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[This question paper contains 8 printed pages.]

Maximum Marks :90

Instructions for Candidates
\r*d-drfr + frcfterT

1. Write your Roll No. on the top immediately on receipt of this question paper.

2. Attempt any ore part from each question.

3. Parts of the questions to be attempted together.

4. A11 questions carry equal marks.

r. Tq;Fr{ flH A+ fi aq-t orq-+ ta rqr ftRqCr

2. y++. mn-t ffi \rs qFr qr=-fr{ ARcr

q{+ + qrft qrrr gfi qrq fl vqre 6tr

rS crr{qm qq' {6{E-G ir

1. (a) What is deposit insurance. Explain its relevance. (e)

(b) What is Basei Norms. Explain the capital reqiirement under Basel III. (9)

(a) Explain what is Asset Liability Mismatch. How does it affect the Bank?
(e)
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(b)

)

Explain on-balance sheet and off-balance sheet items. (e)

2. (a) Explain the concept of direct and indirect irterconnectedness ofbanks. (9)

(b) Explain the reasons for tight regulations ofbanks. Explain with examples.

(e)

(a) What do you understand by the term fund based and fee based activities.
Explain. (9)

(b) Explain size, risk and maturity transformation with the help of examples.

(e)

J (a) What do you understand about asymmetric information? How it affects the

decision making process ? Explain in the light of insurance industry. (9)

(b) Explain different type of insurance and their relevance. (e)

OR

(a) What is reinsurance. What is the purpose of reinsurance. What are the

various methods ofreinsurance. (9)

(b) Explain the need of insurance regulatory authority in India. What are the

main objectives of IRDA. (9)

4. (a) What is captive Insurance. Explain the need for it for India's development.
(e)

(b) Whv is Pricing of Life Insurance varies amongst individuals. What are the

factors that determine insurance premium. (9)

OR
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(a) What is Motor Insurance. Explain the various policy coverages, add on

coyers and general exclusions in relation to motor insurance. (9)

(b) What is catastrophe Insurance. What are the various types of catastrophe
insurance. (9)

5. (a) Read the following case let and answer the questions that follows-
(18)

There are two health insurance companies, Co. A and Co. B. Both provide
insurance to customers. Due to competition amongst each other, Co. A
introduces a new low-premium health insurance plan that does not require a
detailed medical check-up. Customers only need to self-declare their health

status. Initially, many people join the plan. However, Co. A soon notices that

a large proportioa ofnew customers are those who have pre-existing illnesses,

high medical risks, or a history of frequent hospital visits. Meanwhile, young

and healthy individuals; who rarely fall i1l avoid the plan because they think
the premium is too high for their low risk level.

As more high-risk customers join, Co. A's cost of claim rises sharply. To

cover the losses, the company increases premiums for the next year. This
makes even more healthy people drop out, while high-risk customers continue

because they expect to need medical care. Eventually, the plan becomes
fi nancially unsustainable.

At the same time, Co. B faces a different issue. They conduct medical tests

before issuing policies, so they attract relatively healthier individuals. But
after customers are insured, many start going for unnecessary medical tests,

overstating symptoms, or using expensive hospitals because the insurer is
paying most of the bill. Co. B notices that claims are rising even among low-
risk customers, not because they are actually sick, but because they are less

careful about health expenses after being insured.

1 . What asymmetric information problem is Co. A likely facing? Explain using
evidence from the case.

What asymmetric information issue seems to be affecting Co. B? Identify
the behaviour that indicates this.

How can the problems faced by both companies affect the sustainability of
their insurartce pians?
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Suggest two measures each company can adopt to reduce the issues arising

fr om asymmetric information.

OR

Small Finance Ltd. Is a smail financial company that gives long-term loans(

5 to 10 years loans) to customers. To get money for giving these loans, the

company borrows money for only a short time, usually for 6 months or I
year. Every time this borrowed money finishes its time period, the company

has to pay it back immediately or borrow again. For some months, everything

goes smoothly. But suddenly, the financial market becomes tight, and other

lenders refuse to give Small Finance Ltd. new short-term money. Now, this

company has a big problem:

The money it gave as loans will come back only after 5-10 years (1ong

time).

But the money it borrowed needs to be repaid right now (short time).

Small Finance Ltd. does not have enough cash to repay its short-term
borrowings. It starts worrying that it may have to sell its long-term loans at

a Iow price or default.

Identify the problem that Smail Finance Ltd. Is facing. What mismatch do

you see between its assets and liabilities.

Why is borrowing for a short time and lending for a long time risky for the

company?

What could happen to Small Finance Ltd. if it cannot repay its short-term

borrowings on time?

Suggest two ways Smali Finance Ltd. can avoid such a mismatch in the

tuture. (18)
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I. (a) wr fftr (Deposit Insurance) qqT B? E(fr xffi'+cr qqar{ql (c )

(b) ns-d lrq-e (Basel Norms) Hr *? +{cl IIi + sffi tfr lrrfi{s-dr* fr qrqr
eifrcr (s)

qT

(a) vRuvfu-irur rcga-;r (Asset-Liability Mismatch) wr +? s6 +o' + frs
rt'n yqB-o q'<ar *? qsarqqr (c)

(b) m-{-+fu {te qk stu-++{ fic {*t * qr<qr dfrqr (s)

(a) ffifrrea (Direct) *t arser (Indirect) effie-ddr (Interconnectedness)

* il+nrqr tlrEtr{gt (c)

(b) *d w et Efrffi'r (tight regulations) * w<d * qrqr dfrqr vsra<ur qB(
<q-sr{r (c)

ztt

(b) ur+ir (Size), frRm (Risk) altrfumcr rrre<ur (Maturity Transformation)

d vqlEiol qFa eqHr{cr (c)

(a) nqq qa-+ (Asymmetric Information) * un wr qrst *? Td ft{q-Frqtur
xfrq1 41 +t sqrE-d qi-ft *? Acr E+.T * e-q$ t q{si{sr (e)

(b) EFiq q6R $ rilqr qqy 3-;rfr crffis-dr fr =qrqr *Rqr (s)

( a) 5-rfu (Reinsurance) Hi + ? T{ffqr ol t}rq wr *r q-{trqT fr EFrq ffErfr fr
qrsr frfrqr (e)

.7
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(a) t-s aunRa (Fund-Based) sfugffi arurfu (Fee-Based) rrREErfrmwr o'{
*? vlar{sr (s)
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(b) qrre + ffqr frfrqffo fleo''iur qft flqrl-sin rrrsecr frr{ilR$s + gr< 3*c
irdr{sr (s)

4. (a) *fuc ftr (Captive lnsurance) wr *? qnd + frars + frq E<-fr sFrr.l.6-il

rFrrr-{gr (e )

( b ) *+t fim mr ftRqq frk{ qffi t em.r d *tr * ? vt on* d qnqr dfrq
+ frtr fffrqq * frtilRe o-<t it (s)

qt

(a) *er ftr (Motor Insurance) er *? t-a &qr { frfuq frft 6-+s, ts- 3f{
wqd d{qrqqqfM (general exclusions) d<qsEcr (s)

(b) arra ftr (Catastrophe Insurance) Hr !? snq-+frqr * frFFTU-qrt fr qrqr

dfrsr (s)

(a) *i frt w *e d c@q ft:B:(+ qK frg.ic ad cr Ya< ?r (ta)

(b)ienw+<rqqffi+ 

-qffi 

4 fteH Brffiurao)*frqrr<rq
q-tfr ir sRsllt * awr oq.ft r \rs. qqr qq-&frqq qrf,I +€q wmHrfr +, ffi
frgo nG6fr Am.sq 6 qrqrzrs-.fi Tfi *fr r ui-rd d *+a swr ers rqq *fut
q"<qr *er *r

gwrc t c.S *.r Egt *, efr-{ effi A w< t} trqfr * fr qs ura* + ilk6-dt

1 6., g 6q-+1 rat t ffifi *, frfr-trr *eq EiFr6' * qI qR-qR ssora vr*
qr cft-6r€ tr etq dt T* *rr rs Ett t K T6+ t ffi E+ HrrdT * fr ifi+
e.'q dRqq w * 1omil ffRqq qEr6'*r

v.q-tilRs{ sit atr sfu+- Es+ + ffi A 6t qFli qq qaumr il 1+-ert fr
qicr€ + frq 6ffi irlr+ s{ fihqq {.dr tfr *r 

=s+ 
d{ 3IB'6- stq +{r qrfi i

vr+ +, vqfr tHR alT G €+ S ffi E+ frfuffir fr vsro Gft r dR- tlR qe

Aqqr onffiq' sct sR{t *tarrft *r
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Eut ft: Effi B tE+T urq a-csr+ * EiE ft dfufr tft *, ftrs+ utarqil RFr
uiro ffi ir iB-q'qufr& ffi * srE qr66' ril-s{{fr-qiq qir+ *, asur
qar-warot <nt *, qr ret ug-drd ql Bc+{ E{+ S ffi T{+ ffqr offi +r+
qrft *r oqt B tcfr * fr ert Ya urrd d ft sq 6 g 6-a*r frfuq 6.c *-
+q-d Effiq fr Afr'd d** ers t enq 1Td + rFft.Gr * c-fi i Gr

effi A B{ y-eFR * Gqq v*+ (asymmetric information) d rrer trT {Fr;n
o-t r& *? *e t yqror tot qrf,rEsr

otft B B-q y-6R * trqq Kq-{r r{sr trr rxFFrr o.r rS *? *+-qr q{6R E+

rrfil +?

*it eqffi aiT +fr qr (& qqqr{ d{* {qr +ffircil * frqror d ** yqrBc qt
vo'ft *?

n+*- qffi l3qrq EHr{, ftrt+ trq'q Ea-+ fr (rer 6t fr an rtr

2.

2

4

qT

*

da q,E+€ frfrts cs +A C'fl ffi + d urd-d + ffffir (s - ro e{) x"r tft
*r g+ zort.- * frs 16 effi rsorfi-;r (o v&i - r a{) otm t+t m gerfr ir w+
q6 BErrR $qfu {t a qrfr +, + sffi + gc< yt pi-tr ur fiFt ;rqr gtm tcr qsdr *r

E.l qr6 c+, t-e &s qe-<r *, frfuq s-qaq ffiqcrqR t ri*-a A qnr * *t erq
aserdr dd q'Eit ftRas d eqr aw*'rfi-{ om ?-+ qq m ?i *r

6q 6trft * qH+ES{qqr *

. frg =rg Eor s-ro qrm qrg * srrs srfr (rre w<e)r

.ftsrqotmd srrftEre1mr;rr* (c.r wE)r

ffi + qrq irss,fr{sqr g6r+ + 69 rdw ;r+-e qfr *r st et * fr st irc+
-frffir eq 5q qiq qt H q-s 1o,+ t qr s-6 A+- (default) m vr-ft Br

P.T.O.
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L r{( ETqfu ftftts fr-s rrqgr qT {FFIr q{ {& *? w+ qRefrd sfu tqm*
(assets & liabilities) + dq-{r ilq-gf,-{ *?

z. a-qq,rfrr srm t*t €ffi;r aq tiT q!fr + frg dftqTri dr +?

s. qR ffi ilq+ srsorft+sem qqc qr r& g+r qrft, + vtr+ qrq eT tt sftIr
+?

4. qEq t E{ *fiR + sqgd-{ iil io} + fts i oclq Esr(r (ta )

(2000)


