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2. Attempt any one part from each question.

3. Parts of the questions to be attempted together.

4. All questions carry equal marks.
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1. (a) What is deposit insurance. Explain its relevance. 9

(b) What is Basel Norms. Explain the capital requirement under Basel IIL. (9)
Or

(a) Explain what is Asset Liability Mismatch. How does it affect the Bank?
®
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2.

(b) Explain on-balance sheet and off-balance sheet items. (9)

(a) Explain the concept of direct and indirect interconnectedness of banks. (9)

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

)
Or

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

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

®

(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. (9)

OR

(a) What is reinsurance. What is the purpose of reinsurance. What are the
various methods of reinsurance. &)

(b) Explain the need of insurance regulatory authority in India. What are the
main objectives of IRDA. 9

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

©)

(b) Why is Pricing of Life Insurance varies amongst individuals. What are the
factors that determine insurance premium. )]

OR
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(a) What is Motor Insurance. Explain the various policy coverages , add on
covers and general exclusions in relation to motor insurance. ©))

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

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 proportion of new 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 ill 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
financially 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.

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

3. How can the problems faced by both companies affect the sustainability of
their insurance plans?
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Suggest two measures each company can adopt to reduce the issues arising
from asymmetric information.

OR

Small Finance Ltd. Is a small 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 1
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 (long
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 low price or default.

Identify the problem that Small 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 Small Finance Ltd. can avoid such a mismatch in the
future. (18)
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1. (a) weraEm (Deposit Insurance) =1 37 gaait WERehaT 992181 (9)
(b) &= wmEs (Basel Norms) =ar 87 Saat 111 & 3iciia it Sasaeharsi s e
el (9)

o

(a) uftEafa-3aar sEge (Asset—Liability Mismatch) =t 27 a8 3% =t g
TR T e 87 TSy (%)

(b) diT-ele Hie 3R sim-doig e W&l = =R Sl (9)

2. (a) =i =t weer (Direct) st sweae (Indirect) siwdwemn (Interconnectedness)
i FTURT TR (9)

(b) i = = fafaw (tight regulations) & #rul @i =ren Hvw) IaEwT @R
S (9)

218

(a) e sremRa (Fund-Based) 3k 3o senRa (Fee-Based) wifafEl =0 o anf
27 wHEmEY) (9)

(b) srer (Size), Wi (Risk) 3k aRaeraer suier (Maturity Transformation)

I IEET AR FHAET (9)
3. (a) oW g= (Asymmetric Information) ¥ 31 == @wem &7 ag fFoia- S
R A B R W 27 S I @ vt ¥ e (9)
(b) R ¥R & ST 9= S TR S e S (9)
o

(a) Tllen (Reinsurance) = 27 IS o1 3279 41 8 7 GAan o T ftet =5
e A (9)
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4.

(b) wra ¥ < Rfams Wit S SEEET SEET AEAEN & T e
AT ‘ (9)

(a) ®fica §iw (Captive Insurance) = 27 wRa & fowm & fog el srawassar
REEIEN (9)

(b) Sheer e w1 Mifvew ffrT =l § s w6 e 87 ST e @ SRl ity
S e W @ Frifka s 2 (9)

ElL

(a) #ex & (Motor Insurance) o 27 Hex dFn § RftFT difedt wawet, ¥8- aiiF

Tad 3R arFa SfesnRn (general exclusions) @ S =g (9)
(b) smyer ster (Catastrophe Insurance) =t 87 et Sir & Tl WehRl =t =rer
HifoTg| (9)
(a) ™ Ry 7T @a &I 9RY IR e wF BT T TF w0 IW D (18)

(b) 2 T i Haar & wat A 3R o Bl 2R WESl i SR We
FR F| ATl & SR ST | U 4 6 - TR 9 39 Wi ot B, o
T AR AT i AT TE S TR D el A T T
&ET Bl B

TEIT ¥ S N 2 2, AT o A wes & It @ & 7w aeenl W lerenee
I AT § R e ¥ Seial 8, Riftear wiew Sie ® 91 OR-9R e o
1 SEE 21 TR AR g9 A 29 W ¥ ® B § Fih I o 8 o I
F9 SR TR S e NEE e 2

I -G a1 AN S e 4 SO A T 9 = 98 Sl 81 THaE
WO B o ST SnTe a9 W 98T 30 21 5699 IR IRt e @t |ee Bl
T ¥, Fafd SR A S W § it S e @ W deitl 9 -8R aw
Qe iR w9 ¥ AR B w0 B
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& SR F B AR T wam @ a1 8 died 3 2, e sherega wmer
TEw Fed 31 AT ikl fem & 9e uEw smews e e ®, we
TSI T 7, °1 HEW A HT ITANT S § FE G S R gg T
Tt 21 FF B I @ e I ¥ f 9g @ F e oifew 5w 2
Tad AT o AR B @ wE ¥ W |@a @ IR ¥ 8o @

wot A foe wer =t faww g9 (asymmetric information) =7 wwen & anET
FX W 27 T F FAIN I GHEAYN

w9l B o0 yaR =t e gom w9 S a9 o) W@ 87 i-A SEER 59
waiter 87

T RAMA BN il S GG IFE A AN ) RERar T B Wi w5
Hehall 87

TAE FH A I g, R e wme v 5w oo e

aP

el wE s U S8 i 0 2 o el @t Sl (5-10 99) o 3
21T HO @ oY 98 T AEE (6 W - 1 9) TUR V4R oF we 21 v
TE JUIR F& T &1 St 2, W HIN I A I& AT a1 R 70 IR A T 21

O AE Th G Stk el 8, AT JFE fAeid aek ¥ §he B oI 8 3R 3
SRUET Wi HlEAd [ORies 9 797 FeIdhei SUR 3 98 &K 39 B

T DT D G IS GHET T

o RY 7@ == 5-10 9 W@ & a9E A (W @)

o ToIT T SUR =1 T TWa Twen 7 (FH @)

FHHA H U FEEAT UK IR B oy i e 8 2138 W 2 o9 ey
TN 0 H T R A9 S FhA § A 98 g& (default) TR B
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Wit wEYe Tifits e ooe 1 aFFT e @ 27 TR TRaaEl i s
(assets & liabilities) ¥ =htT-a1 FEgeT 27

HEHT TUR A SR 01 oAl HEl & o TRt =1 37

R FEN FT SETHENT SUX T W S T AR, W IqH A T8 Fhel
37

Ay ¥ 39 TER & IFgE Sl o & o A 3T AR (18)
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