETS
WEDNESDAY: 22 May 2019. Time Allowed: 3 hours.
Answer any FIVE questions. ALL questions carry equal marks.

QUESTION ONE
In the context of the central depository system:

(a) Outline six documents which accompany an application for appointment to operate as an agent of Central Depository.

(6 marks)
(b) Analyse three duties of a central depository under the Central Depositories Act. (6 marks)
(c) Highlight four advantages of case law as a source of law. (4 marks)
(d) State four powers of the Court of Appeal in your country. (4 marks)

(Total: 20 marks)

QUESTION TWO
(a) Discuss five functions of the capital markets fraud investigations unit. (10 marks)
(b) The Assets Recovery Agency exists mainly to ensure that assets acquired through fraud, crime and money laundering

are recovered.
Examine four sources of funds for the Agency. (8 marks)

(c) List two offences under the Proceeds of Crime and Anti-money Laundering Act. (2 marks)
(Total: 20 marks)

QUESTION THREE

(a) Harry, a sole trader carrying on a business in the printing industry has requested Hope Bank Ltd. to advance him
Sh.500,000 as additional working capital. The bank is prepared to advance the money on condition that Harry offers a
security. Harry has a share certificate for 5,000 shares issued by Bright Star Company Limited. He wants to know
whether he can use the shares whose value is Sh.650,000 as security for the loan.

He further seeks to know whether he would still receive dividends even after he has charged the shares to the bank.

Advise Harry. (10 marks)

(b) In relation to regulation of financial market intermediaries:
() Define the term “collective investment scheme”. (2 marks)
(ii) Discuss four principles of collective investment schemes (CIS) under the International Organisation of
Securities Commissions (I0SCO) principles. (8 marks)

(Total: 20 marks)

QUESTION FOUR

(a) - Outline four powers of the board of directors of the Retirement Benefits Authority (RBA). (4 marks)
(b) Summarise six grounds that could lead to termination of the appointment of the Governor of the Central Bank of your
country. (6 marks)
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© In relation to the law of agency:
@) Distinguish between “ostensible authority” and “presumed authority” of an agent. (4 marks)

(ii) Explain three conditions for a commercial-agency of necessity to arise. (6 marks)
; ’ (Total: 20 marks)

QUESTION FIVE

(a) Mercy Mahone, a citizen of Utopia read through a prospectus of Teddy B Company Limited. The prospectus
elaborated on how the company had acquired a large tract of land in an area where the Utopia Government was setting
up an airport and a railway station. Mercy found this as a great opportunity and proceeded to fill in the forms
accompanying the prospectus thereby applying to be alloted shares. She posted these forms to the company. Shortly
after posting, Mercy learnt that the Utopia Government had no such plans to put up an airport nor a railway station.
She then posted another letter to Teddy B Limited informing the company that she had since lost interest in the
company’s shares and did not want to be allotted any shares.

Advise Mercy on the following:

(i) Rules on acceptance of an offer. (8 marks)

(ii) Difference between an “offer” and an “invitation to treat”. (2 marks)
(b) The use of an automated system in the capital markets has come with its own benefits. Highlight five advantages of

automation in the capital markets. (5 marks)
(©) Prior to successful immobilisation of securities, the certificates of ownership undergo a verification exercise carried

out by the issuer.

Outline five circumstances in which an issuer can reject the transfer of securities for immobilisation purposes at the
verification stage. ‘ (5 marks)
: (Total: 20 marks)

QUESTION SIX
(a) Explain three duties of a central depository in relation to keeping records. ' (6 marks)
(b) In the context of corporatbe governance:
(i) Explain two principles of good corporate governance practices for board in relation to committees. (4 marks)
(i) Summarise five guidelines on corporate governance practices relating to remuneration of the directors for
public listed companies. (10 marks)
(Total: 20 marks)
QUESTION SEVEN

(a) ZMG Ltd. would like to make an initial public offer (IPO). The directors of ZMG Ltd. have engaged you to assist in
preparing a prospectus. Being an expert in legal matters, you have been called upon to specify the contents of a legal
opinion in a prospectus. ) ‘ 8 ‘

. Required:
Summarise six matters that should be included in the legal opinion of a prospectus. (12 marks)
(b) With reference to regulations governing the proceeds of crime and anti-money laundering:
(i) Propose four internal control measures that a reporting institution should formulate, adopt and implement to
combat money laundering,. (4 marks)
(ii) Identify four pieces of information to be included by a reporting institution undertaking a wire transfer in a
domestic or cross border transfer. ‘ (4 matrks)

(Total: 20 marks)
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CIFA PART II SECTION 3

REGULATION OF FINANCIAL MARKETS

WEDNESDAY: 28 November 2018. Time Allowed: 3 hours.

Answer any FIVE questions. ALL questions carry equal marks.
QUESTION ONE

(a) Explain three types of asset backed securities (ABS), as described in the Capital Markets Act. : (6 marks)
(b) Describe three superior courts in your country. (6 marks)
(c) With reference to the law of contract, summarise eight types of contracts deemed to be contrary to public policy.

(8 marks)
(Total: 20 marks)

QUESTION TWO
(a) Under the Capital Markets Act, a person who makes a false, misleading or deceptive statement in a prospectus may
be held criminally liable for such an offence.

Required:

Discuss two defences that are available in respect of the above offence. (4 marks)
(b) Evaluate three actions that might constitute fraudulently inducing trading in securities. (6 marks)
(c) Summarise five powers of the SACCO Societies Regulatory Authority (SASRA) Board. (10 marks)

(Total: 20 marks)

QUESTION THREE
(a) Analyse five sources of finance for the Criminal Assets Recovery Fund. (10 marks)
(b) Boresha Ltd. would like to make an application for a license to operate as a microfinance institution.

Required:

Advise Boresha Ltd.’s management on five documents that should accompany the application form. (10 marks)

(Total: 20 marks)

QUESTION FOUR
(a) The International Organisation of Securities Commission (I0SCO) objectives and principles sets out thirty eight
principles of securities regulation, which are based upon the three objectives of securities regulation.

Required:

In reference to the above statement, highlight the three objectives of securities regulation. (3 marks)
(b) DeScribe the process of dematerialisation of securities. (4 marks)
© The Institute of Certified Investment and Financial Analysts (ICIFA) is a regional resource and advocacy body for

the investment and finance profession.

Required:
Explain five functions of ICIFA. (5 marks)
(d) Outline eight members who constitute the Anti-Money Laundering Advisory Board. (8 marks)

(Total: 20 marks)
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QUESTION FIVE

(a) Examine five conditions that an organisation must meet in order to be registered as a self-regulatory organisation by
the regulatory authority of your country. - L (10 marke)
(b) Discuss five benefits that might accrue to an organisation from self-regulation. (10 marks)

(Total: 2¢; marks)

QUESTION SIX
(a) Baraka Ltd. is considering raising additional capital in order to expand its branch network. The board ¢f the company is
aware that they can raise this capital through the securities market, but are not sure on how to go about it,

Required: e

Advise the board of Baraka Ltd. on five methods they could use to raise capital in the securities market. (10 marks)
(b) Assess five circumstances under which disclosures could be permitted under the Central Depository Act. (10 marks)
: (Total: 20 marks)

QUESTION SEVEN .
(a) Evaluate five benefits that.could accrue to an organisation that practices good corporate governance in its operations.
(10 marks)
(b) Describe five circumstances under which an agency contract could be terminated. (10 marks)

(Total: 20 marks)

CF31 Page 2
Out of 2

I ———— ey



kasneb

CIFA PART Il SECTION 3

REGULATION OF FINANCIAL MARKETS

WEDNESDAY: 23 May 2018. Time Allowed: 3 hours.
Answer any FIVE questions. ALL questions carry equal marks.
QUESTION ONE
(a) Highlight six sources of law. (6 marks)
(b) Outline four types of information that are not deemed to be insider information due t6 their public nature. (4 marks)
(©) The Capital Markets Authority has identified a number of offences and other market abuses in a bid to protect
investors. '
Discuss five types of such offenses and abuses. (10 marks)

(Total: 20 marks)

QUESTION TWO
(a) Describe four persons that are disqualified from being members of the board of the Sacco Societies Regulatory
Authority (SASRA) or its equivalent in your country. (4 marks)
(b) With reference to the law of agency, discuss four rights of an agent. (8 marks)
(<) Analyse four remedies available for breach of contract. (8 marks)
(Total: 20 marks)
QUESTION THREE
(a) Describe four steps in the process of immobilisation of securities. (4 marks)
(b) Explain six functions of a Board Audit Committee. (6 marks)
() Jisaidie Self Help Group recently acquired a license to operate as a microfinance institution under the name Jisaidie

Microfinance.

Analyse five circumstances under which this license could be revoked. (10 marks)
(Total: 20 marks)

QUESTION FCUR

(a) Discuss five challenges that the East African Community might face in pursuit of a common securities market. -
(10 marks)
(b) Daraja Mbili Limited published a prospectus two months ago. It has however come to light that some of the

information contained in the prospectus is false and misleading. This has caused a public outcry and the directors
are worried about the impending law suits.

Required:
Advise the directors on five circumstances in which a director might not be held liable for a misleading statement in
a prospectus. (10 marks)

(Total: 20 marks)
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QUESTION FIVE

(a) Summarise five criteria that an organisation must meet in order to be recognised as a self regulatory organisation by
the Capital Markets Authority. (5 marks)
(b) James Moto and Alex Baridi would like to operate a stockbrokerage firm. They have applied to the Capital Markets
Authority for a license.
Required:
Assess five criteria for suitability that the Capital Markets Authority might consider before granting them a license.
(5 marks)
(©) Discuss five cases whereby a depository agent is permitted to disclose information about their depositors. (10 marks)
(Total: 20 marks)
QUESTION SIX
(a) 1) Explain the term “crossborder listing”. (2 marks)
(ii) Discuss five advantages of crossborder listing. (10 marks)
(b) Assess four International Organisation of Securities Commissions (I0SCO) principles for market intermediaries.
(8 marks)
(Total: 20 marks)
QUESTION SEVEN .
(a) Distinguish between “equity security” and “debt security”. i (4 marks)
(b) Analyse six functions of the Financial Reporting Centre. (6 marks)
© In the context of money laundering, explain the following terms:
@) Misrepresentation. (2 marks)
(ii) Malicious reporting. . (2 marks)
(iii) Misuse of information. (3 marks)
(iv) Tainted property. (3 marks)

(Total: 20 marks)
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CIFA PART II SECTION 3

REGULATION OF FINANCIAL MARKETS

WEDNESDAY: 29 November 2017. Time Allowed: 3 hours.

Answer any FIVE questions. ALL questions carry equal marks.
QUESTION ONE

(a) Delegated legislation comes into being when Parliament confers on persons or bodies, power to make rcgulations for

specified purposes. Such regulations have the same legal force as the Act under which they are made.

With reference to the above statement:

(i) Explain three reasons for delegating legislation. (6 marks)
(ii) Outline two disadvantages of delegated legislation. ; (4 marks)
(b) A contract might be discharged by performance where both partics fulfill their obligations under the contract and

nothing remains to be completed. This is referred to as precise performance. There are however, exceptions to this rule
of precise performance.

Discuss five exceptions to the above rule.

(10 marks)
(Total: 20 marks)
QUESTION TWO

(a) With reference to the law of agency:
(i) Describe three classes of agents. ' (6 marks)
(i) Highlight four instances when an agent becomes personally liable upon a contract made on behalf of his
principal. (4 marks)
(b) One of the duties of a central depository is to ensure adequate measures to prevent and mitigate fraud or any other

system manipulation.

With reference to the above statement, suggest five measures that might be put in place by a central depository.
(10 marks)
(Total: 20 marks)

QUESTION THREE

(a) In the context of money laundering, explain the following terms:
(i) Placement. (2 marks)
(ii) Layering. (2 marks)
(iii) Integration. (2 marks)

(b) The oversight of market intermediaries should primarily be directed to the arcas where the intermediaries’ capital, client

money and public confidence may most be put at risk.

With reference to the above statement, summarise two of the risks. (4 marks)

(c) ABC Ltd. had been trading on the securities exchange of your country for three years. In January 2017, the Listing
Committee of the securities exchange recommended that the securities of ABC Ltd. be suspended.

CF31 Page 1
Out of 2




Nine months down the line and with a new managing director, ABC Ltd. has fulfilled and demonstrated the conditiens
for lifting of the suspension. '

Explain the procedure that shall apply in lifting the suspension. (10 marks)
(Total; 20 marks)

QUESTION FOUR
(a) With respect to initial public offers, discuss five matters that should be contained in the prospectus. (10 marks)

(b) Explain five reasons why self regulation should be incorporated into regulatory frameworks. (10 marks)
’ ' : (Total: 20 marks)

QUESTION FIVE

(a) In the context of corporate governance:
(i) Explain in three ways the meaning of the term *“integrated reporting”. (6 marks)
(ii) Highlight four parameters that a governance audit should cover in a company’s governance practices.
(4 marks)
(b) Regulation of financial market intermediaries should ensure that there is proper ongoing supervision.

With reference to the above statement, describe five matters that regulations of financial market intermediaries should
provide for. (10 marks)
(Total: 20 marks)

QUESTION SIX

(@) *  XYZ Ltd. is a mobile phone operator owned by the government of your country. The government would like to offer a
twenty five percent (25%) stake in XYZ Ltd. to the public at Shs.5 per share. There will be 10 billion shares for sale to
the public.

As an expert in financial market matters, the board of XYZ Ltd. has approached you for guidance. You have advised the
board to submit an information memorandum to the Capital Markets Authority for approval to issue the equity.

The board of XYZ Ltd. would now like further guidance on the procedure for admission to listing.

With reference to the above scenario, describe to the board of XYZ Ltd., the procedure of admission to listing.

(12 marks)

(b) §)] Define the term “immobilised security”. (2 marks)
(ii) A depositor might on application to the central depository, withdraw an immobilised security.

Explain the procedure to be followed during the withdrawal of an immobilised security. (6 marks)

(Total; 20 marks)

QUESTION SEVEN
(a) Define the term “financial journalist”. (2 marks)
(b) A central depository shall keep or cause to be kept records and accounts in sufficient detail. The accounts and records

shall at the end of every financial year be audited.

With reference to the above statement:

(i) Outline two particulars of the accounts and records. (2 marks)
(ii) Describe two rights and two duties of the auditor who conducts an audit on the accounts and records.
(8 marks)
(c) Identify two persons who might present an appeal to the Capital Markets Tribunal. (2 marks)
(d) Describe three powers that the Capital Markets Tribunal posses upon hearing an appeal. (6 marks)

(Total: 20 marks)
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CIFA PART II SECTION 3
REGULATION OF FINANCIAL MARKETS
WEDNESDAY: 24 May 2017. Time Allowed: 3 hours.
Answer any FIVE questions. ALL questions carry equal marks.

QUESTION ONE

(a) With reference to the nature and classification of law, differentiate between “constitutional law” and “‘administrative

law™, (4 marks)
(b} Argue four cases in favour of Acts of Parliament as a source of law. (& marks)
(c) A contract entered into by two parties and which satisfies formal validity, may nonetheless be invalidated or vitiated

in certain circumstances.

In relation to the above statement, explain four vitiating factors. (8 marks)
(Total: 20 marks)

QUESTION TWO
(a) Discuss five ways of terminating an agency relationship. (10 marks)

(b) Citing five reasons, justify the need for establishing the central depository system in your country. (10 marks)
(Total: 20 marks)

QUESTION THREE
(a) Describe the composition of the Capital Markets Tribunal. (4 marks)

(b) Any person aggrieved by the action or direction given by the Capital Markets Authonty or by the Investor
Compensation Fund Board may appeal to the Capital Markets Tribunal.

In reference to the above provision, identify six such actions or directions that might prompt an appeal. (6 marks)
(c) With reference to the Proceeds of Crime and Anti-Money Laundering Act, 2009:

() Summarise two objectives of the Financial Reporting Centre. (4 marks)

(ii) Analyse three anti-money laundering obligations of a reporting institution. ' (6 marks)

(Total: 20 marks)

QUESTION FOUR

(a) Qutline four benetits that accrue to a company from listing its shares in the securities exchange. (4 marks)
€)] Citing the likely effect on the market price in each case, differentiate between “bonus issue” and “rights issue™.
(4 marks)
() In relation to the International Organisation of Securities Commissions (I0SCO), explain the following:
(i) Two objectives of securities regulation. (4 marks)
(i1) Four principles for collective investment schemes. (8 marks)

(Total: 20 marks)
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QUESTION FIVE

(a) Analyse three different accounts where a client securities account and a central depository agent securities account
may, in accordance with the operational procedures, record eligible securities. {6 marks)
(b) Describe four circumstances under which no book-entry securities may be withdrawn from the central depusitory
before dematerialisation. {4 marks)

(©) Discuss five measures that could be employed in promoting effective corporate governance in the tinancial markets.
(10 marks)

(Total: 20 marks)

QUESTION SIX

(a) Examine four objectives of the Insurance Regulatory Authority in your country. (4 marks)
(b) Propose six ways of enhancing regulation in the international financial markets. (6 marks)
(©) The prospectus of an initial public offer (IPO) to the public shall include terms and conditions.

In relation to the above statement, analyse five contents of the terms and conditions section of the prospectus.
(10 marks)
(Total: 20 marks)

QUESTION SEVEN
(a) Regulation in respect of accounting and auditing standards is intended to achieve various purposes.

In relation to the above statement, highlight six purposes of regulation as specified in the International Organisation of

Securities Commissions (10SCO). (6 marks)
(b) In the context of regulation of financial markets, analyse the use of credit rating by the following parties:

(i) Investors. (2 marks)

(ii) Issuers. (2 marks)

(iii) Intermediaries. (2 marks)

(iv) Regulators. (2 marks)
(©) Enumerate six challenges currently facing the financial markets. (6 marks)

(Total: 20 marks)

........................................................................................................
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CIFA PART 11 SECTION 3

REGULATION OF FINANCIAL MARKETS

WEDNESDAY: 23 November 2016. Time Allowed: 3 hours.

Answer any FIVE questions. ALL questions carry equal marks.

QUESTION ONE

(a) In the context of sources of law, argue two cases for and two cases against the use of case law or judicial precedent.
(8 marks)
(b) With reference to the law of contract:
(i) Identify two consequences of an illegal contract. (2 marks)
(it) Discuss five ways through which an offer might be terminated. (10 marks)

(Total: 20 marks)

QUESTION TWO

(a) Describe five duties of an agent under the law of agency. (10 marks)
(b) To aid in combating terrorism, the Counter Financing of Terrorism Inter-Ministerial Committee was established.
Describe three functions of the above Committee. . (6 marks)
(©) With reference to terrorism financing:
(i) Define the term “terrorism financing”. (2 marks)
(ii) Explain the objective of terrorism financing. (2 marks)

(Total: 20 marks)

QUESTION THREE

(a) Describe the procedure for admission to listing for securities other than Real Estate Investment Trust (REIT)
securities. (10 marks)

(b) Explain the main role of the following regulators:
6)) Central Bank. (2 marks)
(ii) Capital Markets Authority (CMA). (2 marks)
(iii) Insurance Regulatory Authority (IRA). (2 marks)
(iv) Retirement Benefits Authority (RBA). (2 marks)
) Sacco Societies Regulatory Authority (SASRA). (2 marks)

(Total: 20 marks)

QUESTION FOUR
(a) (i) With reference to public offers, listing and disclosures, material information means any information that may
affect the price of an issuer’s securities or influence investment decisions.

Explain four types of information that might be termed “material information”. (4 marks)
(i) Identify three conditions that must be met for a person to be eligible to issue securities to the public or list at
a securities exchange. (6 marks)
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(b) (i) Evaluate three ways in which the office of a member of the Capital Markets Tribunal could become vacant.
(6 marks)

(ii) Explain two actions the Capital Market Tribunal might take upon receiving an appeal. (4 marks)
(Total: 7.0 marks)

QUESTION FIVE

(a) Discuss five circumstances under which an issuer shall refuse registration of a transfer of a security or certificate to a
central depository. (10 marks)
(b) Analyse five measures which a central depository should put in place to prevent and mitigate fraud or any other
system manipulation mechanisms. (10 marks)

(Total: 20 marks)

QUESTION SIX

(a) The corporate governance framework of an organisation should ensure equitable treatment of all shareholders,
including minority and foreign shareholders. All shareholders should have the opportunity to obtain effective redress
for violation of their rights.

With reference to the above statement, discuss five ways in which the corporate governance framework in an
organisation could achieve equitable treatment of shareholders. (10 marks)

)] Explain the instances when a central depository and settlement corporation (CDSC) might specify that any
book-entry security in a securities account;

(i) Is in suspense. (6 marks)

(ii) [s under suspense. (4 marks)
(Total: 20 marks)

QUESTION SEVEN
(a) (i) Define the term “venture capital company”. (2 marks)

(ii) A venture capital company shall be entitled upon making an application to the authority in the prescribed
form, and on payment of the prescribed fee to be registered as a venture company.

With reference to the above statement, explain eight requirements that a venture capital company must fulfil
to be registered. (8 marks)

(b) An online forex broker should, in the conduct of forex business and, at all times, act in accordance with the principles
of best practice.

With reference to the above statement, propose ten principles of best practice an online forex broker might put in
place. (10 marks)
(Total: 20 marks)

........................................................................................................
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KASNEB

CIFA PART I SECTION 3
REGULATION OF FINANCIAL MARKETS
v EENESDAY: 25 May 2016, ' Time Alloved: 3 hours.

A r3Swany FIVE questions. ALL questions carry cqual marks.

& U ETION ONE o !
(2) X learns that Y, who has no authority or apparent authority to sell X’s goods, is negotiating witil Z as X's agent for the
a .

sale of X's goods. X does not take any action although he could eastly notify Z that Y was notihis agent. Z pays Y for

the goods as is customary in such a transaction. ;
I

Required: :

(1) Cxplain the type of agency crcated in the above scenario. (2 marks)
(i) Other than the agency created in (a) (i) above, describe four other ways of creating an %gen‘cy relationship,
‘ (8 marks)
(b) - Identify six sources of law. i (6 marks)
©) Outline four types of jurisdiction of the High Court in your country, (4 marks)
: (Total: 20 marks)
QU ESTON TWO ;
(2) Discuss five remedies available in the case of a breach of contract, , (10 marks)
(b) With reference to the International Organisation of Securities Commission’s (10SCO’s) principles for self regulation:
) Justify the need for regulation. (6 marks)
(i1) Describe four desirable attributes of a financial regulator, (4 marks)
(Total: 20 marks)
QUESTION THREE
(2) Despite the variety of approaches employed in money laundering, the process is usually accomplished in three stages.

© With reference (o the above statement, explain the three stages involved in the money laundering process. (6 marks)
3

b) Propose four measures that a market intermediary should take to mitigate the heightened risk aszociated with the lack
( of face-to-face contact when establishing business relations. : (4 marks)
(©) The corporate governance framework for financial institutions should provide sound incentives throughout the

c !

investment chain and provide for stock markets to function in a way that contributes to good corporate governance.

In relation 1o the above statement, discuss five ways through which corporate governance prindiples could be applied
to achieve good corporate governance. (10 marks)

(Total: 20 marks)

o

UESTION FOUR :
(Qa) Inrelation to raising capital in the securities market, explain the meaning of the term “offer of securities”, (4 marks)

(b) The prospectus of an initial public offer (IPO) to the public shall include a legal opinion.

In refation to the above statement, highlight the matters that the legal opinion in a prospectus of an IPO should
include. (6 marks)

o CF31 Page |
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Every central depository and central depository-agent. Sh'\“ take all reasonable measures to protect information and
documents relating to the affairs of the depositors ax_amst ‘any access by unauthorised persons.

Analyse five exceptions to the above secredy provision:whereby disclosures might be permitted. (10 marks)
(Total: 20 marks)

QUESTION FIVE

@ (i) . OQutline two purposcs of the Investor Compensation Fund. a fole (2‘_11_,1,3,_':%)
(i:i) .. Describe the:composition of the Investor Compensation Fund. ; ST maiKs)

(b) () Distinguish between an “immobilised security” and a “‘dematerialised sccurity”, ‘ o (4marf\s)
(ii) .Summarisé lh'c lcéal provisibns governing prcsériplion o.F‘dcmmerial‘is.cd sccurili;s. _, | ' (8 marks)

(Total:y 20 marks)

QUESTION SIX

(8 Discuss the standards that financial market intermediarics should adhere to: ' o (10 marks)
hy () Highlight the contents of the annual report that should be submitted to the Capital Markets Authority by a
central depository and scttlement corporation. o (6 marks)

(1) Explain how a central depository’s audit should be conducted. I ' (4 marks)

(Total: 200 marks)

QUESTION SEVEN
(a) ) Assume an issuer has subimitted its information memorandum or prospectus and it has becn '\pproved by the
authority to the securities exchange. :

T

Advisc on the procedure that the issucr would follow for admission (o listing. ' (8 marks)
(i) Identify five ways through which an issuer might list sccurities on the exchange. (4 marks)
o :
(b) Examine the procedure of suspending securities in a securities exchange. (8 marks)

{Total:-20 marks)
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KASNEB

CIFA PART II SECTION 3
REGULATION OF FINANCIAL MARKETS
WEDNESDAY: 25 November 2015. ' Time AlloWed: 3 hours.
Answer any FIVE questions. ALL questions carrv equal ;marks.

QUESTION ONE
(a) Explain four functions of the Deposit Insurance Corporation in your country. (8 marks)

(b) Discuss six powers of the Deposit Insurance Corporation in your country. o 4 (12 marks)
{Total: 20 marks)

QUESTION TWO
() Discuss five responsibilities of a nominated advisor for the Growth Enterprise Market Segment (GEMS). (10 marks)

(b) ‘Describe the procedure of transferring from one market segment to another. (10 marks)
(Total: 20 marks)

QUESTION THREE
(a) A market intermediary is required to have a board charter that shall lead, control and be collectively responsible for
the conduct and governance of its securities business.

In relation to the above statement:

(i) Explain five objectives of a board charter that would enable the board discharge its responsibilities.
(10 marks)
(i) Outline five functions of the audit committee of a market intermediary. (5 marks)
(b) State five essentials of a valid contract. (5 marks)

(Total: 20 marks)

QUESTION FOUR
{a) Justify the need for delegated legislation. (10 marks)

(b) Linah Associates Ltd. intends to be registered as a central depository. The operations manager is required to make
rules to govern all aspects of the company’s operations as a central depository.

Advise the operations manager on the aspects that the rules should cover. (10 marks)
(Total: 20 marks)

QUESTION FIVE

(a) In relation to prevention of money laundering:
(i) Highlight six instances when a customer’s due diligence is required to be undertaken. (6 marks)
{ii) Explain six matters that should be taken into account when determining the risk profile of a customer.
(6 marks)
(b) Describe four authorised functions of an investment bank. (8 marks)

(Total: 20 marks)

QUESTION SIX

(a) In relation to reporting obligations of a securities exchange; highlight five matters that should be contained in a report
of its activities to be furnished to the capital markets regulator. (10 marks)

(b) " Discuss the legal provisions governing mortgaging and pledging of securities. (10 marks)
: (Total: 20 marks)
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QUESTION SEVEN

(2)

(b)

Describe four circumstances when an agent would be held personally liable to third parties even where it is the
principal who ought to be held liable. (8 marks)

In relation to the International Organisation of Securities Commission (I0SCO) principles, discuss the following:
() Four principles relating to the regulator. (8 marks)

(ii) Two principles for issuers. (4 marks)
(Total: 20 marks)

--------------------------------------------------------------------------------------------------------
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: : . | KASNEB

LAW AND REGULATIONS GOVERNING FINANCIAL MARKETS  CSIA PARTHS

FRIDAY: 29 May 2015, Thpe Alowed: 3 hours,

Auswer any FIVE questions. ALL yuestions carry equat marks,

QUESTIONONE . :
(2) An agent must siot delegate powers that have veen delegated Lo him.

_Explain four exceptions to the atove role. (3 marks)

(b)  Espiain three actions that a securities exchange should 1ake after restsicting wilhdrawal of immobilised bodk entry
securities, (6 marks)
{c} Describe threw types of undenwriting contracts, {6 matks)

{Fotal: 20 marks)

QUESTION TWO
(a} Deseribe five types of securitles whlch coufd be adniitted to lsting by a securities exuhnnge with thé approval of the

capital markels reguiator, ~{lo man(s}
(b) Highlight ten factors which might have led to the poor pefformance of seuuntses exchanges of emerging financial
markels, (10 marks)
{Tolal: 20 marks)

QUESTION THREE . : : :
{a) Propec repulution of financial markets should facilitate capitel formation and econemic growth. lnappropriate

teguiation could impose an wnjustified burden on the marke!t and iofibi market growth and development,

in telation 1o the above swlement, discuss four generl altribuies of effective regulation Lhal is consistenl with sound
economic growth, {& marks)

{b) fn orcer fa prevent failures of financial markets licencess, the regulmor shoutd ensure that tere is proper ongoing
stpervisien,

With reference to the above statement, describe six powars that the regulater should have in order 1o effectively

supervise financlal markets ficencees. (32 marks)
_ (Totak: 20 marks)

QUESTION FOUR

Gratie Mukudenta had javested with Ange! Stccxbru!\ers L1d. who have been under statplory managentent since 7€)|0 She

receatly approached the gapitnt markets regulator seeking advice on how she could ruover her invesiment. An employe\, al the

capital markets regulator informed hier that her complaint was time barred.

Gracie Mukudenta's friend, George Boona has advised her to appeal against the decision oF ¢he regulaior to the fnvestor
Compensation Fund Board,

Advise Gracie Mukudenta on the foillowing:

ECTION 4

{a} Three instances when the capital markets regulator might conduct investigations as a resuft of a comphmt received .

frons any person. | . {6 marks}
{b) The eppeals procedure for an investor who has suffesed pecaniary loss resulting from failire of 2 licensed

siockbroker, {4 marks)
(c} Whether Genrge Beona's advice to appeal to the 1nveslc=r Compensation Fund was appropriste. (2 marks)
&) Fous ather grounds for appeal against the action of the capital markets regulamr (8 marks)
QUESTION FIVE- (Total: 20 marks)
The general vule is that ra liceneéd persan, broker or dealer shall rransfer 1|sied teumt es outside the securities euh’mg in
which he is atrading participant. - . i

In retation o sccuri!ies transzctions:

{a) Explain two zircomstances when the reguintor might authorise the transier of 2 listed ‘m”'l} qu,m the securitizs
exchange. {4 marks)

cansferen out

(B) Desorite five transactions far which the Haled secuyitie: shafi he

{e) Highlight $ix perticelars te be included Tn the circular which is 1o ba Sme!ltLd to the capiral markts reguintor inr
approvak, (% maiks) .
{Fotad: 20 marks)

QUESTION 8IX
(a) Discuss four objects of the Busiaess Cendust Conmiltee Lsfabhsh.,ﬂ urder the Ceatral Depository, {8 mirks)
()" ‘Analyse six losses o damages that an insurance policy of a central depozitory should cover, (12 marks)

(Total: 20 murks)

QUESTION SEVEN

(a) Explain four remedies avaitable for breach of contract, , (8 mwarks}
b \‘f’ilh‘:eference to corporate, gdvemance principles in finangial markets.’

K¢l Explain three circumslances when @ market intermediary shalt wnhdraw money depamed in a client's bank

~ 2ccount upor the clignt’s writlen instructions. {6 masks)

(i} Dutline six contents oi‘a record ofcgmpiainis naintained by a.m_ar}:et intermediary, (G rnarks}

(Tatal: 20 marks)




{c} f)ist'inguisa between the following concepts as used in financial markets;
(i) . “Collective invesiment schemes™ and “venture capital funds™. ’ (4 marks)
i) “Bonus issue” and “rights jssug™, ‘ . © (4 marks)
: {Totat: 20 marks)
QUESTION SEVEN .
(a)  Distinguish between an “insurance agent™ and an “insurance broker™. T £4 marks)
- {b}  Explain four requirements that a savings and credit co-operative secicty must meet in order to be authorised to offer '
front office services activities (FOSA). {8 marks}
(€)  Wazze Penslon Services Lad. is aggrieved by a decision of the Retirement Benefits Aulhorify which the company gl;iihs

has adversely impacted on its operations.

Explain the action that Wazee Pensien Services Lid. could take to challenge the decision, - (8 inerks)
. {Totah: 20 marks)




LAW ANB RE(‘ULA’HUNS GOVERN]\G FI[\A‘ICIAL MARKETS

Time A"D\}r’
FRIDAY: s‘i)acem‘bel 2014 T ATON

ALL quesdions carry squal marks,

’ (S ‘marks)

n} Fi'VE qucsiions

QUESTIO\IQ\{E i

(@) Descriva the four fa:ms ofsusp-:nsmn oi‘a secunty

@) By

- ) Wii'h referenoe to conduct of market intermedizries, cutline six riphts of a client,

I - (6 marks)

Y ifu‘ee types pf seeurities ecovnls. .

(6 marks)
(’I‘oial 20 marks}

QUESTR)‘I ™0
In re!anon to céntrat depository agents:

1 fmm
(;u) D:scuss six circumstances under whick 5 cenﬁal deposﬂory agent might be suspended by zhe Central Depository

. perfosming its ﬁlncllons

) " Wherea cenirai deposﬂory agent is suspended; the Central Daposnory may appomt amanager,

{12 marks)

{8 mar-k's) :
Tn relation fo the above szatement, dmcr}iﬁ four powers of 1lhe manager. ol 20 marke)
.‘ : - 7 erpri . MS). - (12 marks) .
('Qa;IESTlI?lzilﬁfehgahx Hty requirements t‘or listing in the Growth Enterprise Marker Segment (GBMS} { )
{b) Fxplaln four circumstances in whwh the capuat markets regulator ‘might rcvnke a licence sssued to an(ys rl;:i::; _
fatemediary. ' ' " (Total: 20 marks) -
STIONFOUR N o
.g)[]ESTlln;elation to the regulations governing coltestive investment scl}cme.? {C1S), explain: 7
| ' uired 1 ‘ {6 marks)
(& Thea repotts thet & fund manager (s required to prepare.. { 3
e thata ) ‘ (4 marks)
(i) B 'Four.répcrts that 2 custodian must provide fo the fund manager. -_ { ¥ .
o ssonlials i ' o (6 manks)
by Highljg]it six essentials of a valid contract,

UEST 101\' FWE
g) - With referencc to self regulauon of capltal markels

" (Total: 20 marks) |

an usganisauon as 8 scEfi, ‘

[6)] K Dcscnbe the oondmcns to b met before the capllal markets regutalor can recogmse s mms)
regulamry Orgamsalwn ' . i .
l ' ] marks
(ii) Expiam four ru!es that & self regu!amry organisation shouid make prom;on ﬁ)r { )
{4 marks)

by \‘u’ith reférence lo the Iaw cf agency, hlghllghi four classes of ‘agents. (Tnlai 2t

{ QUESTION SIX
(] Analyse four principles for mark
Comm|sswn (10SCO}) principles.

' '(12 marks)

(b} Expiam 5ix !ﬁnes of informatian that should awompany an applwa!lon for a righls 1ssue

D N

e

o Ca ﬁal \éarkets Aut!mnty in your
F (12 maﬂ(s)

YESTION szvm o " :
g) Distuss”six dealings 1?131 stockb{okers ane p.uhl%ncd from engaging in by th

country.

(i:) Ouﬂme eight con'ean af the report. that a seounues exchange is e
pedammg to fts ncnwhcs for the preceding year,

. - msatmn of Secusities
et mte-rmedaarzes as enumemted i the Iniemauonni Orga ity

' '{’I‘o‘ia!:m.marks) o

qulrcd I Eurnlﬁh o 1ha rpgulatory authnnty"
(8 marksy
(I‘ohl W pmarksy

fg_f;

i

- QUESTION SIX

LAV AND RLGULATIONS GOVLRNING FINANCIAL MARKETS
FRIDAY: 30 May 2014, Time Allowed: s &

. L ,
Answer any FIVE questions, ALL questions carry cqual marks.

QUISTION ONE _ SRTRRE

{2} Distinguish between “actunl authority” and “ostensible authority” of an agenl. {4 marks)

() Deserike six 1ypes of ageats as recognised in the jaw ﬁf agency, ~oo (12 marks)

(e} = Outline four requirements to be met for registration as 3 ventura capital fund. ‘ {4 snarks)
‘ (Fatal: 20 mavks)

QUESTION TWO : )

(3} Discuss the progedure for admission of an issuer ta the official list of the securities exchange. {10 marks)

(4} Describe fivs responsibilitfes 0f 4 lead transection adviser, o ' {10 marks)

. (’I‘ulal: 20'marks)
QUESTION THREE
(2} Gurtline the thres steps an issuer of a secufity ch{:uld take upen bemg notified of dema:enatxsauon of securities.
. {6 marks)’

(b} Grave Zawadi has been appc.ﬁnted as acompliance officer in an invesiment bank.

In line with corporate governance piinciples;

)] Deseribe six duties she [s expested to perform in ber rols. {12 marks)
(i} Outlins two powers that she needs i order to effectively undertake her duties. (2 marks)
. . (Total; 20 marks)
QUESTION FOUR ' .
{2} Explain ¢l ight t‘undzons of & spensoring ﬁockbroker (8 marks)

. .
(k) Discuss six marters that must be taken into accounl when défednining whether a person s fit and proper to hold any
particular position in the czpital markets. 12 marks)

(Fofal; S.O miarks)
QUESTION FIVE e ’
The increasing internationalisation of financial activities 2nd the globslisation of markets means that mf‘ormanon refovant to

autherisation {s often beyond the immediate jurisdictional reach of the compstent domestic regulator, Effective regulation s

thus compromised when neccssary mfcrmaimu is lovated in anoiher Junsdlcl:on and is not accessible by the domestic
reguiator. .

. Withreference to the above statement:

{a} Discuss the three principles of cosperahon in regulation of securities markeis as enumerated it the Intematlonal
Organisation of Securities Commi ission {(fOSCO) prmc;plw (6 marks) .
(b) Expkam three comme characteristics of breaches of securities law, (6 marks)

e)  Assume that your counfcy has made documented armngements in the formt of memorands of understanding for
- cecperation with another couatry. ' .

(8 marks)
{Total: 28 marks)

Descrive the scope of ooopemtmn of’ sucﬁ an anaflgem Eni,

In refation to suspension of securities:

Aa) Explain two citcomstances when the securitics exCha.nge, with the approval of the regulator might geant a request for

: the voluntary suspenszon of any 1rsted sccunty ' {4 marks)
) Summarbu thelssuer 3 obilg.mons when its securstra are suspended (6 marks) _.

: (c) Descnbethe f've ﬂFps lobe fotlowed where lhehﬁ'mg of suspensicn is required by tie jssues. .'(10 n;m'lfs)

. . Fafal:

QUF.STION SE\'EN clotel 203mﬂfti)
{ay ..~ Discuss five lezal provisions governing the management ufc!lem accounts by stockbrokers. - (18 mar ){

(H) - Explein five reports thet 2 dealer Is required to webmit 1o the Tegulatery avthonty and to the sed aurities exchange in

sorplving wigh s

PO 65 e ation.




b e e B e - —-— . +

¢ ) oo ‘E'S!;\ l’ﬂ:}{; 1 SECTHM + KASNEB
LAW ANﬁ REGULATIONS GOVERNING FINANCIAL MARKETS

" FRiDAY:6 December 2013, ' Fine Allowed: 3 ours,
Adnswer ;in){_FI_VE ques{ic;;)s. ALL questions carry equal marks,

OUESTIGN ONE
* e capital markets regulator is empowered to approve institutions 1o operate collective investment schemes,

b light of the zbove statement:

‘a} - Explain four types of collective Investment schemes. . - (8 marks)
{h) Describa four parties involved ia the organisation and operation of & collective investment scheme.
i : S {8 narks)
<) Distinguish betwees: “regulation” and “sdpervision” as used in financlal markets regulation, » {4 marks)
(Total: 20 marks)
QUESTION TWO
‘a) Discuss six confents of the legal epinon section of a prospectus. {12 marks)

{6} . -Where éircprpsianoes have vocurred or now information has emerged that fundamentally alter the basis of appreval of.
a public offer before the allotment date, the capital markets regulator is empowered to rmake certain orders againgt Hie
issuer, ’ . ’

With referencs ta the abave statement, explain the four powers that the regulator Is vested with.agajost the issuer
-when circumstances alter the basis of approvat of a public offer, - . . < (B marks)
. - (Tatal: 20 marks)

QUESTIONTHREE . - i . _
{a) Distuss the efigibility requirements for lisfing in ihe Fixed Income Securities Market Segment (FISMS). {12 marks)'

...

in 'réfét'ié'r ché;l.lgiiﬁi;‘.uféle‘h:i.fﬁl i)epositories, the Central Depository Guarantee Fund is sstablished, 7

" Wit rofbtence fo the sbove statement:

AL Outling the purppse for the establishment of the Central Deposilory(iuarantge Fund, R s).
T L i typcs ofmonies hat constitla the Central Depository Guagant@e:}-'qqé.‘ T ma:ks)
ST {Totat 20 fiavks)
QUESTION FOUR : S
(23, . Adaptor Stockdealers Ltd. infends to commencs internet trading seevice in tipe with ifs 201 12013 strategic plan. The
- beard of tho company is of the opinion that indernet frading services provido a xéal-iime efficiaht ontine solition to
fagilitate bustness, customer grawtlz and penetration, . R

x

you to make an .applimt:‘or_\ {o the capital markets regulator for registration in intemet irading

EE R T
The board has requested
service.

Required: : B
Discuss six security measures that Adaptor Stockdealers Ltd, should put In place to ensure that the infernat trading -

service [s ndequate for securities transactions. {12 mgks)
Tn) Explain the fo!lowirzg terms as used i c_omract faw:
[6)] Specific performance, {2 marks)
(i) Injunetion, {2 marks}
i) Resission. @ inarks)

Gv)  Rectification, (2 1narks)

{Total; 30 rarhh

6

QUESTION FIVE . 5
‘1) You are an investment manager at Wonder Securilies Ltd, Mark Moses, a prospective client, who is 2 tougist, acks you"
1o invest the sum of 85.2 milifon on his behalf, which he presents fo you in cash. .

Deseribe the measures yuu would fake to ensure fhat you comply with the relevant legal provisions relating to
preventien of money laundering and illicit activitics. . {10 narks}

h) The general rale is that where a person contzacts as agent for 2 principal, the contract is the contract of the p:i'ncipal
and not that of the agent so that the anly person who may sue is the peincipal and the only person who can be sued is
the principal and nos otherwise,

(10 marks)
(Total: 2 snarks)

Discuss the exceptions to the abeve rufe,

QUESTION SiX
Regulations- governing market intermediaries stipulato certain minimem standards: of conduet when -performing rezulated:
activities, - ' :

T light of the above statement:

{2} " Explain the thiee principles of best practiccs that a market intermediary is teauired to apply when dealing with a
“ elient, - . {6 marks)
(b} . Deseribe three actions that a market intermediary should refrain frony when advising a client. (6 *narks)
{&) Qatline four factors that a market Infermediary should advise a client to take into eccound when making an investment,

i : o - : {8 marks)

T ‘ ~ (Totalk: 20 marks)

QUESTION SEVEN e :

In line with due diligence and corporate compliznce managenieny-principles, the board is usually resgonsible for ‘designing,
implementing, menitoring and integration of tlsk management processss.of a securities market lesnsee in order fo eahance
efticiency, effectiveness, competitiveness and sustainsbiiity in financial markess. T

With reference 1o the above statement:

{8) . Outline eight rigks that might impact on the !Jus[nqss of'a licensee in the fnancial markets. (8 marks)
(b} Describe six duties of a risk menagement officer of'a securitios mar_ke( jicensee. (12 marks)
. ’ {Tatal: 20 :narks)




[7 - - R AR A LAW AND REGULATIONS GOVERNING FINANCIAL MARKETS
KASNEB " Law ano reurations GOVERNING FINANCFAL MARKETS

FRIDAY; 7 Decembor 2012, Time Allowed: 3 hnm‘s.

DMONDAY: 10 June 2013, + Tiae Alloved: 3 hours.

Answer any FIVE questions. ~ALLGuéstions éarr)"‘c'qnal marks:

QUESTION ONE \/ T SE L e
(a} Lxplain the following terms as used in financial markels:

(i3 Central Dcpositmy'and ‘Seutement Cdrporatich. {z marks) :

(i)  Commission. (2 marks) .
(iii) - Beneficiaf owner. . (2 marks)
(i\.;)‘ Information memorandum. (2 marks)
NG . Eﬁ%dlive éecuriu’e; regulation depends on an appropriate legal framework.
Exploin the matters to be addfcssed inthe laws of your country in order fo foster effective securities regulation,
: . _ {12 marks)
. {Fofal: 20 marks)
QUESTION TWO- v/ . S - : ' .
{a) Discuss the challenges facing an ordlnary investor in the securities market in yeur couniry. {8 narks)
b) 'Expla'in the duties of a truste in a collective investment scheme, . (12 muorks)
: : ) . {Total: 20 marks) .

QUESTION THREE A R : R o _ :
(a}" ° Outline the qualificatipns for a person to bé.appoir;tedas:aChicf‘ExeeutiveOfﬁcerofaccnl‘mldcpositmy. (4 marks)

[() 'Argue ti;e'casc for sell regulation in the financial ﬁaikeu. {8 marks) -
{c} Fxplain the objectives Ef the {ules' of a securities exchange. - (8 marks),

- (Total; 20 marks)

QUESTION FOUR v R o L
(a} Discuss how an agency relationship might ariss in the financial markets. B (8 marks)

{b) Bxplain any six remedies available to an investor upan noticing inaccurate or deceptive faformation ina prospecius,

{12 marks)
T : / ~(Toral: 20 marks)
QUESTION FIVE A . : :

{a} With reference to immobilisation and martgaging ef securities, sxplain the following teris: - .

’ 6. Efigible security, . ‘ (2 marks)

(i)~ ‘mmobilisation date. {2 marks)

TG Seewilisation, © (2 matks)

{b) Biscuss the legal provisions goveming the conduct of stock brokers. {6 marks}

(<} “Fhé board of directors shall exereise all the ]m;h'ers of the campany subject te the fimitations contained in the law and

articles of association™,

With reference to the above statement, discuss the functions that the board of directors is expected {o flfil. (8 marks)
. . - C . {Total: 20 marks) g

P

QUESTIONSIX L T
{a} Drescribe the rcsponsib‘ililie's ofa sponsa;ing _brgkcf. X

(b Withregard to securities transction, discess five vitiating factors i the law of coitéact : matks)
' T : “(Total; 20 marks)..

QUESTION SEVEN / T L
(a) Pescribe the mig uf_‘ professionil institutes in ﬁngncial marke_:tppgaitqns. .-

[9:giarke)s,

® ) - Exploin the term rights lssae”.

e

(i , With reference lo'secudtié_s transactions, srmimarise the purpose and effects of aijht {j‘ L
: o - Coe el e b {Todak

7

Answer any FIVE questions. ALL questions carry equal marks.

QUESTION ONE,  ~ '
{a} The capito} markets tegulater is authorised to inzke rufes for the efficient and effective functioning of the cenwal
depository system. ’

Discuss six arcas thar might be addressed by such rules, {12 marks)

{b) One of the objectives of securities fegutation is to ensure that capital matkets ars fir, efficient and ransparent.

tn addition fo making rules, explain four ather ways through which the cipital markets regulator in your country atms
to achieve this ehjectiva. L {8 marks}
(Total: 20 marks)
/ .
QUESTIONTWO -~ :
(a) The performance of Wallot Savings and Credit Co-operative Society Lid. has been on the decline over the fast few
years. :As & result, the-Saceo Regulatory Authority hag caused an inspection to be carried out. 1t was discovered that
the saciety was cenducting its business in a manner contrary (o the provisions.of the sacco regulations snd not in the
bestinterosts of the members. The soclety was also undercapitalised. ’ '

Erﬁparf: a report for presentation to the inspection committze of the Sacce Regulatory Auvthority explaming the -
olowing: ) - .
(i The genzrel contents of an Inspectjon Teport of a Savings and Ceedif Socieny. 1G] maﬂcs}

(ii) The stpervisory enforcemen actions that the Sacca Regulatory Authority might ake against Wallor Sacco
Lid. ' . |

{10 marks)
) Discuss sbe duties of a custodian of an investment portfolio, = (6 marks)
, e {Total: 20 marks}
QUESTION THREE - o
(a3 Evary issuer of securftes is required 1o publish a bridge prospectus which shall disclose basie information on the
Fsstler. - - ’

Qutline four contents of a bridge prospectus, {8 marks} -

b} With reference to regulations in financiat markets, the regulatory regime should make approprizie use of Self

Regatatesy Organisations (SROs) that sxercise some direct oversight respensibility for their respective areas of
“ comgetence. SROs cair be a valuablz complement to the regulator in achieving the objectives of securities regulations,

Bxplain six ways in which a sclf regulatory organisation could ensure that it undertzkes its role efficiently and

effectively. {12 marks)
{Total: 20 marks)
QUESTION FOUR
(a} Briefly explain two models of a depository systam, {4 marks)
) Highlight the two types of ownership under the depository system, 4 marks)
) Diseuss six circumstances in which a security would be deemed te be urder suspensa, {32 marks)
. r2
. QUESTION Five / . | (Tui-al 0 marks)
(a} Describe the two categories of membership of the securitias exchange. . (4 marks)
) Explain three types of securitia: accounts maintaingd b); a ceniral depository agent, {6 marks) ~
{©) Outilue the cemposition of the Investor Compensation Furd Board e your country, (10 marks)
: {Tonal: 24 marksy
QUESTION SiX .
{=) Qutlinre two ways in whick a person might become the agent of another. 4 marks)
(b} Explain the rules governing ratification of an agent’s unauthorised act by the principal, (8 mazks)”

(& murks)

T DY

s} Biscuss the offerss of suhs—cuent sl asion of an imaviienzed 101 by the privcinal,




L QUESTION ONE R i
(@) - Discussthe !egal and regulator}tpmwsnons fhat have bcen put

@)

{‘;]“J'u Ul;eéx;;nrsimems Company Ltd. wishes 1o be licensed to operate asa credit Tating agensy in your country. .
gl : . a k.
Describe fivs legal requirements for approval to operaie asz cradit sating agency. {10 marks) _

(b) ’ The establishment of an audit comumittes Tepresents an important step tuwalrds premoting good coiporate ZOVEMARCE.

(10 marks)*.’

k rnanc ices, dise '8 dulies i ittze.
i coTparate poyarmance practices, discuss five duties of an audit comm K
With reference to good corp g ce p ) (Fotal 20 mae

LAW AND REGULATIONS GOVERNING FINANCIAL MARKETS.
MONDAY: 4 June 2012,

Answer.auy FIVE questlons:’ ., *-

markets in your coum}y

cuunlzy

QUESTION TWO D ' e T o

) Practitioners in capktai markeis dre expected to adhem o 'rmd mrporate govemanca praciices.

Discnss theabow s(afcment with respect to thepmws:ons of rhaca L*al markets !enula.uum in your maniry ;5 rks)
. S i6ma

) Expiain the followhig torms as sed in capital markets: .

: (2 matks)”

) {2 marks}
{Total: 28 murks)

{i Wenture capitat company.
[{i] Securities exchange.

QUESTION THRFE .
The Republic of Hakika is a newly independent state. The government afitafuka is deleunmed o esta&lish 8 strong econorny
supported by a well fimctioning banking and financial services sector. .

The Atlomey General of the indspemient State of Hakika has commlsswneﬁ you to advise the government on regulahon of the
sactar,

Prepare 3 elear and well reasoned brief consisling of the followiag! |

{a)  Therationate for regalating the financial services secter. (8 marks)-
{t)  Thetwo forms of regulations in an economy. {4 marks}
{0} Thestrategies used in regulating the financial services sector.  {Bmarks)
{Tutali 20 marks) :
i
QUESTION FOUR .
(z) With reference to the law of agency in financial markets:
® Explain two duties of the principal. {4 marks}
(i) Describe eight ways i which he agency relationship could be terminated, (8 masks}

) Explain how the fol!cw;ng issues could affec% interuationalisation of the securities markets in fight of the rapid gmmh

tn cross border activities:

{i Capital adeguacy. (2 marks)

(i Clearance and seltlement. (2 marks)

{ifl}  Multinaticnal disclosurs and accounting. {2 marks)

i) Derivatives, (2 marks)

(Tatal: 20 marks)

ClazPaget -
OutofZ .

SUESTION FIVE
- (ay - Discuss the circumstances under which an offer shail be dcemcd te be a private offer, {12 marks}
{b) Explam the legal provisions rel_ating 1o post Jisting requlmmerﬂs. {8 nzarks)
e S : {Total: 20 marks)
UESTION SiX
(a} Money laundering is one of the emerging areas of global eoncem, Concerted cfforts are reqmred at the internatienal,
: regional and pational Tevels 10 control money taundering.
With feference mt above atalcncni explain the followmg matters;
(i) The objcc!z\,a of anti-money laundering leglslatlon . N {4 maflxs)
(ii) The institutional and regulatory measures thar your caunh"y has put in place :owards combating money
laundering. : {6 marks)
U Diseuss the lepal pro'visi‘ans relating to charing of securitles 2 provided for ia the central depositories regulations in
| yeur countzy. (10 marks)
{Tofal: 20 marks)
_~QUESTION SEVEN
(a) In relation te the rife ofthc ccnt;al hank in the moncy markct
(i} Discuss the doetring of “Lender of Last Resoft”. T " {3 tharks)
(] Highlight six guiding principles of the ductrlne ochndcr 0f Las( Resort.

(b). . - OUIhne five documents that should be submltied by &n applicant seekmg to he !lcensed 10 ope;ale as an fivestment .

) .:.bank = (5 marks)
ey .Di'sc;ibe the circumstances under which a fumi manager may be removed, (6 marks}

&

(6 marks)




3%'

- KASNEB

: Amwer any FIVE queslions.

N

—-nrrr — - e - :
" P CSIA PART HSECTION 4 Claz

LAW-AND REGULATIONS GO VERN]N(‘ F[NAN(“IAL MAI{KE’I S
FRIDAY: 2 Beeemher 20118, Tire Al!owcd 3 hours

A.LL qu&sl!ous carry n\qua] narks.

QUESTION ONE
{a) Cutline the entities sxpressiy excluded under the Caqﬂa[ Markels Act from bcmg investment adiisers. - (5 rmatks)
(b) Explain the sircurustanees under whish a person shall be dccmcd fo have an inferest in a sccun!y (8 marks)
' . .
{c} Describe any seven mtezmedlanes ine ﬁie stock exchangs, N (7 marks)
. © {Total: 20 marks)
QUESTION TWO
() Savings and Credit La-npcratwe Societies play an lmperiant 10l in the develapasens of economies.
fi} Outting the fanctions of a Savings and Cmmt Co-pperative Sociely Anthority. (6 matks)
() Explain the clcumstances under which the Anthority in {a) (i) above may revoke a licence issued o a
Savings aud Credit Co-operative Society. {6 marks)
th} With wference 10 the management of an investment portfolio, discuss the grounds on which 2 cusiodian might be
remaoved by the investirent adviser or the fund manager. {8 marks)
{Totnl: 20 marks)
QUESTION THREE .
{a) Bxplain fluee core objectives of regulating the seenrities market in yonr couotry. {6 marks)

(b} Mest securities maskets are regulated by varlous Acts and Rules,

Discuss seven Acts or Rules that regutate securities tharkets in YOUur country. {14 marks)
i . . {Totall 20 imarks}

QUESTION FOUR .
(a} With reference to 1hs Capital Markets regulations in your country, explain four types of disclosures. {8 marks}
)] (i} Explain the term *Jifiicient Markets Hypothiesis” as used in finencial markels, (3 macks)

(i) Biscuss the implications of the Eificient Markets Hypothesis lo investment maragers and analysts, (6 marks)

{ili}  Give reasons why it is impossible for capitat markefs to attain the efficient capital market hypothesis, (3 marks)

(Fotal: 20 mnrks)

HIESTION FIVE :

{a) Citing examples, explzin the meaning of the fermi “regalztory ragmentation” with reference (o the regulation of

financial markets. ! (4 marks)

i

N 1
(b) Discuss the consequences of regulalosy fragrentation. (8 marks)
{c} ' Argue the case for a consolidated regulator in the financial market. {8 narks)
QUESTIONSIX , (Totah: 20 marks)

ESTI
(a} Discuss t!u:chal]cngm that might arise in the pmc»:s% of the integration of capilal markets across the bmdcrs; 10 )
ma]

b} Jane Brown is an infewn at Jua Associates Limited which has been In operation for the last two yeary in your country,
Sbe has tieen asked by the directof to prepare a tiemoerandum of the repdtting obligations of a stock broker, Jane

Brown has come fo you t‘o: advice,

. bxplam to Jane Rrown thie reports and accounts that must be subnsted to the securities exchange in erder to coniply

with tt nin nis. (10 marks)
wilh the repanting requireme (Yotal; 20 marks)

QUESTION SEVEN : ‘ ‘ 13 snarks)

(a) Explain the circumstznees under which a suppfm cn! ary prospectus may he issucd,

(b} Insider ading IS an offence and is prolitbited by ihc:

Capital Markets regulations,
Describe the punishment prescribied by the regu%ail'oi'ls for the offence of insider trading, " (8 matks)

(¢} Disenss the fectors responsible for the downward peeformance of emerging stock exchanges. {9 marks)
A Total: 20 marks)
LAW AND REGULATIONS GOVERNING FINANCIAL MARKETS !

TUESDAY: 7 June 2011. Thme Alipwed: 3 hours
Answver anly FIVE questions. ' ; QUESHDNE cait
ALL gkt N§ carTy equ
ST ooy questions cq iry eqm! nyarks.
(a}}. . - Discugs. the wle of professioigl mshmlmns in. promoling, good corporate goyem'mm m capﬁai m.mcei, n youm
fa cou.mny - {10 marksy |

(b} In, the tecont past, cases of the cu][apse of stock hrokerage finms have bceﬂ on lhe inorease.

- {5 warks)
i Outline passible solutions to addsess die collapse of the firms, {5 marks)
. (Tdta;:-zﬂ fnarks) -

. (n) ) _ Hightight the regulatory lapses that might have fed o the colizpse of the Frms,

QUESTION TWO
(a) " Discuss the mérits and demerits afsclfregulatlon in an emerging fi financinl magkgt mvﬁgﬂmem; s

i, o

b Wik :efemnce to the Cenlral Depcs:tnnes Act in your conntry'

i Fxplam ihe provmons relating to dematena]isa:ionuf sscurities, T e (6 marks)

(i) Onthne the ways in which the Central Depository is empowered to rcgulata dealings m seerilies. ;{4 atarks).

QUESTION THREE

() You have been appointed 4 transaction advisor of g co in ' : i ‘
TPANY in Your country, The con has bee; i
over ten years and would Jike lo apply for listing at the stock exchange, 1 e compeny has o r_Jperalwn tor

Explain the minimon !egal Jeqmremcnls that you would fulfi] hefore iodgmg tiw apphcatlou with the ca;nml markets
regatator. | . . ‘ {l E(} mrks)

B N

(b} Eutline the benefits of usmg s 2uiomated had{ng systam in capita] markets, . . : o (6 marks)

(c):. - Highlight 1he advamages of having a centeal depository and seltlerment campany in the capifal markeis mdushy
. . (4 marks).
(Total: 20 marks)
QUESTION FOUR
(a} With reference to the laws goveming financial intermediaries, hi {ith ety i i i i
e oo o ; , ighiiaht the fnvestor rights relating tc_' dealings with

) Stockbroker.

(3 marks} |
(i Finanoial adviser, {3 1arks} l
{iif) Astoek exchange, . ' {2 miarks)
(") A bauker. (2 marks}
(b} In the context of firapcial mzarkets, describa the fanctions of investrment banks, (10 mafks)

(Total: 20 nsari(s)

QUESTION FIVE LT
&) . The developmes! of financial products fn & mnrket is fughl)' c[ependent on the laws and regulations established to
regulate the eapital markets,

Wiih reference to tpq abave statement, outline the deq;elop_menl of the following finaycial prodics in YOUE ¢ouztry:
() Derivatives. o (4 marks}

(i) Mortgags backed seonrilies. [ER TR




- FIRIDAY: 2 Decembrer 2005,

CSIA mm TISECTION 4 cliz
LAW.ARD REGULATIONS GOVERNING FINANCIAL MARKETS:

KASNEB

Tm)c Allcmcd 3 houre

msswo;' ﬂ-!l}' FIVE gnestions. ALL questlonc carty equal triarks.

QUESTION ONK

(a) Outline the entities expressly excluded under the Ca].jllal Markets Act from bcmg Investmend advisers. (5 marks}

(b} Explain the circumstances under whlch a persoi sllail be decmed fo havc an interest in a st.cunty {8 marks)

{c} Dascribe any seven Intermediaries in the stock exchange. {7 matks)
5 : " (Talal: 26 marks)

GUESTION TWO

{z} Savings and Credit Co-vperative Sncmtles play an hinportant role jn the clevelupment of ncenomjcs

1

(i) Catline tho functiens of a Savings ami Credjt Co-opertive Soelety Authority, {6 marks)
(i) Explain the circumstances wnder which
Savings and Credit Co-operative Soclety,

Authority i (a) (i) above may 1evoke a Heence issued to a
(6 martks)

(b} With reference to the management of an investment portfolio, dm:uss the grounds on which a custodian might be
removed by the Investmant adviser or ilie fond nunaber, - (8 marks)

{Tota!: 20 marks)

QUESYION THREE
{a) Explain theee core objectives of regulating the securitios market in yout country. {6 marks}
) Mot securitics siarkets are regulated by various Acty and Roles.

Discnss seven Acts or Rules that repulate securities tharkets in YOUF sountry. (14 marks)

{Total! 20 marks)

(QUESTION FOUR
(a) With seference to the Capital Markets segalations in your country, explain four types of disclosures. (8 rmrks}
(b} {iy Explain the tesm “Sfficient Markets Hypotliesis" a5 used in financial markets. {3 matks)

[$5] Discuss the implications of the Efficient Matkets Hypedliesis to invesiment managers and analysts, (6 marks)

(iif) Give teasons why it is impassible for capital markels {o attain the efficient capital markes Rypothesis. (3 marks)
(Total: 20 marks)

QUESTION FIVE :
(a) Citing examples, explain the meaning of the terre) “regulatory fragmentztion” with reference fo the ‘regulation of
financial roarkets, . f : {4 marks)
I
|
(b} 1iscuss the consequences of regulatory ﬁagmemaiioi’u. {8 marks)
(e} Argus the case for a conselidated fegulator in the ﬂ:z!mcial market. {8 marks)
] (Totak; 20 marks)
QUESTION SIX
{a) Discuss the challenges that might arize b the pr of the iategration of capital markels across the borders.

{10 marks}

" b Jane Brown is sn inters at Jun Associates Lixmled which has been in aperalmn for the Iast two years in your coutry.

s She has been asked by the director fo prepare a itiemorandum ofi the reporting obligations of a stock broker. Jane

Brown has come lo you for advice.

. E:\piam ta Jane Brown thie teports and acconnts that amst be submitted to the securities exchanpe it erder fo comply

with the reporting requitesents. {10 marks)

PR I (Tolal: 20 marks)

QUESTION SEVEN ' L
(a) Explain the citenmstances under which a rsupplcma.nl iy pmspwﬂxs ay be issued, {7 roerhay

1O

‘ : : ‘
)] Iusider trading is an offence and is prohibited by llmiCapilal Markets regulations,
{

Deseribe the punishmest prescribed by the regulatiohs for the offence of insider frading. ® mav{fs)"
() Discuss the factors responsible for the downward perfermance of ermerging steck exchanges, (9 markd)
{Tofak: 20 marks)

LAW AND REGULATIONS GOVERNING FINANCIAL MARKETS

Tumm_v: 7 June 2011, Tinte Allavweed: 3 hours,

Answe ¥ " ALL gitéstiing o .
wer any FIVE questions, ALL questions carry equ;xl marks,

QUESTION ONE
(a) . Dlsc‘;lss the cole of professional n.sumllons i promoting gnod corporate gov=mance i mp:tzl markels in your
= —Hqujl_m . U0 marksy |
()] in he recent pist, vases oftha coﬂapse of stack brokerage firms have been on tbe mcneasa.
. (;); , . Highlipht the regulatory lapses that might frave led to the collapse of the firms, -{5 n‘mks)
{iR) Outlize possible solwions to address the cotlapse of the firms, {5 marks)
) . {Total: 20 jnarks)
QUESTION TWO S e

() Disciiss the werits and demerits of selfregulation in an enterging financis} uwrel‘eﬂvuumnenn

o e

(10 marks)

b} With rcference lo the Cen!ral Depm:tones Actin your couniry:

»

(:') - ‘Exphin the provxsmns relating to dematenaljsarhm of securities. e (6 ma:ksf ;
(it) Dut.m.. the ways in which the Centzal Depository is enpowered to ragu]ate dealings in seeurities. ; (4 marks).
. : - . 20 marks)
QUESTION THREE
(a} You have been appointed a transaction adviser of 2 company in your country. The conmpany has been fu operation for

over ten years and wonld like to apply for listing at the steck exchange,

i;i};:::; rlhﬂ mm-x.mum legat requuenmuts that you would fulfil before !adgmg the appi:calwn with’ f.he m;nm markets
. L R ({0 marks}
. (b)_ . VOulEme thé benefils ofusmg an antermated trading system in capital markets. . o ty (6 maks),
(c} Highlight lhe advantagcs of havmg acentral deposﬂory and setttement company in the capltal rna.rkefs mdustxy
. {4 marks)
(Total: 20 marks)
QUESTION FOUR ’
{a) With reference fo the laws goveming financia intennedlaries, highti i i i i ith
o folloniog sai es, highlight the myestor rights relating. fo dealings with
i Stockbroker.
0] ockbroker. {3 marks)
i inanc ise ‘
(i1} Financial adviser, (3 marks)
fii] tog
(fii} A stock exchange. (2 marks)
iy A b . :
(i) banker {2 marks)
(] In the conlext of financiat markels, describe the fisctions of investment banks. {10 marks)
{Totak: 20 marks)

QUESTION FIVE Ce T
(R} . The development of financial products in a markef is hrgh]y &apem[ent on the laws and regulations established {o

regulate the capital markets, ‘ L

With reference to the zbove statement, outling the development of the following financial produsts in your cduniry:

{i} Dezvatives, {4 marks)
8- ‘ij‘"‘-"" LTS PR L

[
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