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Foreword

The review of Costa Rica by the Insurance and Private Pensions Committee (IPPC) and its
Wor ki ng Party on Government al Experts on I nsur
accession process to the OECD.

On 9 April 2015, the OECD Qmcil decided to open accession discussioith Costa Rica

and on 8July 2015, the Council adopted the Roadmap for the Accession of Costa Rica to the
OECD Convention, which sets the terms, conditions and process for accession to OECD
Membershigthe Roadrap). In the Roadmap, the Council reques22®DECD Committees
including the IPPCto undertake irdepth reviews of Costa Rica with a viéwvprovidng it

with a formal opinioron Costa Rica

As part of this processhte | PPC r evi ewe d ceGysterh,and Rdarmnired s i nsur
Costa Rica’'s po scerain definedwie tprinciples relatesl ¢otinsurance

systemsln accordance with paragraph 14 of the Roadmap, the IPPC agreed to declassify the

report and to publish it under the authority of ®ecretanGeneral. The publication of this

document and the analysis and recommendations contained therein do not prejudge in any

way the ongoing review of Costa Rica by other OECD committees as part of its accession

process.

The present report was élised on the basis of information available as
18 Septembel018.
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l.l1nsuranceCoytsd el od

1.1.Overview of the insurance sector

The Costa Rican insurance sector is a small part of a largely bad&mgated financial system,
representig 6.6% of total assets of the financial system as of 2015. The weight of the insurance sector in
the economy has remained stagnant, with the share of assets of insurance companies representing 6.9% of
GDP as of 2016

Table 1. Share of the insurance sector in the Costa Rican financial system and economy

Indicator 2010 2011 2012 2013 2014 2015 2016
Basic Insurance Indicators
Eﬁaﬁﬁz’/’égﬁfs 1.9% 1.9% 2.0% 2.1% 2.3% 1.9% 2.1% 2.3%
S:ng)(’c(%rg)s premium per g3 317 87,364 100,196 109,848 130,437 116,729 133,758 151,475
Total Assets/GDP
Insurance market 6.1% 6.4% 6.5% 6.6% 6.9% 6.6% 6.9% 6.9%
E?grﬁe%?grggfr IS 74.8% 75.1% 78.8% 83.7% 88.3% 89.4% 93.3% 96.4%
Securities market 1.3% 1.3% 1.3% 1.2% 1.2% 1.2% 1,2% 1.3%
Pensions (administrators) 0.2% 0.2% 0.2% 0.2% 0.2% 0.2% 0,2% 0.2%
Shareholders Equity/GDP
Insurance market 2.4% 2.3% 2.4% 2.8% 2.8% 2.7% 2,8% 2.9%
ﬁ?grﬁe&:j?gricggfr financial 10.5% 10.7% 11.0% 11.5% 11.8% 12.1% 12,5% 12.8%
Securities market 0.6% 0.5% 0.5% 0.6% 0.5% 0.6% 0,6% 0.6%
Pensions (administrators) 0.2% 0.1% 0.1% 0.1% 0.1% 0.1% 0,1% 0.1%

Total Investments/GDP
Insurance market 4.1% 4.3% 4.4% 4.4% 4.5% 4.3% 4,3% 4.4%
Banks and other financial

s o 13.6% 11.7% 13.2% 14.7% 14.8% 15.0% 14,6% 15.3%
Securities market 1.0% 1.1% 1.2% 1.0% 1.0% 1.1% 1,0% 1.2%
PRI (ERTE A 23.0% 23.9% 25.5% 25.9% 26.7% 28.2% 31.5% 32.9%

funds)

Notes: The Banks and other financial intermediaries (BFIS) sector is supervised by the General Superintendence for Financial Entities
(SUGEF) and comprises of state-owned banks, banks created by special laws, private banks, national housing system institutions,
savings and loan cooperatives, non-bank financial companies, foreign-exchange houses and other financial entities. Source: Costa
Rican Authorities.

In 2014, gross insurance premiums written in Costa Rica's insurance market represented 2.3% of GDP,
close to the historical peak level, reaching G&22.6billion. The growth trend was reversed in 2015, with
a 9.4% decrease in gross premtuwritten, which stood at USD 564.1 billion, mainly attributed to
accounting adjustments of the National Insurance Institute's (Instituto Nacional de Seguros', INS) gross

! Costa Rica has official and comparative statistics for the insurance sector ageafrt?@10, when
a regular accounting structure for the insurance sector was enaoteshnt to CONASSIF
regulation on théAccount Plan for Insurance Institutidnsublished on 19 October 2009
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premiums writtenThis was due to the INS recording the full premium income genkttatevorkers
compensation at the beginning of the contract instead of the earned premium portion at accounting closing
dateas of 2014In addition, in 2015, the INS started recording premiums written for all policies when
coverage comes into effect rathlkan when income is collectéfbr prepaid premiums)The estimated
pro-forma gross written premiums for the market, excluding such adjustment, would have recorded a
5.23% annual growth in 2015. In 2017, gross insurance premium written reached CREIllid8.7

The accounting regulations for the insurance market, applicable to the accounting and recording of
premiumsof all insurance activity in Costa Ricaere approved by the National Supervisory Board of the
Financial SystenfCONASSIF)on 2 October 209 andcameinto force in January 2010. Subsequerdly,
comprehensive reform wasdertaken in 2013 and canmo force on 1 January 201&ontinuity and
comparability of statistics on premium levels has been reindtaf@il 6

In 2017, insurers paid CR850.2 billion in claims. Only 14% of these claims were life insurance claims.
Net premiums written in 2017 amounted to CRC 594.1 billion, of which CRC 90.0 billion were for life
insurance.

Figure 1. Gross premiums written in Costa Rica's insurance market as a percentage of GDP, 1925-2017

In percentage

26

24 4

22
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16 4

14

Source: Costa Rican Authorities.

Insurarce penetration increased from 1.9% of GDP in 2010 to 2.3% of GDP ira2dlrémains very low
compared to OECD countries.

Table 2. Insurance penetration in Costa Rica (% of GDP)

2010 2011 2012 2013 2014 2015 2016 2017
Penetration, % 1.9 1.9 2.0 2.1 2.3 1.9 21 2.3
Life insurance, % 0.2 0.2 0.2 0.3 0.3 0.2 0.3. 0,3
Non-life, % 1.8 1.7 1.8 1.8 2.0 1.7 1.8 2.0

Source: Costa Rican Authorities. Insurance penetration defined as gross insurance premiums in % of GDP.
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Figure 2. Life insurance penetration in Costa Rica and comparative overview, 2016°
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Source: OECD Insurance Market Trends 2017, OECD Global Insurance Statistics (data extracted on 18 September 2018 from
OECD.Stat). Data for Canada, El Salvador, the Netherlands, New Zealand, Honduras, Russia, Slovak Republic and Uruguay as of
2015.

Figure 3. Non-life insurance penetration in Costa Rica and comparative overview, 2016
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Source: OECD Global Insurance Market Trends 2017, OECD Global Insurance Statistics (data extracted on 18 September 2018
from OECD.Stat). Data for Brazil, El Salvador, the Netherlands, Slovak Republic, Sri Lanka and Uruguay as of 2015.

2 The statistical data for Israel are supplied by and utigeresponsibility of the relevant Israeli
authorities. The use of such data by the OECD is without prejudice to the status of the Golan Heights,
East Jerusalem and Israeli settlements in the West Bank under the terms of international law.
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Insurance density in the Costa Rican insurance market has followed a sustained growth trend in the period
201017, with the overall market insurance density indicator grovagercentage pointsyith the
exception of 2015 when insurance denditypped byl1 percentage points on a ydaryear basis due to

the accounting adjustments of premiums by the INS (see paragraph 2 of this section). Over the period
201017, insurance density in the life sectaey by 204 percentage points and in the Ade sector by

70 percentage points, while the USD equivalent for that period follows a similar trend. In 2015, insurance
density for both life and nelife sectors declined by 8.3% and 11.4% respectively. Inseraensity

remains low compared to OECD countries (USD 218 per capita as of 2015).

Table 3. Insurance density in Costa Rica

2010 2011 2012 2013 2014 2015 2016 2017

Density, CRC 83,317 87,364 100,196 109,848 130,437 116,088 134,842 151,328

Of which, life insurance, CRC 7,330 9,239 11,938 14,769 16,053 14,720 20,728 22,289

Of which, non-life, CRC 75,987 78,125 88,258 95,079 114,385 101,368 114,114 129,039
Density, USD 164 173 200 222 245 218 246 267
Of which, life insurance, USD 14 18 24 30 30 28 38 39
Of which, non-life, USD 150 155 176 192 215 190 208 228

Source: Costa Rican Authorities, Central Bank of Costa Rica (BCCR) and National Statistics Institute. Insurance density defined as
gross insurance premium per capita. Equivalent USD per capita calculated in accordance with the reference buy exchange rate on
the last day of the year.

Figure 4. Insurance density in the OECD and Costa Rica, 2016
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Source: OECD Global Insurance Statistics, data extracted on 19 September 2018 from OECD.Stat. Data for Canada, the Netherlands
and Slovak Republic based on 2015 figures.

No license is granted in Costa Rica solely for life insurance activity, and therefore insurance undertakings
are either nottife insurers or compdte (life and norife) insurers. According to SUGESE Agreement
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01-083, licensesare grantedy insurance categarya) personal insurancgife, income, accidents and
health; (b) general insurancéroperty); and (c) mixedpersonalndgeneral This caegorisation is not
consistent with the OECD life/ndife segments, with personal insurers in Costa Rica having a broader
scope than pure life insurers. Therefore, in accordance with OECD classification, Costa Rican insurers
operating in the personal insunce segment are considered composite insurers.

Nortlife insurance dominates the insurance market in Costa &icaunting for 85% of gross written
premiums in 2017The share of life insurance in the total insurance market has been growing following
the opening of the insurance market of Costa Rica to private participation, albeit from a very low base.

Growth in the life insurance segmérats beemrivenmainly by a focus on life insurance by new entrants
(a large part of whom focus on personal insueqnas well as by thgtate insurer INS who developed a
sales strategy targeting previously underdeveloped market niches focused on promoting life insurance.

Growth in the nodife segment has been more important in absolute terms, particularly in the main
property lines (auto, fire and related lines), driven by increpsed competitiorby new entrants. Growth

in the accident and health lines of Ada insurance is also attributed to the significant formalisation of
the "grey" market which existed prito the opening of the market.

Accordingly, gross written premiums for both life and Hib® insurance have been growing steadily in

the period 20147, with absolute growth in the ndife segment driving most of the market growth in
terms of gross @miums writtenGross norife premiumsrecorded a 14.4 percentage point growtliyy

in 2017,driven by growth in all segments, particularly in accident and heakhand related lineand

motor insuranceThis upward trend was reversed only in 201Bewgross premiums written declined by
9.4%, although such drop was mainly driven by the accounting adjustment of insurance premium recording
by the INS (see paragraph 2 of this Section). The decline was more pronounced in-life seator

(10.3% yeaton-year decrease vs. 7.2% for the life sector).

Gross claims payments have followed a similar upward trend in the period 204@&nding at CRC 360.2
billion in 2017 with the vast majority of them being Ade insurance claims (86% of total claims).

The combined ratfoof the Costa Rican insurance mar#leteriorated from 101.5% in 2014 to 128.4% in

2015, driven by a deterioration of the loss ratio and the expenses ratio. The deterioration of the loss ratio
was mainly due to the increase in gross clgiaid in 2015, coupled with an increase in the claims reserve

and an accounting readjustment of gross written premiums by the INS. The increase of the expense ratio

3 Regulations o authorisation, registration and operating requirements for entities supervised by the
General Insurance Superintendency.

4Such grey market comprises mainly life and health insurance services provided to multinational
companies in Costa Rica by foreigroviders prior to the opening of the insurance market of Costa
Rica and their subsequent formalisation. According to the Costa Rican authorities, seme non
resident insurance companies continue to provide insurance services in the informal market in Costa
Rica, despite the restriction in the promotion actiayynonresident insurergn Costa Rica (see
Section 3.2).According to Aticles 16 andl17 of Law 8653, the crodsorder provision oflife
insuranceservices is permitted only if initiated at the cus®r ' s iand thei cantractvie
concluded and serviced in the jurisdiction of the foreign insurer.

5 Information on the combined ratio of Costa Rican insurers is available since December 2014.
SUGESE has not published historical information on thiiciator yet because it is in the process
of reviewing and validating the results.
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is in turn explained by an increase in net expenses for frees and participations, whintywaestly
compensated by lower administrative expenses.

The combined ratio improved in 2017 standing at 93.6% (down from 96.9% in 2016), driven by-the non

life segment and given the decrease in the claims ratio by 2.8 percentage points. The coritbofatigat

life segment deteriorated, although premiums were sufficient to covered for insuranceTbests.
improvement in the nehfe segment was driven by the performance of motor vehicle, fire and other
property damage insurance, given the importandbeasfe branches in the total market. The deterioration

in accident and health was a result of claims performance in mandatory insurance.

Figure 5. Annual real gross premium growth (direct) in the life and non-life sectors in selected countries,

2016
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Source: OECD Global Insurance Statistics 2017.

In 2017, the premiums were sufficient to cover the cost of insufanegaims and expenses, despite a
deterioration in the combined ratio indicator of Becent Notwithstanding the foregoing, three entities

maintain a ratio greater than 100%.
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Table 4. Combined ratio of insurance companies in Costa Rica, 2016-17

2016 2017

INS

in percentage

Seguros del Magisterio

Mapfre
Assa
Pan American
Adisa
Davivienda
Quadlitas
BMI
Triple S
Sagicor
Oceanica
Lafise
TOTAL
Source: Costa Rican Authorities.

Figure 6. Life and non-life gross insurance premiums and claims in Costa Rica
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Figure 7. Breakdown and gross voluntary insurance income and gross premium income by line of business,
2017

Gross voluntary insurance income in percentage (LHS) and gross premium income in CRC billion (RHS)
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Source: Costa Rican Authorities.

Table 5. Combined ratios by insurance segment

In percentage

Segment/Insurance Branch 2016 2017
Claims  Expenses Combin Claims  Expenses Combined
Ratio Ratio ed Ratio Ratio Ratio Ratio
54.4% 33.2% 87.6% 58.1% 34.9% 93.0%
70.3% 28.1% 98.4% 66.4% 27.2% 93.7%
59.7% 27.3% 87.0% 47.2% 27.4% 74.6%
Marine, Aviation And Other 70.0% 52.3% 122.3% 88.0% 48.6% 136.6%
Transport Insurance
14.3% 43.9% 58.2% 61.1% 44.7% 105.8%
68.0% 49.4% 117.4% 14.3% 46.7% 60.9%
Insurance
41.4% 31.5% 72.8% 65.4% 36.7% 102.1%
72.4% 25.3% 97.8% 67.7% 50.3% 118.0%
80.8% 25.5% 106.3% 85.3% 22.7% 108.0%
64.2% 33.0% 97.2% 59.1% 30.4% 89.5%
Mandatory Motor Vehicle [EELpNI%) 13.6% 116.1% 106.3% 10.8% 117.2%
Accidents
Mandatory Occupational 84.8% 22.1% 106.9% 95.9% 18.8% 114.6%
Risks
68.0% 28.9% 96.9% 65.2% 28.4% 93.6%

Source: Costa Rican Authorities.
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Figure 8. Operating expenses, assets and equity of insurers in Costa Rica

In millions of CRC
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Source: Costa Rican Authorities.

Cost Rican insurance undertakings held a total of CRC 2,264 billion of assets under management as of
2017. Asset allocation of the investment portfolio of insurance undertakings in Costa Rica is almost
exclusively in bonds, with bonds accounting for 74% etinance sector assets as of 2017, although there

are no investment requirementie vast majority of investments are domestic (98% of total investment),
while 63% of total investment is in Costa Rican public sector bonds. This is mainly attributethtgehe

capital requirements applied in cases of currency mismatches; although most of the insurers' premiums are
in CRC, the underdeveloped domestic securities market and the absence of a FX hedging market drives
heavier investment in Costa Rican sovereigmds.In addition, @ importantpart of thei nsur er s
investmenportfoliois denominated inlevelopment unif¢o cover the required minimum capital thaist
bedenominated inlevelopment units (see Section 2.1). There are no quantitative restiictiongstment

portfolio allocation by insurers in Costa Rica.

Table 6. Investment portfolio of insurers in Costa Rica, 2017

Bonds issued by Other domestic Other foreign

Bonds issued by

A the private investment 1
the public sector sector - (investment investment
- dlomEeie domestic funds)* loais)
Total Investment (CRC million) 1,182,334 159,517 34,371 45,561
Non-life (CRC million) 11,706 4,620 270 871
Composite (CRC million) 1,170,628 154,897 34,368 44,690

Source: Costa Rican Authorities.

5 Development Unit is an account unit defined under Law on the Development of the Secondary
Mortgage Market to increase accessibility of Costa Ricans to property ownenshgirangthen
credit indexed inflation (Law 8507 as of 28 April 2006).
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Figure 9. Investment portfolio allocation of domestic composite insurers in Costa Rica and the OECD, 2016

In percentage of total investment
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Notes: Data exclude assets linked to unit-linked products where risk is fully borne by policyholders. (1) The negative value that was
reported for investments in structured products was excluded from the calculation of the asset allocation. (2) Data refer to domestic
investments only.

Source: OECD Global Insurance Statistics, 2017.

The solvency regime for the Costa Rican insurance sector applies abiasor approach to calculating

the level of required capital (i.e. a risk factor applied to various typesks) which is then compared to

the capital that the company has available in order to determine the solven¢geaat®ection 2.1). The

Costa Rican authorities intend to review the solvency regime of the insurance market and move into a
prospectivemodel for the definition of capital requirements, with a view to transition into a Solvency |l
regime by 2021.
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Technical provisions have increased over the period-201®n average for the period 2018, technical
provisions represente@®% of totalassets andZ#o of total liabilities for composite companies and for the
entire market, an83% of total assets ar®1% of total liabilities for noHdife insurers

Table 7. Technical reserves of the Costa Rican insurance sector

2010 2011 2012 2013 2014 2015 2016 2017
Total technical reserves 545,786 602,105 670,748 709,311 818,676 801,335 827,324 863,940
Non-life technical reserves 198 163 530 1,693 5,762 13,005 20,615 25,515
Composite technical reserves 545,588 601,942 670,217 707,619 812,915 788,330 806,709 838,425

Source: Costa Rican Authorities.

Net profits for the notife insurance sector of Costa Rica have beamsistentf negativethroughout the
period 201616. Negative profitability is mainly attributed to tleatry of new companiemto the market
the heavy price competition in the automobile insurance dind the high claims rate in that segment
Return on assets ameturn on equity were significantly negative throughout that period for thdifeon
insurance sector.

Box 1: The opening of the insurance sector of Costa Rica to private participation

The insurance market of Costa Rica remained a state monopoly by the National Insurance Institute (INS) for
84 years, until the opening of the market in 2008. According to Law 8653 and SUGESE Agreement 01-08, no
license is granted in Costa Rica solely for life insurance activity, and insurance undertakings are therefore either
non-life insurers or composite (life and non-life) insurers. Insurance licenses are granted for the following insurance
categories: personal insurance (comprising life, but also income, and accident and health), general insurance
(property) or mixed (composite insurers, personal and general insurance).

Prior to 2008, INS, the state composite insurer, co-existed only with the Educators Life Insurance Association,
whose operations were limited to a mutual compulsory policy and voluntary insurance for education professionals
only. After the opening of the market, the Educators Life Insurance Association stopped offering voluntary insurance
and currently only administers the compulsory mutual policy for education professionals.

In 2010, Mapfre Seguros Costa Rica was the only non-life insurance company operating in Costa Rica, but in
2011 it was transformed into a composite company. During the period 2011-12, the only non-life insurance company
operating in Costa Rica was Qualitas Compafiia de Seguros until Oceanica de Seguros joined the market in 2013.
In 2014, Seguros Lafise became the third non-life insurer operating in Costa Rica.

In the composite sector, Alico Costa Rica ceased its operations in 2012 and transferred its portfolio to Pan
American Life Insurance Costa Rica, following the disposal by the parent company of the Latin American and
Caribbean operations to Pan American Life group.

Over the period 2009-15, a total of 13 official licenses were grantedbytheGener al | nsur ance
Office (SUGESE) for the operation of insurance companies and only one license was cancelled (Alico Costa Rica).

2009 2010 2011 2012 2013 2014 2015 2016 2017

Non-life insurers 0 1 1 1 2 3 3 3 3
Composite insurers 2 6 9 10 10 10 10 10 10
Total insurance undertakings 2 7 10 11 12 13 13 13 13

Source: Costa Rican Authorities, SUGESE.
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Figure 10. Net profit of insurers in Costa Rica

In CRC million
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Source: Costa Rican Authorities.

Net profitability for composite insurers, which represent the vast majority of the Costa Rican insurance
market, has been consistently growing in the period 201&eturn on assets and return on equity have
been positive bt very low Excluding the INS from the results, net profitability for the composite insurance
sector was negative for the period 2d1) while it was positive and growing for the period 2073
consistent with the commencement of operations of new auiggparticularly in the former period. Net
profitability of the composite sector increased by 66% in 2017 on aygaar basis

In 2017, only two of 13 insurers operating in Costa Rica had losses due to their particular conditions.

Figure 11. Insurers' profitability in Costa Rica (2016 and 2017)

In CRC billion
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Figure 12. Return ratios of insurers in Costa Rica of 2017
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Figure 12. Evolution of Return on Equity and Return on Assets for insurers in Costa Rican
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Insurance companies exceeded the required regulapitakcadequacy ratio of 1 at all times in the period
20102017. After 2013, a more conservative target ratio of 1.3 was imposed for prudential purposes, while
the regulatory ratio remained at 1 (see Section 2.1).

Table 8. Capital adequacy ratio for the insurance sector in Costa Rica

2010 2011 2016 2017
Non-Life 6.49 17.53 6.36 3.87 1.90 1.40 1,49 1,56
Composite 1.67 1.89 1L CE) 2.27 2.32 2.21 2,30 2,12
Total 1.68 1.90 1.94 2.28 2.31 2.19 2,28 2,10

Source: Costa Rican Authorities.

Table 9. Investment portfolio allocation of Costa Rican insurers, 2010-17

In CRC million

Bonds
issued by | Of which: |Of which:

% Public [% Private Other Investments

2010

2011

2012

2013

2014

2015

2016

2017

Insurance
company

Non-Life
Composite
Total
Non-Life
Composite
Total
Non-Life
Composite
Total
Non-Life
Composite
Total
Non-Life
Composite
Total
Non-Life
Composite
Total
Non-Life
Composite
Total
Non-Life
Composite
Total

public and
private
sector

Domestic
CRC bn
3

720
723

1.0
804.7
805.7
2.3
911.5
913.8
5.0
1,008.3
1,013.4
5.2
1,113.0
1,118.2
9.2
1,108.3
1,117.5
12.1
1,217.9
1,229.9
16.3
1,325.5
1,341.9

sector

1%
79%
79%

100%
93%
93%

100%
91%
91%
78%
87%
87%
2%
88%
88%
80%
91%
91%

sector

99%
21%
21%
0%
7%
7%
0%
9%
9%
22%
13%
13%
28%
12%
12%
20%
9%
9%

84%
84%
0%
85%
84%
0%
76%
76%
100%
2%
2%
100%
74%
74%
42%
80%
80%

16%
16%
100%
15%
16%
100%
24%
24%
0%
28%
28%
0%
26%
26%
58%
20%
20%

Total
Domestic |% Domestic CRC bn
n.m n.m 0

62
62
1
81
82
0
84
84
0
70
71
0
88
88
0
138
138
15
497
511
17
465
482

Total (CRC
% Domestic|% Foreign o]

100%
99%
99%
50%
99%
98%
94%
98%
98%

100%
98%
98%

100%
98%
98%
97%
98%
98%

0%
1%
1%
50%
1%
2%
6%
2%
2%
0%
2%
2%
0%
2%
2%
3%
2%
2%

3

782
785

2

886
888

2

995
998

5
1,078
1,084
5
1,201
1,206
10
1,246
1,256
27
1,738
1,765
34
1,835
1,869

Source: Costa Rican Authorities, Global Insurance Statistics.
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Figure 14. 2017 Capital adequacy ratio of insurers in Costa Rica

In percentage
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Source: Costa Rican Authorities.

There are no limitations as to the assets in which an insurance company maypicoasting tathe2017
OECD global insurance statistidspnds accounted fe¥6.50% of nonlife insurance sector investment
portfolio assets in 20land for70.6% of composite insurance sector assets in the same period.

1.2.Evolution of the insurance industry

As noted above, theate monopoly of INS in the Costa Rican insurance market ceased in 2008 following
the enactment of Law 8653, and according to the commitments made by Costa Rica in the context of the
Dominican Republi€Central Americalnited States Free Trade Agreement {DRFTA). Subsequent to

the opening of the market to private participation, the share of theostatal insurer has declined across

most business lines (with the exception of accident and health) although at a very low pace.

There are currently 13 insurgan companies operating in Costa Rioag stateowned and 12 privately
held ones. Of these, three are #iéminsurers and 10 are composite insurers.

Table 10. Gross claims paid by insurers in Costa Rica

Company name Gross cI_aims pa_id / Gross claims pgid /

Gross premiums written Technical provisions

2016 2017 2016 2017
INS 60.5% 51.2% 41.4% 38.5%
Magisterio 69.3% 66.6% 72.5% 55.5%
Mapfre 20.5% 21.3% 41.6% 48.6%
ASSA 16.0% 20.1% 45.7% 33.8%
PanAm Life 55.4% 43.9% 1158% 89.1%
ADISA 13.7% 14.3% 19.8% 20.9%
Davivienda 33.6% 30.5% 35.7% 35.9%
Quadlitas 66.8% 104.8% 87.1% 1319%
BMI 20.9% 35.0% 28.1% 41.9%
Triple-S 35.6% 55.9% 97.8% 1438%
Sagicor 21.0% 42.1% 34.5% 76.8%
Oceanica 48.2% 66.8% 50.9% 79.5%
Lafise 60.2% 60.8% 53.0% 64.2%
Total 54.8% 48.0% 43.3% 41.6%

Source: Costa Rican Authorities.
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Figure 15.
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1.3.Products in the insurance sector

Insurance contracts in Costa Rica dam voluntary or compulsory. Voluntary insurance products
represented, on averagel%of grosswritten premiumsoverthe period 201417.

The opening of the Costa Rican insurance market to private participation led to an increase in the number
of voluntay products available in the market, in addition to the gradual registration of products that have
been offered by the INS during the monopoly peribde withdrawal by certain companies 58
underperforming products was requested in the perio@-201rgresentingeight percent of the total
product registryas of December 2017

Figure 16. Evolution of voluntary insurance product registrations in Costa Rica

In absolute numbers

Note: Includes only voluntary insurance products. The accident and health segment of the market was amended as per Regulations
on authorizations, registration and requirements for the operation of entities supervised by the Office of the General Superintendent
of Insurance, approved by the National Council for the Supervision of the Financial System under number 7, Article 9 of the minutes
of meeting 1131-2014 held on October 27, 2014, published in La Gaceta 228 on 26 November 2014. As of the referenced amendment
there are two independent insurance categories for each of accidents and health.

Source: Costa Rican Authorities.

As of 31 December 2017, there were 701 insurance products registered iostaeRiZan insurance
market. Only 19% of these are liflesurance products (i.e. 135 lifiesurance products), with ndifie
insurance products representing the lion's share, mainly including products for fire, health,accidents, and
damage to property pradts. The General Superintendence of Insurance (SUGESE) Online Product
Registry Service, available since December 2014, has processed 999 product registpatadasand
adjustment requestsntil 31 December2017 Over the period 20137, a quarter of ew products
registered were, accidental death, fire insurance and associated lines and medical expenses.

" Such updates include any modification to registered documentation (e.g. general conditions of the
policy, technical note of the product, insurance certificate in case of colletivante). No update
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Insurance products in Costa Rica are sold either through individual or group policies. As of 31 December
2017, 65% of total products registered weslke s individual policies and 31% as group policies, while
only four percent of the products offer both options (individual and/or group).

Insurers operating in Costa Rica apply rates that are not based on sufficient actuarial assumptions (89% of
all products registered in the country as of December 200k comes as the result of the lack of
sufficient historical data on claims and other statistics due to their short time span of operation of private
insurers in the countryLhe regulation recogsesthat there may not be sufficient and reliable information

from an actuarial standpoifdr new entrantaindthereforeallows them to develop their products the

basis ofexperimental ratesnsurersare required to indicate how long the experimental wéitebe used

before it is reviewed based brstorical data

There are no uniinked products available in the Costa Rican insurance market. Insurance policies with a
savings component do exist, although the investment risk of such products does with lthe
policyholder. This can be mainly attributed to the early stage of development of the insurance market and
insurance culture in Costa Rica.

1.4. Competition in the insurance sector and entry/exit from the industry

An insurer can operate in Costa Rigi¢her as a stock corporation, branch of a foreign insurer or as a
cooperative insofar as insurance activity is their only objective (Article 7 of Law 8653). Cooperatives can
only offer insurance services to their members and there is currently no civepiasatrer in Costa Rica.
Insurance undertakings can be listed on the stock exchange.

The insurance market of Costa Rica has been historically dominated by thewstate company INS.
Despite increasing participation of new private insurers in the masl@tthe past seven years, INS
remains the dominant operataccounting for 75% of premiums issued as of 2017.

Table 11. Market structure of the insurance sector in Costa Rica (% of premium income)

2010 2011 2012 2013 2014 2015 2016 2017
COMPOSITE INSURERS
INS (1924) 98.8% 94.1% 92.1% 89.2% 85.0% 80.7% 77.9% 75.0%
Life 96.9% 94.5% 91.5% 85.5% 80.1% 69.4% 69.6% 62.8%
Non-life 98.9% 94.1% 92.2% 89.8% 85.7% 82.3% 79.4% 77.1%
Magisterio 0.4% 0.4% 0.5% 0.4% 0.5% 1.1% 1.0% 0.6%
Life 2.9% 2.1% 3.0% 2.1% 2.9% 7.6% 5.4% 3.3%
Non-life 0.2% 0.2% 0.2% 0.1% 0.1% 0.2% 0.1% 0.1%
Mapfre 0.1% 1.1% 2.0% 1.7% 2.1% 2.4% 2.4% 3.0%
Life - - 2.1% 3.4% 3.5% 1.9% 2.2% 6.8%
Non-life 0.1% 1.2% 2.0% 1.4% 1.9% 2.4% 2.4% 2.4%
'ggg:’ag‘nogr;' 0.1% 1.3% ; - ; - - ;
Life 0.2% 2.0% - - - - - -
Non-life 0.1% 1.3% - - - - - -
Assa 0.6% 2.2% 3.3% 3.6% 3.4% 5.0% 5.3% 5.8%
Life - - - 1.8% 2.1% 5.5% 4.0% 3.7%
Non-life 0.7% 2.5% 3.8% 3.9% 3.6% 4.9% 5.6% 6.2%

is required for the recalculation of premiums or provisions if the insurer uses the same methodology
described in the last version of the technical note submitted.
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2010 2011 2012
COMPOSITE INSURERS
Pan American 0.0% 0.8% 1.1% 2.8% 5.5% 4.2% 4.6% 5.0%
Life 0.1% 1.3% 1.2% 2.9% 4.7% 5.1% 6.2% 6.1%
Non-life 0.0% 0.7% 1.1% 2.7% 5.6% 4.0% 4.3% 4.8%
Adisa - 0.0% 0.6% 1.3% 1.6% 2.7% 3.1% 3.2%
Life - 0.1% 1.9% 3.6% 4.6% 7.3% 8.3% 8.1%
Non-life - - 0.5% 0.9% 1.2% 2.0% 2.2% 2.3%
Davivienda - 0.0% 0.0% 0.0% 0.2% 0.4% 0.4% 0.5%
Life - 0.1% 0.3% 0.2% 0.9% 1.3% 1.4% 1.7%
Non-life - - - - 0.2% 0.3% 0.3% 0.3%
BMI (Branch) - - - 0.1% 0.3% 0.5% 0.6% 0.8%
Life - - - 0.2% 0.6% 1.1% 1.0% 1.2%
Non-life - - - 0.1% 0.2% 0.4% 0.6% 0.7%
Triple S (Branch) - - - 0.2% 0.2% 0.3% 0.6% 0.7%
Life - - - - - - 0.0% 0.1%
Non-life - - - 0.2% 0.2% 0.4% 0.7% 0.8%
Sagicor - - - 0.1% 0.1% 0.2% 0.6% 1.3%
Life - - - 0.4% 0.6% 0.9% 1.9% 6.2%
Non-life - - - - 0.1% 0.1% 0.3% 0.5%
Quadlitas - 0.1% 0.2% 0.6% 0.8% 1.2% 1.8% 1.9%
Non-life - 0.1% 0.3% 0.7% 0.9% 1.4% 2.1% 2.2%
Oceénica - - - - 0.3% 0.9% 1.2% 1.8%
Non-life - - - - 0.4% 1.0% 1.4% 2.1%
Lafise - - - - 0.0% 0.4% 0.6% 0.5%
Non-life - - - - 0.0% 0.5% 0.7% 0.5%

Source: Costa Rican Authorities.

With the exception of statewned INS, the 12 remaining insurance companies operating in Costa Rica are
privately held.Ten out of 12 private insurance undertakings in Costa Rica are incorporated (stock
corporations) and the renméig two are branches (Best Meridian Insurance Company and-&riplae

Inc.). By virtue of being a stat®vned company created by Law 12 of 1924, INS is registered as a public
autonomous institution.

Table 12. Concentration in the Costa Rican insurance market

Insurance Company Source of Capital Main Shareholders Shareholder of Part of a

main shareholder conglo-
merate

National Insurance

Institute (INS) State State of Costa Rica (100%)
Seguros del Magisterio, Private capital, local National Educators Life
S.A. ’ Insurance Association (100%)

3-101-560214 S.A (100%) Costa
MAPFRE | Seguros Private capital, foreign  Rica // MPF Tenedora A.C., S.A.  Mapfre S.A. (Spain Yes!
Costa Rica, S.A. (Spain) (100%, Panama) // Mapfre 99.9%)

America Central, S.A (100%)
Assa Compafiia de Private capital, foreign ~ ASSA COMPANIA TENEDORA,  Grupo ASSA, S.A. Yest
Seguros, S.A. (Panama) S.A (100%) (100%)
Pan American Life Private capital, foreign ~ Pan-American Life Insurance Pan American Life
Insurance de Costa (US) ' Group Incorporated (100%) Mutual Holding Yes?!
Rica, S.A. (100%)

. . Compafiia Internacional de

T ey SEQuIos IS (6% Panam)

COOPENAE (24%, Costa Rica)
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Insurance Company

Source of Capital

Main Shareholders

Shareholder of
main shareholder

Part of a
conglo-

Davivienda Seguros
(Costa Rica), S.A.
(before: Seguros Bolivar
Aseguradora Mixta S.A.)

Qualitas Compaiiia de
Seguros (Costa Rica),
S.A.

Best Meridian Insurance
Company (Branch)

Triple-S Blue INC.
(Branch)

Aseguradora Sagicor
Costa Rica, S.A.

Oceanica de Seguros,
S.A.

Seguros Lafise Costa
Rica, S.A.

Private capital, local
and foreign (Panama)

Private capital, foreign
(Mexico)

Private capital, foreign
(incorporated in
Florida)

Private capital, foreign
(incorporated in
Puerto Rico)

Private capital, foreign

(Panama, Jamaica)

Private capital, foreign
(Venezuela)

Private capital, foreign
(Panama)

51% DaVivienda Group (51%,
Costa Rica) and Riesgos e
Inversiones Bolivar
Internacional, S.A. (49%,
Panama),

Quaélitas Compaiiia de Seguros,
S.A. de C.V. (Mexico) and an
individual shareholder with one
share (Chairman of the BoD of
Qualitas CR and Qualitas
Mexico).

Best Meridian Insurance
Company (100%). License
issued as a branch office
Triple-S Vida (99.9%, Puerto
Rico). License issued as a
branch office.

C&A Sagicor Holdings Inc.
(50%, Panama) and Sagicor
Group Jamaica (50%,
[Jamaical).

Ocean Fidus Holdings, S.L
(100%) This company is owned
by two individual shareholders
from Venezuela, (50% each)
Corporacion Lafise Controladora
S. A.. (99.99990%,and one
individual shareholder with one
stock, 0.00001%)

Riesgos e
Inversiones Bolivar
Internacional is
100% owned by
Riesgos e
Inversiones Bolivar,
S.A (Colombia)
which in turn is
100% owned by
Sociedades Bolivar
(Colombia)
Quaélitas Compafia
de Seguros, S.A. de
C.V. in turn owned
by Nacional
Financiera,
Sociedad Nacional
de Crédito.

BMI Financial Group
Inc. (100%)

Lafise Financial
Group (Cayman
Islands)

merate

Yes

Yes?!

Yes?®

Yes!

Yes*

Notes: 1. Part of an international insurance conglomerate, 2. Part of a local financial group (with banking activities) and of an
international financial conglomerate, 3. Part of an international insurance and financial conglomerate, 4. Part of a local financial group
(with banking activities).

Source: Costa Rican Authorities.

The Herfindahl Indékfor the Costa Rican insurance market is highly concentrated, both for life and for
nortlife insurance. This is in line with the dominance of the statred INS insurer in the markedver

the period 201417, however, the Herfindahl Index dropped by 56% for the entire market, by 38% for non
life insurance, and by 41% for the life insurance segment.

Table 13. Herfindahl index of the Costa Rican insurance market

2010 2011 2012 2013 2014 2015 2016 2017
TOTAL 9.755 8.866 8.505 7.988 7.272 6.571 6.140 5.710
Life 9.396 8.939 8.399 7.345 6.483 4.991 5.009 4.161
Non-Life 9.791 8.858 8.522 8.093 7.390 6.833 6.372 6.024

Source: Costa Rican Authorities.

8 A Herfindahl index between 1500 and 2500 is considered to be mdgerateentrated and an
index above 2500 to be highly concentrated according to the US Department of Justice.
(http://lwww.justice.gov/atr/public/guidelines/hhi.html).
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1.5. The stateowned insurer: National Insurance Institute

The Costa Rican insurance market operated as a state monopoly for 84iygltise enactment of the

Law Regdating the Insurance Market 2008 allowing fornew participants to entehe market and
according to the commitments made by Costa Rica in the contBR-QfAFTA. Prior to 2008the sole
insuranceoperatorin Costa Ricawas the National Insurance Insté (INS), al00% stateowned
compositénsurance entity and financial graulS is the only insurance company operating in Costa Rica
authorised to undertake both reinsurance and direct insurance activity pursuant to the powers vested in it
under the INSaw (Law No 12).

Box 2: The stateowned insurer, National Insurance Institute (INS)

The INS is an autonomous state institution created by the National Insurance Institute Law (Ley N°12 Ley Del
Instituto Nacional de Seguros, 30 October 1924) and authorised under Law 8653 (Article 7) to develop insurance and
reinsurance business, as well as establish companies active in other financial and non-financial activities. The INS is
also the controller of the INS Group with activities in investment funds, stock market, hospital and human resources.

The INS has a 100% stake in the following companies: Meritorious Fire Department, INS Services S.A., INS- Health
Services Network S.A. (including Trauma Hospital), INS Securities Stock Exchange S.A. (stock brokerage regulated by
the Securities Superintendency SUGEVAL) and INS Investments Management Company of Investments Funds S.A.
(regulated by SUGEVAL). INS Services and INS-Health Services Network S.A. provide auxiliary insurance services
exclusively to the INS, while the INS Securities Stock Exchange and INS Investments SFI SA offer services to third
parties, too.

Prior to 2008, the INS co-existed only with the Educators Life Insurance Association, whose operations were limited
to a mutual compulsory policy and voluntary insurance for education professionals. Following the opening of the market,
the Educators Life Insurance Association stopped offering voluntary insurance and currently only administers the
compulsory mutual policy for education professionals.

Figure 17. INS Group Structure and Supervision
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INS benefits from a full state guarantee for its insurance activity. Public companies must buy insurance from INS,
as long as the INS offers the most favourable conditions in the market, while such insurance is currently provided at cost.
It is governed by a Board of Directors comprising of a President appointed by the Governing Council and six Members
elected by the Governing Council.

INS is currently the sole provider of the two lines of mandatory insurance of Costa Rica: Workers Compensation
Insurance and Mandatory Automobile Insurance. This may be partly attributed to the existence of maximum profit limits
and requirements for reinvestment of surplus profits in the same business line for the mandatory automobile insurance,
and the tariff setting at zero profit for the mandatory workers' compensation line in the absence of other insurance
providers in this market segment. INS is also providing the base tariffs for those two lines of mandatory insurance to
SUGESE who authorizes them.
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The INS is authorised to set up insurance companies jointly with state-owned banks or with the Banco Popular y
de Desarrollo Comunal (Article 47 of Law 8653). INS should own at least a 51% stake and remain the majority
shareholder of such jointly held insurance companies. Such companies cannot benefit from the full state guarantee
provided to the INS.

The INS has a number of mandatory contributions to the state and to state-related entities, and 25% of its annual
after-tax profits are given to the State.

The composition of | NS6és Board of Directors is as f

q President: Elian Jorge Villegas Valverde, lawyer, stock market consultant;

9 Secretary: Beatriz Rodriguez Ortiz, microbiologist, professor at the University of Costa Rica, director of the
Research Center on Tropical Diseases at the UCR. She has published numerous publications in national and
international journals;

Laura Mora Camacho: Lawyer with experience in public institutions;

Juan Ignacio Mata Centeno: Lawyer, former Lawyer at INS with experience in public institutions;

Alvaro Palma Rojas, MBA in Finance with experience in the private sector;

Director: Annie Marcela Sancho Vargas, business administrator, previously senior risk manager in a pension
operator; and

Director: Alina Isabel Granados Vega, certified public accountant, previously Head of the Investment Funds
Division of Securities Superintendency.

= = =8 =4 =9

Source : Based on information provided by the Costa Rican authorities and public sources.

INS is subject to SUGESE supervision and complies with additional reporting requirements to the
Legislative Assembly, the Attorney General (Procuraduria General de la ReplibkcBfesidency and

the Comptroller General. It is administdrby a Board of Directors (BoD) comprising of a President
appointed by the Governing Council and six Members elected by the Governing Council. Board members
are appointed for eight years, witlrédb new members elected every four years, coinciding with the
presidential mandate. The President of the Board is also appointed for a period corresponding to the
presidential mandate. The BoD appoints a manager and one or more assistant managefaweitinahke

vote of at least five of its members.

The selection and appointment process of the INS BoD will remain unchanged despite the implementation
of the newCorporate Governandeegulationin June 20171see Section 2.4Although such regulation

will applyto the entire financial services sector, INSrporate governance is stipulatedhe National
Insurance Institute LawyiNo12), which supersedes the new regulatidihthe supervisory level, INS's
corporate governance structure is assessed asf[BUGESE's new risk matrix (see Section 2.1) with an
impact on INS's final risk rating.

According tothe National Insurance Institute Law (No12), the state grants INS a full state guarantee for
its insurance activity: Article 1 of the INS Law prescrilthat "INS has a full state guarantee in the
development of its insurance activity in Costa Rica, which includes the administration of commercial
insurance, workers compensation insurance, and mandatory vehicle insurggehl guarantee covers
operationsn both colones and foreign currency and it is not extended to any corporations, commercial
companies, branch offices, agencies, or any other commercial entity or entity of a similar nature which
INS establishes or participates in, or to any debt issuditebfNS with the approval of its BoD. It is up to
the Costa Ricastateto define the terms of an eventual application of such guaraBigeh guarantee is

9 According toExecutive Decree No. 349MP-H-COMEX of 26 November 2008, which came
into forceon 8December 2008
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backed by Article 9 of the Costa Rican constitutimmsuant to which the state has theponsibity for
stateowned companies

In addition, public companies must buy insurance from INS according to Article 7 o8&38y as long

as the INS offers the most favourable conditions in the market (premium, deductible, coverage and
exclusions, reinsurae{ According to the Costa Rican authorities, public entities do not directly hire the
INS without a bidding process and the INS is selected over other insurers only based on the price and
commercial conditions offered.

INS administers two lines of manday insurance of Costa Rica: Workers Compensation Insurance and
Mandatory Automobile Insurance, pursuant to the provisions of Title IV of theut&mde (Codigo de
Trabajg Law No2 and the Law for Traffic on Public and Overland Roads (Ley de Transit®/ipsr
Publicas Terrestred.aw No. 9078, respectively. As of 1 January 2011, private insurers can apply for
authorisation to engage in insurance activity in mandatory vehicle insurance and mandatory workers
compensation insurance lin@o private insurehas applied for such authorisation since the enactment of
the law amendmenthiscouldbe mainly attributed to the maximum profit limits and the requirements for
reinvestment of surplus profits in the same business line for the mandatory automolalecesand the

tariff setting at zero profit for the mandatory workers' compensation line, which apply as long as no private
insurer is active in that business lines (see Section 1.8).

The INS has a number of mandatory contributions to the state andetoettitd entities. Sevenfive
percent of the annual afteax earnings of INS are used for the capitalisation of the institution, while the
remaining 25% is given to the State.

Table 15. INS contributions to the state and taxes collected by the INS

In CRC million
Type of contribution 2012 2013 2014 2015 2016
25% contribution 2015/1 - - - 11,211 6,259
8% retained at source 5,528 5,988 6,052 6,596 6,690
Taxes 126,661 150,795 151,188 159,761 196,644
Income tax advances 5,110 3,848 1,687 1,328 4,464
Income tax due from previous years - - - - 1,811
Sales tax 24,840 24,318 27,330 29,650 31,934
Property tax for vehicles 96,711 122,629 122,171 128,783 158,435
(marchamo)
Retained at source (2% to suppliers,
wages and remittances) 9,298 9,329 8,719 9,329 9,298
2% Wlthhe|d at the collection of _ 785 905 959 1,036 1,207
premiums to state-owned companies
2% tax credit for affected by Nemagon 4,671 1,362 1,459 1,776 170
Wildlife stamp duty (marchamo) 119 146 135 135 161
4% of premiums contribution to the 16,358 17,926 19,461 20,501 21,565
firefightersé6 fund
10% contribution workers protection law 4,519 4,021 6,094 6,317 7,153
Transfer for CCSS* surpluses - - - 5,920 -
Contribution to occupational health fund 196 - - - 1,405
Total 165,506 189,407 194,069 222,583 250,552

Notes: CCSS is the National Social Security entity of Costa Rica (Caja Costarricense de Seguro Social).

Source: INS.
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Table 16. Financial performance of the INS

In CRC million and in percentages

2010 2011 2012 2013 2014 2015 2016

Profit before participations
in associated companies 49,237 54,333 75,460 48,709 79,506 69,807 92,826

1,075,32 1,21439 1,341,98 1,466,12 1,607,66 1,743,53 1,873,52
Assets (average)

6 8 5 7 4 3 8
Return on Assets (RoA) 5% 4% 6% 3% 5% 4% 5%
Equity (average) 422,286 478,530 525,766 591,538 660,695 715,377 765,960
Return on Equity (RoE) 12% 11% 14% 8% 12% 10% 12%

Source: INS.

1.6.Foreign penetration

Apart from INS, only one insurance company is fully domestically controBedros del Magisterio,
S.A). Nine out of the 13 insurance companies operating BtaCORica are 100% foreignwned and two
have a mixed structure tfcal and foreign capitaDavivienda Seguros (Costa Ria)dAseguradora del
Istmo ADISA).

Foreign insurers active in Costa Rica represent 24.5% of the total market (in terms of grogsgre
written), 33.9% in life and 22.8% in ndifie in 2017.

There are no barriers to the establishment of insurance or reinsurance companies in Costa Rica by foreign
insurers, which can be established as subsidiaries or branches (see Sectidrefa)e currently two
branches of foreign insurance undertakings operating in Costa Rica, Best Meridian Insurance Company
(incorporated in Florida) and Trip® Blue Inc (incorporated in Puerto Rico).

Pursuant to Article 16 of Law8653 crossborder insurare may be provided by foreigmsurance
companies from countriewho areparties with Costa Rica in international treatigsere there is a
commitment orthe provision of crosborder serviceand under the conditions agre@ge Section 3.2)
These are cuently limited tothe countriesvho have signed the following international treaties:

- Free Trade Agreement between the Dominican Republic, Central America and the United States
(CAFTA-DR) Appendix 12.9.2, Section H, Paragraph IIl.1.

- European Union Centrd America Association Agreement (ECAAA): Appendix 11, Section
B, Specific Reserves, 7. Financial Services, A. Insurance and Related Insurance Services.

- Free Trade Agreement with the European Free Trade Association (EFTA) Appendix 1, Annex
XV, Section 7.A

- Free Trade Agreement with Colombia,nnex 14. A., .part “Costa Rica
- Free Trade Agreement with Korea (not in force)

Prior registration of crosborderinsuranceprovision with SUGESEis required.There is currently no
insurer registered for the provisi@f crossborder services in Costa Rica.
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1.7.Relationship of insurance with the pension system
Costa Rica has a mujtillar national pension systéftomprising of:

a) Basic Scheme (IVM)public, mandatorylefined benefit scheme managed by the national social
security entity (Caja Costarricense de Seguro Social, CCSS) and funded by contributions of
employers, employees and the State;

b) Alternative Regime Schemes: schemes replacing the basic system for particular groups in the
public sector. The schemes have safmacontribution and benefit provisions. They are funded
by contributions of employers, employees and the State

c) Noncontributory Scheme: means tested social assistance spheviging a minimum income
guaranteegperated by CCSS and funded with researtom the Fondo de Desarrollo Social y
Asignaciones Familiares and some specific taxes;

d) Compulsory Complementary SchenfRéfimenObligatorio de Pensiones, ROP): individual
capitalisation mandatory complementary scheme managed by pension plan opeREmis;(O

e) Special Occupational Schemes: supplementary schemes covering particular groups in the public
sector. Schemes are set mainly defined benefit. They are funded by contributions of employers
and employeeand managed by OPCs

f)  Voluntary Complementary Seime: managed b9PCs.

The Costa Rican private pension systeas first established in 1995Law 7523 on Private Regime of
Complementary Allowances). The mandatory private pension system was introduced (Law 7983 on
Workers Protection) in 2000. The currgmivate pension systegomprises of mandatory and voluntary
complementary schemasanaged by private pension plan operators registered with the Supervisor
(SUPEN). The Special Occupational Schemes predates these elements. The schemes pertain to relatively
small groups and they are set up by special laws.

The Workers Protection Law 79&8lows small savings to be paid out as lump sums while authorising
National Supervisory Board of the Financial System (CONASS&IR3et out the types of retirement
products Howed underthe Compulsory Supplementary Pension Regime (RO&yently the approved
pay-out optionsinclude programmed withdrawahnd permanent incomeroduct$® provided by the
pension plan operator itself @nnuity products with varying degrees of tardeé* provided byan

10 DAF/AS/PEN/ACS(2016)2

11 Operadoras Pensiones Complementarias (OPCS).

12 Prior to 1995, companies operating private pension schemes were not covered by any law or
regulation.

13 An arrangement where the investment returns are qutido the individual, while the nominal
capital stock is paid to dependants at the death of the individual.

1 Under a life annuity payments will stop, when the individual dies. Under a life annuity with
guaranteed capital payments will continue for &ateiperiod after the death of the individual. Under

a life annuity with protected capital the aggregate payments to the individual and his/her estate will
at least equal the nominal premiums paid principle a zero interest rate guarantee.
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insurance comparguthorised in Costa Ric® Members may choose one or both forms and change their
choice only to transfer from a permanent income to a life annuity.

An annuity policy is obtained directfyom aninsurance compangnd the accrued capital is transferred
from the pension operator to the insurBne ROP members may opt for a projected lifetime income:
immediate, prgpayable, with a guaranteed term or with protected capital. Annuity plans for the ROP,
defined by the Wder Protection Law (Aaw 7983 may only be marketed by entities specialising in
personal or mixed insurance. The contract modahtiedefined byCONASSIFregulationsand nembers

may choose to makbe purchasef an annuitydirectly from an insurer who iV take over payment of the
pension under the conditions of the policy agreed upon

Permanent income plans and phased withdrawals are provided by the pension operating ¢ortiEany.
case of prmanent income plamsembers receivihe investment yields dm the accumulated amount in
their individual accounts and the balamedelivered to the beneficiaries at the member's death.

ROP balances for new pensioners are still Vaitih almost all ROP savings paid as lump sums and the

ROP system has yet to see first pensioner taking out an annui@nly one insurefINS) offered

annuities with four annuity products registered in the market. Two of them are projected annuities (one in
CRC and one in USD) to be obtained by the supplementary pension regimés amaaining two are
nonprojected annuities (one in CRC and one in USD) to be obtained voluntarily by interested parties. As

of January 2016, there has been no premium income registered in the annuities segment and as of January
2017, the INS stoppedfefing annuity products due to insufficient demand.

The Voluntary Supplementary Pension Regime (voluntary individual capitalization system), offers
additional types of annuities in addition to the ones mentioned above.

1.8.Compulsory insuranceand the settirg of premium rates

In Costa Rica there are two compulsory insurance liveskers Compensation Insurance and Mandatory
Automobile Insurandé, pursuant to the provisions of Title IV of the Labor Code (Cédigo de Trabajo) and
the Law for Traffic on PublidRoads and Road Safefikey de Transito por Vias Publicas Terrestyes
Seguridad Vigl, respectively.

Although the market for compulsory insurance is open to competititth the prior authogation of
SUGESE), lhe only provider of compulsory insuranagrentlyis the statewned insurer INSNo private
insurer has requested autlationby SUGESE to offer compulsory insurance in Costa.Rica

SUGESE currently authorises the premiums for the Mandatory Automobile insurance, calculated by the
INS on the basisf historical claims. The coverage for such insurance is CRC 6 million, although for
compensation exceeding this ceiling, the social security entity CCSS continues to provide medical services,
when necessary.

15 CONASSIFmay authose ot her forms of benefits, as |l ong as
economic security is respected and the principles herein are not vihatiete 22 of Workers
Protection Law 7983)

16 Mandatory Automobile Insurance in Costa Rica only cser death of people in cars and not
the cars themselves (third party liability for death only).
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According to Article 56 of Law 9078_aw for Traffic on PublicRoads and Road Safg¢ignd article 50 of

the Regulations on Mandatory Automobile Insurance, the maximum profit margin allowed is 6%. Any
recorded profit which exceeds 6% of the premiums received during the year must constitute a @umulativ
reserve up to a maximum limit of 25% of premiums received in thely@anry profits exceeding the
maximum reserve limit must be transferred to CCSS to cover for the cost of care for road traffic injuries
when the mandatory automobile coverage (of CRGlI&n) is exhausted.

SUGESE also authorises the premidme r t he Wor k e r suranc& calopatea sy the IN®  n | n
based on historical claims data. Currently, the calculation of such premiums by the INS does not
incorporate any profit (insurancergee offered at cost). The practice of offering insurance at cost was
deemed incompatible with the opening of the market (Resolution No 2012016628 of the Constitutional
Court). In addition, according to Article 205 of the Labour Code, any profits recbydiedurers in this

line of business are required to form reserves which are used to finance programmes developed by the
Occupational Health Council (50%) or used to improve the mandatory scheme (50%).

SUGESE is currently preparing regulation that witbren the regulations on mandatory insurance, with a
view to transpose the Constitutional Chamber’'s O
to CONASSIF by H2 208. Such reform will apply only after private insurers join these insurance line
SUGESE does not authorise premiums on any other insurance lines.

During the period 20227, gross premium written for the two compulsory insurance lines have fallen
from 33% to 29% of total premiumaijth workers compensation insuraraecreasingrom 85% to 71%

of total premium income in compulsory insurance lines over the period. Both lines of compulsory insurance
fall under the notlife insurance segment and represent an average of 31% of tot#flengnoss premium
written. Until 2014, both were paof theaccident and health segmeapresenting, on averagé8% of
premiuns written in thesegment.

1.9. Distribution channels

According to Law 8653Articles 16, 19, 22 and 24nd the Regulations on the Sale of Insurance, the
following intermediaries ograte in Costa Rica with the authorisation of SUGESE:

a) Insurance brokerage companies: registered with the Mercantile Registry as stock corporations
with the sole purpose of insurance intermediation. Insurance brokerage firms were introduced by
Law 8653 andhre currently the predominant distribution channel for insurance products;

b) Insurancérokers: individuak accredited by brokerage company to carry out intermediation
behalf of the company;

c) Insuranceagenges registered with the Mercantile Registry stock corporatiafor the sole
purpose of insurance intermediatiomsurance agenciesiust be accredited bgn insurer
allowing thento acton their behalf (there are exclusive insurance agencies which represent only
one insurer and neexclusive insuance agencies which sell products of several insurers in non
competing insurance segments and lines);

17" The profit is determined with the gross technical result directly associated with this insurance
line, without deducting items corresponding to reinsoea
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d) Insuranceagens not linked to aninsuranceagency: individuad who act asinsurance
intermediaies (on an exclusive or naxclusive basis);

e) Insurancesgens linked to aninsuranceagency: individuad acting asnsurance intermedies
on behalf of the company;

f) Operator ofself-issuednsurance: companies thatly distribute seHissued insurance products
(registered as such with SUGESE, subject to stahshtion and mass marketing);

g) Crossborderinsurancentermediatiorservicesproviders: individuals and companiasting as
intermediariesrom a country with which Costa Rica has signedrgernational treaty, by virtue

of which it can contract thoserviceon a cossborderbasisin Costa Rica, in accordance with
Article 16 of the LanB6532 (see Section 3.2).

Figure 18. Distribution of policies written and gross premium in 2017

In percentage of total contracts and gross premium written

Contracts concluded, % 19% _ 22% l

0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%

HInsurance brokerages Insurance agencies
=Employees of insurance entities Insurance agents not linked to an insurance agency

® Self-issued insurance operators

Source: Costa Rican Authorities.

Insurance intermediaries must obtain a license granted by SUGESE in order to pursue insurance
intermedation activity in Costa Rica. In addition to the license, insurance agents and insurance brokers
have to be accredited by an insurance company or insurance brokerage firm, resfe&elESE has

a license and accreditation process for intermediarigh, minimum requirements for applicants and
minimum training requirements throughout their operation. Financial groups/conglomerates regulated by
CONASSIF as well as public banks are allowed to set up and operate companies dedicated to insurance
intermedigion. Privatelyowned banks are not allowed to set up and operate companies dedicated to
insurance intermediation, although the holding company of a privagddypank can be active in insurance
intermediation activity (Article 146 of the Organic Law bétBCCR).

1.10.Reinsurance

There are no reinsurance companies established in Costa Rica. Accortag 8553regulating the
insurancemarket of Costa Rica different license are required for the provision of insurance and

18 Reinsurance, retrocession, its intermediation and ancillary services are allowed on a cross border
basis in Costa Rica, although SUGESE requires the registration of thesédanaess services
providers.

19 pyrsuant tdirticle 21 of Law No 8653
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reinsuranceservices Only the sta¢ insurance company INS is authorised to undertake both reinsurance
and direct insurance activity pursuant to the powers vested in it under the INS law (Law No12).

The use of reinsurance in the Costa Rican market is relatively low, with the averagerretdatin the

period 201617 standing at 80% for the overall market (87% for life and 79% fodife@imsurance).
Privatelyheld insurers make more use of reinsurance, with retention rates for the market excluding the
INS standing at 9% for the overalmarket 65% for life and45% for nonlife insurance)This is mainly
attributed to lower retention capacity typical of new businesses, as well as to their links to international
reinsurance market.

Table 17. Retention rates of Costa Rican insurers, as of December 2017

Automobile 96%
Marine Vehicles 72%
Aviation 57%

Transported Merchandise
Fire and Associated Lines

Other Property Damage

Civil liability

Credit

Suretyship

Monetary losses

Agricultural and livestock
Mandatory automobile insurance
Life

Mandatory workers compensation insurance
Accidents

Health

Total industry

76%
25%

36%
37%
100%
83%
7%
91%
100%
82%
100%
74%
79%
79%

Source: Costa Rican Authorities.

INS provides reinsurance services to any insurance company, and the main reinsurance activity of the INS
is abroad Private insurers use the European aited Statesmarkets for reinsurance.

1.11.Insurance associations

There are two insurance associations activedsta Ricathe Association of Private Insurers (Asociacion
de Aseguradoras Privadas de Costa RicaAAP) and the Chamber of Insurance Intermediaries
(Intermediarios de la Camara de Seguno€1S). Bothare active iregal consultationvith SUGESEand
communicatioracross the sector

The Association of Private Insurers HEkmembers. Membership is not open to the stateed INS,

since the AAP was conceivad part as a mechanism that serves as a counterweight to the former
monopolist. The AAP's main focus of activi7fty 1is
insurance brokers arglinsurance agencies as members.
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1.12.Risks of the insurance sector

The greatest challenge for the insurance industry in Costa Rica is profitability and risk management of
insurers. Other risks include the exposure to interest rate and sovereign risk related to Costa Rica given
that the investment portfolios of insurers@osta Rica are concentrated in sovereign debt instruments
issued by Costa Rica and related to a possible future impact of the fiscal situation on country ratings and
interest rates.

The mainnatural catastrophes in Costa Rica are relateghtthquakesfloods and landslides he last

major natural catastroplsewere recorded in 2012 (Nicoya Earthquake, CRC 26.1 billion in claims paid)
and in 2010 (Hurricane Thomas, CRC 10.0 billion in claims paid). The impact of these catastrophic events
on insurers waolw as the majority of these risks were covered by reinsurance

The INS and private insurers operating in Costa Rica offer insurance coverage for catastrophic risks, which
includefloods, landslides, tremors and earthquakes, fire arising from them, wodraption, tidal waves,
underground fire, high winds, hurricanes, tornados and Th#ére are no statgponsored insurance
schemes or compensation plans for natural ormade disasters.
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2.Supervisory and Regul atory st

The supervisory and regulayostructure of the Costa Rican financial system is composed of five different
bodiesthe National Council for the Supervision of the Financial Sys@wongejo Nacional de Supervision
del Sistema Financie®@ONASSIF)constitutes the senior steering bodyi® supervisory and regulatory
system of Costa RicaCONASSIFsuperviseghe foursuperintendenciesGeneral Superintendency of
Financial Institutions (SGEF), General Superintendency of Securitidd GEVAL) and Superintendency

of Pensions (8PEN) andGeneral Superintendey for Insurance SUGESB.

CONASSIF has the authority to issuegulations regarding the authorisation, regulation, superyision
oversightand operationsf the superintendencieand the entities supervised by the®uch regulations

are proposed and drafted by the superintendencies. SUGESE issues resolutions and guidelines on insurance
(circulars, letters, resolutions, legal criteria and opinfdns)

Figure 19. Supervisory structure of the Costa Rican financial sector

Board of directors

Supenntendencies

i i i i -
m n
YGRS E m E E

Source: Costa Rican Authorities.

2.1.Policy and regulatory initiatives

Law 8653 Regulating the Insurance Martegulatesnsurance, reinsurance, and intediation activities

in Costa Rica and allowed for the opening of the insurance market. This Law was drafted as part of the
implementation of Costa Rica's commitments under the Dominican Refidical America Free Trade
Agreement (CAFTADR) and came intforce in August 2008, prior to the effective date of the CAFTA

DR agreement in 2009.

A number of additional regulations have been issued in conjunction with the Insurance Market Regulatory
Law, the main ones being:

20 The General Superintendency for Insurance (SUGESE) was not part of the initial scope of
CONASSIF (Law 7732 of 1997) as it was created subsequently, following the enactment of Article
28 Law8653(Insurance Market Regulatory Law) in 2008.

2! Available atwww.Sugesdi.cr.
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a) Regulation on Authorizations, Registsi and Requirements for the Operation of Entities
Supervised by the General Superintendent for Insurance (SUGE®RB),0fegulating the
licensing process;

b) Regulation on the Solvency of Insurance and Reinsurance ErtissESE02-13), regulating
the capial adequacy regime and establishment of reserves.

Subsequently, a series of additional laws and regulations have been introduced in recent years, including:

- Law Regulating Insurance Contracts and the Regulations for the Defense and Protection of
InsuranceConsumers, for the financial consumer protection of insurance customers;

- Regulation on the Sale of Insuranoegulating the insurandéetermedidion segment

- Comprehensive amendment to the Regulatinrthe Solvency of Insurance and Reinsurance
Entities aiming at promoting @sk-basedapproach;

- Insurance Accounting Plan and its subsequent amendmibith allowed forthe reportingof
financial and accounting informatiarf theinsurancesectorin acomparable and consistemay
with the accounting fraework established by law

Regulatory reforms underway or recently approved by CONASSIF include:

- Approval of a substitute text for the Corporate Governance Regulations, focusing on principles,
as well as regulations on the management of information aémdwn for insurers in December
2016 and effective as of June 2017 (see Section 2.4);

- Approval of regulations in the framework of implementation of-iaked supervision in April
2017, covering (a) risk management in insurance entities, (b) method fBsthesment of risk
areas in those entities, and (c) actions to be taken by SUGESE in accordance with the results of
this evaluation;

- Amendment of the anthoney laundering and afgrrorism financing law in accordance with
the Financial Action Task Fora# Latin American (GAFILAT) assessments in July 2016.

- Amendment of the solvency regulation and the policy registration regulation in October 2017 in
order to incorporate a specific methodology for earthquake and volcanic eruption and the
calculation of theechnical provision.

2.1.1.Governance oSUGESEand the role of CONASSIF

SUGESE's purpose i®'oversee the stable and efficient operation of the insurance market of Costa Rica
and deliver the fullest possible information to policyholt@raw 8653, Article29). SUGESE regulates,
supervises and authorises natural and legal persons involved in actions or contracts related to the insurance
and reinsurance activities, public offer and insurance business concluded. Its functions are prescribed by
Law 8653:confer, suspend and carldzenses and authastions given to supervised entities; proptus
CONASSIFthe regulations to be issued; dictate rules and guidelines for supervised entities at another
level; establish precautionary measures and sanctions in ootyferith the monitoring of the supervised
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entities; disclose relevant information to the public; maintain and publidRethistry of participants and
productsof the insurance market

SUGESEoperates under the directiontbe CONASSIFand under the sanprovisions that apply to the
other threesuperintendencies governed 6ONASSIF The main functions of CONASSIF with regard to
the superintendencies are as follows (Article 171 of Law 7732 amended by Workers Act 7983):

- Appoint and remove the General Stiptendents and the respective intendants, auditors and
internal subauditors of the superintendencies of Costa Rica;

- Approve the provisions concerning the autkadion, regulation, supervision, control and
surveillancehat haveo be enforced by the Geral Superintenderes;

- Approve the general rules of orgsation of thesuperintendencies and internal auditors

- Approve the annual operating plan, budg#teirmodifications and the budgetary liquidation of
the supertendenciédand submit them to th®ffice of the Comptroller General of the Republic
for final approval

- Approve the annual report of eachperintendeay as well as the annual reports that
superintendents submit on the performance oféispectiveparties supervised

- Suspend or revoke ghauthorsation granted to parties regulated by the vargopgrintendencies,
or the authosation for public offering

- Order the suspension of operations and the intervention of parties regulated by the
superintendenciesand decree their intervention dnrequest their liquidation before the
appropriate authorities

- Hear and solve appeals filed against the resolutions entered fuptrentendencies
- Resolve any conflicts of competence that may arise between and aop@rgitendencies

- Regulate the xchange of information that can take place between and among the various
superintendencies for tharict performance of their discretionaagtions.

According to Article 169 of Law 773ZONASSIFs governing bodis composed of th&overnorof the
CentralBank(BCCR , the Minister of Financer his representativend fivenonpublic sector employee
members designated by the Board of Directors of BBZR majority of at least five votes and for a five
year term (renewable once). One of the five-pahlic employee members is elected by the body as
President oCONASSIFfor two-yearrenewable termsSuperintendents can attend CONASSIF meetings
without having the right to vote.

CONASSIFhas a group of adwss serving in four areas: Legal Advisory (three yavs), Economic
Advisory (oneeconomist), Macrgrudential Advisory gneeconomist) and Administrative Mattersng
certified public accountantas well as amternal Audit Unitreporting to th&€ONASSIF audit committee.

22 Within the global limit fixed by the Board of Directors of the Central Bank of Costa Rica.
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In addition, CONASSIF participagein a number otoordination and cooperatiamommitteesamong
supervisory entities;

- Superintendents Committee
- Consolidated supervisory committee for issues relating to financial groups and conglogmerates

- Joint working committees formed by technicadf§tof the Superintendencies, CONASSIF and
the BCCRto issue an@mend lawsperformresearch and analysasoundspecific issues

- Committeeswithin CONASSIF,such as thaudit committee anthebudget and risk committee

- Advisory committeegormed by repgesentatives of theupervised entitiegnvestors or other
economic sectorsp examine specifitssuesand issueon-bindingrecommendations.

CONASSIFappoints the Superintendent and Intendent for insur@nedighest hierarchical positions of
SUGESE)for a five year term, potentially renewalglerticles 171 and 172 of Law 7732 regulating the
stock market)Both theSuperintendent and thatendent oSUGESEreport toCONASSIFwith respect

to the actbns of SUGESESpecific causes for removal of the ®tptendent are not specified by
legislation; The Superintendent and Intendent may be removed at any time by the CONASSIF by a
majority of at least five votes they no longer meet the requirements for appointrdaettodisability,
incompatibility, termnation of duties or negligence in the performance of their dulieg dismissal is
subject to the opening of an administrative proceeding and the issuing of a resolution explaining the
groundsfor the dismissal.

SUGESE has 50 staff members distributedagnthree substantive divisions and one support unit, as
follows: Regulatory and Authorizations Division (8), the Supervisory Division (21) and the Legal Division

(9) all supported by the Communications and Services Unit (9), besides the Superinterice(8)0ffhe

Legal Division has two units; the Market Conduct and the Legal Counsel units. The Supervisory Division

is organised into four groups, consisting of the lead supervisor and several adjunct supervisors. Each of the
four groups is responsible far group of supervised entitiesdwinistrative and IT services, including

human resources services, are provided to SUGESE by the BCCR, based on a services agreement. A
comprehensive training programme is offered to SUGESE staff on an annual basisalahigs are set

based on a Manual of Salary Policies in line with other financial sector institution salaries.

Accountability is achieved through the publication of the Annual Institutional Report of SUGESE, as
required bythe Law for Perfecting Accountality (No. 9398of 2016) All reports issued by SUGESE are
made available onlité SUGESE also provides information on the insurance sector for the annual report
of the Governor of BCCR to the Legislative Assembly of the Republic and issues reportdtnishry

of Planning with respect to sector goals incorporated in the National Development Plan, and to

23 Additionally, CONASSIF can delegate the study of specific matters to commissions composed of
some of its mmbers (Article 171 of Law 7732pr designate consultative committees composed of
representatives of the entities under supervision, the investors or other economic sectors, to examine
specific subjects and issue nbimding recommendations (Article 171 lodiw 7732).

24 http://www.Sugesdi.cr/publicaciones/memoria_anual.html
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CONASSIFE® and the Comptroller General of the Repui§ligith respect to the budget and compliance
with the Annual Operational Plan.

A number of coordiation and cooperation committees exist: (a) committees WEBINASSIFbetween

the different supervisory segments, (b) the Superintendents Committee, (c) a consolidated supervisory
committee to review issues relating to financial groups and conglomeaate&]) joint working groups

for specific tasks, such as issuing and amending laws, or for research and analysis of specific issues.

SUGESE patrticipates in the objectives and goals of the National Development Plan, defined every 4 years
by the Executive Banch of the Government, as part of the Public Finance, Monetary and Financial
Supervision Sector, togetheith the other three superintendendief maintains communication with
national governmental bodies, such as the Ministry of Education and te@&lBdanch, in the context of
specific strategic projects such as catastrophic risk and financial education. The presence within
CONASSIFof the Finance Minister and the BCCR Governor facilitate communication and coordination
with the State bodies.

Internationally, SUGESE participates in international supervisory bodies such as the International
Association of Insurance Supervisors (IAIS) and the Association of Insurance Supervisors for Latin
America (ASSAL), colleges of supervisors (Mapfre, Qualitas, Rarerican Life) and has signed
multilateral and bilateral MoUs with supervisors from the home countries of international companies with
activity in Costa Rica (branches or subsidiaries).

Figure 20. Organisational structure of SUGESE

As of January 2017

| CONASSF |

Communicions and
A
[ UESPACHO Services Unit
[
-
Regulatory and S
| Author 2ations Division SDESSYERRY Dy Legal Division
S

Source: Costa Rican Authorities.

25 CONASSIF has an Internal Auditing Unit that performs studies of different types in the
supervisory authority. Such studies and its correction plans are brought GONMASSIFAudit
Committee.

26 The Comptroller General of the Republic (CGR) is responsible for the control of public finances
as a fundamental constitutional body of the State, auxiliary to the Legislative Assembly
(Organisational Law of the Comptroller General of the Réipy SUGESE is subject to the
authority of the CGR given that it is steftended.

2" SUGESE's objective as part of the National Development Plan is to achiebasistk supervision
for 100% of supervised entities by 2018. As of December 2016, 46% gjoiisvas achieved.
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2.1.2.Solvency regime

According toLaw 8653 (Article 11), all insurance undertakings operating in Costa Rica, including
brarches, are required to hold minimum capital according to their line of business. Minimum capital levels
are measured in Development Units (3%))a monetary account unit defined under law and whose value

is used as ainflation-adjusted index to denominatkebt transactionand encourage loAgrm credit.
Insurers are required to maintain such minimum capital according to the conversion rate of these valuation
units involved. No insurance or reinsurance company can commence operations without having fully
subscribed and deposited their minimum capital in the Central Bank of Costa Rica (BCCR).

Table 18. Minimum capital required for insurers in Costa Rica according to their license

Type of License Amount in Development Units Equivalent USD Amount
Personal Insurance 3 000 000 4 663 363
General Insurance 3 000 000 4 663 363
Personal and General Insurance 7 000 000 10 881 180
Reinsurance 10 000 000 15 544 543

Note: Based on DU/CRC exchange rate of 880.474 and CRC/USD exchange rate of 566.42 as of 31 December 2017.
Source: Costa Rican Authorities.

Insurance undertakings operating in Costa Rica are alsaeddoi comply with the riskased capital
defined in the capital adequacy regin@ol/ency Regulations for Insurance and Reinsurance Entities
SUGESEResolution 0213). Compliance with the capital adequacy regime is assegsaterlyby the
SUGESE The fdlowing are part othe capitaladequacy regime: (a) Base Capital (BC), capital available
for solvency purposes; (b) Solvency Capital Requirement (SCR), capital required in conformity with the
risks assumed by the compaand (c) Capital Adequacy RatioAR), the ratioof BC/SCR.

The BC for insurance companies and subsidiaries corresponds to the amount of Tier 1 capital and Tier 2
capital (up to 100% of Tier 1), net of deductions, as defined in SUGESE Regulatiéch B2case of
branches, BC is comprised the capital assigned to operations in Costa Rica pursuant to Article 226 of
the Commercial Code, adjusted for losses in the fiscal year and for prior fiscal years, if any, plus
contributions made to maintain the minimum capital, minus other dedudeitsed by SUGESE
regulation 0213*°. Such capital must be deposited with the BCCR.

28 Development Uniis anaccount unit definednderLaw on the Development dhe Secondary
Mortgage Market to increase accessibiliyCosta Ricasto property ownershi@nd strengthen
credit indexed inflatiorfLaw 8507as of 28April 2006).

29 Deductions include the book value of insurance entity shares received to guaranty loan operations
conferred by the same insurance or reinsurance entity, book value of purchased equity (deduction
refers to the cost of purchased equity, minus wemtramortization and cumulative loss from
deterioration of its value), accounts receivable, loans and investments in affiliated companies
(excluding reinsurance cessions or other rights made on affiliated reinsurance entities), accounts
receivable and loato employees or individuals of the affiliated group (except accounts receivable
from employees arising from the sale of insurance contracts), net deferred tax balance, capital shares
in companies of the same financial group, intangible assets exceagtaped equity, prepaid
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Solvencycapital requirementare calculated in accordance with the methodologies described in the
appendices of the Regulation on the solvency of insurance and reinse@mpeanies(SUGESE
Regulation 021.3)andS U G E Sdeneral guidelines for the application of this regulatidrerisk capital
consides asset, market, loan, technical, ceded reinsurance and catastropfibeitital solvency capital
requirement is equab the linear sum of each individual capital requirements, each calculated according
to Regulation 0A.3.

Up until 2013 insurers were required to hold capital that covénecamount of risk determined based on

the methodologies provided in the regulatai one point in time. As of 2013, a more dynamic CAR of 1.5
was defined as the target ratio. Internal models are not recognised for the determination of risk capital by
SUGESE.

Insurers must inform SUGESE on the results of the calculation of the CARvhark applicable, comply

with any actions indicated by the law depending on their CAR level and category. The CARs of all insurers
are reported by SUGESE on its website at the end of each quarter. In the case of branches, in addition to
CAR reporting, the entity must send to SUGESE within two months from the end of each semester a
certification of compliance with the capital adequacy standards of the parent company to which the branch
belongs, issued by the home supervisor.

An evaluation and modificatioof the solvency regulatory approach will be undertaken in 2018 as part of
SUGESE's 201438 strategic plan (see Table 17), with a view to transition into a prospective model for the
definition of capital requirements (Solvency Il) by 2022. This projectpses the following stages:

- The project roadmap which includes a diagnosis and determination of the gaps with international
standards, a legal opiniomand the definition of a strategy for the transition (22089);

- A proposal to define new methodoleg for calculation of technical provisions and solvency
capital requirements (by 2019). This includes a review of the definition of a new solvency regime;

- Training to industry and supervisors based on the proposal (by 2019);

- Performing tests with the indtry for the calibration of methodologies and the calculation of
technical provisions and capital requirements (three rounds of tests b@P2)) and

- Formulation of the regulatory proposal and approval process (by 2021).

Parallel to the proposed actigis mentioned above, SUGESE will gather the necessary information for the
implementation of the new scheme, modify its information systems and those of insurers for the
implementation of the new regime, and review other regulatory reforms linked toglesmiemtation of

the new regime.

SUGESE does not perform stress testing on Costa Rican insurers. PursuantReguketions on
Authorizations, Registries and Functional Requirements of Entities Supervised by the Office of the General
Insurance Superintemat insurers are required to have in place a Comprehensive Risk Management
System that includes simulation of capital adequacy under extreme condititoke 658 and Appendix

expenses, except prepaid interest and fees, assets with encumbrances, embargos, precautionary or
any other type of measures that impede or hider their free availability and loans or investments in
trust or other trust fees structured managed by companies in the same financial group, except
investment funds.
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14). According toRiskManagement anthternal Control SystemsRegulations insurers are required to
conduct stress testing, scenario analysis and perform an anneedssdfment on prospective risk and
solvency. Although SUGESE does not provide insurers with the parameters to be used in their stress testing
exercises, the resultd the individual stress testing are reviewed by SUGESE. A qualitative assessment of
the individual stress tests (model robustness, effective use of the results for risk management) feeds into
the risk matrix of SUGESE in the context of the transitioratals a riskbased supervisory model.

Since 2015, the Financial Stability Department of BCCR has conducted some stress testing for the banking
sector, running scenarios of interest rate and exchange rate changes. SUGESE is collaborating with BCCR
for the cevelopment of BCCR's stress testing models, providing input on the insurance sector (parameters,
scenarios). According to SUGESE, the BCCR model for the banking sector will ultimately be replicated
for the insurance sector to be used by SUGESE.

2.1.3.Financial Reporting

CONASSIF is responsible for setting financial reporting standards for regulated entities, i.e. listed
companies andll financial sector entities (banking, financial companies, pension, and insutari)1,
CONASSIF adopted the Internation&inancial Reporting Standards (IFRS) and financial sector
companiesincluding the INSarerequiredto disclose financial statements prepared according to IFRS.
The Council of CONASSIF establishes exceptions on specific topics, by regulation and fattiptude
purposesFor unregulated entitieONASSIFaccepts the standards set by the Chamber of Certified
Public Accountants (Colegio de Contadores Publicos de Costa@@g&A) for private companieand

the standards set by thMinistry of Finance for SO& All companies that are part of financial groups are
required taapply the accountingrovisionsissued byCONASSIFE

The valuation of assets and liabilities of insurance companies is done at their economic value (Article 12
of Law 8653). An adjustment ¢tor has been applied to the discount interest rate to estimate the
mathematical reserve for prudential reasons, but will be eliminated by 2018.

2.1.4.SUGESE's strategic plan and the transition to rigdlased supervision

SUGESE devises a new strategic plan efigeyyears. Such plan is reviewed annually and monitored on
a monthly basis. The 20488 Strategic Plan includes three pillars/objectives:

a) Supervisionadvance in the compliance with best international insurance supervision practices;
b) Education and Inclsion improve the knowledge and access to insurance; and

c) Operational Excellenceperform actions within the competencies of the Superintendency in a
timely and efficient manner.

Each pillar is supported by a number of strategic initiatives, which ardielaeti to a project portfolio.
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Table 19. SUGESE's strategic plan, 2014-18%°

Strategic Strategic Initiative Related projects Stage End date
Objective

1. Adoption of a risk-based supervision System of Insurance Supervision Ended
model that promote the good corporative
a) governance, stability and efficiency of the
SUPERVISION: insurance sector.
Model of risk evaluation of insurers Ended
2. Adoption of a conduct of business Model of supervision of insurance Paused
supervision model intermediaries
Model of conduct of business Executio  Apr-19
supervision n
3. Actions to advance towards Modification to the Solvency Regime Executio  Nov-22
implementation of Solvency Il type capital n

requirement model
Modification of the Catastrophic Risk Ended
Capital requirement

b) EDUCATION 1. Strategy to create conditions for Definition of conditions to facilitate Executio  May-19
N IDAI\N[eIMULS{[e]Nl inclusion and access to insurance inclusion and access to insurance to n
targeted populations
2. Improvement of statistics for insurance Definition and implementation of Executio  Mar-19
sector statistics of insurance markets for the n
public
3. APP SUGESE Mobile To provide some Su Not
through mobile phones started
c) 1. Consolidation of Internal Management Internal Management System (GIS) Closed
OPERATIONAL System through the revision of regulatory
EXCELLENCE: framework, the definition of measures to
improve compliance and the management
of the system
2. Optimization of internal processes Simplification and automatization of
processes
fProducts Registry Service Ended
fRoles Registry Service Ended
fMarket Discipline Service Ended
1System of registry for physical Ended
intermediaries
f'Supervision case files Ended
' Service of consultations Ended
3. Program for training of actuaries Design and implementation of the Paused
Sugese training plan for actuaries

Source: SUGESE, as of Aug 2018.

Implementation of a riskased supervisory model by all superintendencies has been the objective of the
201518 National Development Plan for the financial sector, measured by the number of supervised entities
on which a riskbased supervisorgpproach will be applied by 2018his objective is also part of
SUGESE's Strategic Plan for 2018. The relevant regulations were approved by CONASSIF in May
2016 and came into force in June 2@dr7all the insurance companies.

In the context of theisk-based supervisory model, SUGESE developed a risk matrix that is used as an
internal tool for the effective supervision of insurers, which is included in the regulations fbass#
supervision approved by CONASSIF which came into force in June Z0&7matrix uses a broad range

of risk parameters to evaluate the risk of insurers and assigns a risk rating to each onéadfrtgémo
account the assessment of earnings, capital and liquidity related to net total risk

¥SUGESE’ s St201p0edjiscuren®ylinder development
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Figure 21. SUGESE's risk matrix

RISK MATRIX
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Source SUGESE.
2.2.Institutional structure of regulation and supervision

2.2.1.Macroprudential Supervision

According to the 2016 OECBconomic Survey of Costa Ritaactions are needed to reinferthie macro
prudential framework and bring it closer to current practices in OECD countries. In Costa Rica,
accelerating the adoption of Basel Il principles, publishing the results of the stress tests carried out by the
SUGEFwould increase transparencydafoster market discipline. Establishing a bank resolution regime

and using tools such as capital surcharges for systemic institutionsplealue ratio and capital buffers
would make the system more robust.

2.2.2.Funding arrangementsof insurance supervigin

The funding of insurance supervisiorisavilydependent on Central Bank fundif@CCR covers 100%
of theexpenses incurred by SUGESBdsupervised entities do not contributeiIdGESEs budgetThis
is in line with the funding arrangements of thredxerfinancial supervisionn Costa Rica, wittBCCR
coveing 80% of theexpenses incurred by SUGEBUGEVAL, SUPEN and CONASSIFE while

31 OECD Economic Surveys: Costa Rica 2016: Economic Assessment, OECD Publishing, Paris,
available at http://dxloi.org/10.1787/eco_surveysi-2016en
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supervised companies pay for the remaining 20% ofettpeenses incurred by SUGESUGEVAL,
SUPENandCONASSIF(Executive ader N° 38292H).

The FSAP assessment undertaken in 2008 recommended that the funding arrangements of supervision in
Costa Rica should be aligned with international standdBISCRis preparing draft legislation to amend

the Law Regulating the Sectigis Market (No. 7732), which includes a change in the attribution of
supervisors' financing expenses incurred. Such amendment would apply to CONASSIF and all
superintendencies, including SUGESE.

2.2.3.Legal protection of insurance supervisors

Currently, neitler SUGESE nor any other of the superintendencies of Costa Rica has any legal protection
regarding their supervisory activityand superintendents are liable for their supervisory actions with their
personal assetéccording to the General Law of the PigbAdministration No 6227 ,the Administration

shall be liable for all damages caused by its legitimate or illegitimate, normal or abnormal operation,
except force majeure, fault of the victim or fault of a third party"

A constitutional reform is deematbcessarpy the Costa Ricanuthoritiesto establish legal protection
for supervisorsThe BCCR and CONASSIF haveissuedagreementgresolutions)that guarantedegal
advicein theeventthatofficials andex-officials aresuedfor their actionsassupenisors.The CostaRican
authoritiesstatethat no official of the superintendencigsasbeenconvictedof his actionsasa financial
supervisobecausehe courtshavepointedoutthattheyhavebeentakenin goodfaith andweretechnically
correct.Although bothBCCRandCONASSIFhave issuedresolution$* thatguarantedegal assistancéo
everyofficial or formerofficial of superintendenciaa caseof judicial inquiriesarisingfrom the exercise
of their functions,the arrangementioesnot constitutelegd protectionin the senseof internationalbest
practice.

Guidance on the Insurance Core Principfeo? the IAIS requires that "the supervisor and its staff have

the necessary legal protection against lawsuits for actions taken in good faith whilegitiscthesir duties,
provided they have not acted illegally. They are adequately protected against the costs of defending their
actions while discharging their duties" as a precondition for effective insurance supervision, as do the

2| n fact, the Basel Committee on Banking Supervi :
Supervision Principle 2.6 states that “rrt] is fi
autonomy or operationalindemdence” which would indicate autonomy

not specify the method by which it is financed.

33 The budget of some superintendencies and CONASSIF includes resources for legal assistance to
their personnel for any judicial claims thatyhmay face in relation to acts performed in the exercise
of their duties.

34 As per Article 8 of BCCR session 512804 minutes and Article 13 CONASSIF session-420
2004 minutes.

35 |CP 2 states that "The supervisor, in the exercise of its functions andspasveperationally
independent, accountable and transparent; protects confidential information; has appropriate legal
protection; has adequate resources; and meets high professional standards." as per
http://www.iaisweb.org/file/58067/insurancereprinciplesupdatednovembef2015
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principles of the Basel @nmittee (Principle 2: Independence, accountability, resourcing and legal
protection for supervisors on Banking Supervisidahd IOSC®'.

In September 2005, a draft bill of Law No. 16008 Amendments to the Organic Law BCR was
submitted to the Lediative AssemblyexpedientNo 16.008) Theinitial draff®included the provision of
adequate legal protection to bank supervigomrelationto actsperformedin the exerciseof their duty.
This provisionwaslaterdeletedasit wasopposedy the Constiutional Courtandwasfurtherconsidered
ascontradictoryto domesticandinternationalegal commitmentsagainstcorruptionin the public service.

BCCR is currently preparing draft legislation to address the legal protection of the financial sector
supevisors, in accordance withe constitutional and legal framework that regulates public servants

2.2.4.Consolidated spervision of financialgroups

CONASSIFapprovethe rules concerning the orgaation, transfer, registration and operation of financial
groups, in accordance with tii¥ganicLaw of BCCR(Law 7558) According to Article 146 of Law 7558,
entities that are part of domestic financial groups are prohibited from:

a) Carrying out transactions between them under conditions that are different deavatbplied in
their normal operations with independent third parties;

b) Participating in the capital of other financial or Amancial companiesThis excludes He
activities of investment compani@s prescribedby the provisions of the Law Regulatingeth
Stock MarketSuch restriction does not apply entities that are part of foreign financial groups.

According to the Organic Law dhe BCCR financial groups cannot include néinancial institutions in

the group and a holding company must be establifitred financial group to hold different financial
entities. Domestic financial groups have therefore established insurance intermediaries as part of the
holding company and not as part of a subsidiary. The INS andostatd banks are excluded from such
restriction and are authorised to have-financial companies as part of their group.

There is currently no legislatian CostaRicaallowing for consolidatedupervisiorof financialgroups®,
with the exceptionof stateownedfinancial conglomerate’$ whose holding companymust be a state

36 http://www.bis.org/publ/bcbs230.pdf

37 Objectives and Principles of Seitiers Regulation, 6.1 Principles Relating to the Regulat®he

capacity of the regulator to act responsibly, fair
legal protection for regulators and their staff acting in the bona fide dischargér éfittetions and

powers" as penttps://www.iosco.org/library/pubdocs/pdf/IOSCOPD154. pdf

38 The draft bill was stalled in Congress for eight years and was subsequently archived by th
Legislative Assembly in July 2014, as its approval deadline was not met.

%% Defined as a group of companies that engage in financial activities, sgaeither as
corporations or orgasations of cooperative, solidarity or mutualistic nature, under comuontrol,
common management or functional link, and orgeshiand registered in accordance with the
provisions of theStructural Law of Costa Rica’s Central Baf#ict 7558) and its reforms.

40 According to Article 60 ofSUGEF Agreement 88, consolidatedsupervision bySUGEFis
applied tostateownedfinancial conglomerates since all memberswfhconglomerateare part of
the banks assetsand therefore within the scope of supervisieven when they are abroad.
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ownedbankandwhosesupervisois thereforeSUGEF bothin their capacityasindividualinstitutionsand
asholdingcompanies

According to Regulation on authorizations and operation of groups and financial conglemerat
(AgreemeniB-08), SUGEFis the supervisorof financial groupsor conglomeratethatincludea financial
intermediary (credit institution) domiciled in CostaRica. For groupswith no financial intermediary
domiciledin CostaRica,the groupsupervisois the superintendencgupervisinghe financial entity with

the highestvolumeof assets.The supervisomay changeasa function of changesn thefinancial group
structureor theassetolume.CONASSIFmayassignthe supervisiorof afinancialgroupor conglomerate

to adifferentCostaRicansupervisomtits discretion.

AgreemenB-08 establishega seriesof guidelinesto determinea) the supervisorof thefinancialgroupor

conglomerateh) therequirementsor approvalof foreignbankingcentresg) the proceeding$or changing
theresidenceor thelicensetypefor foreignorganisationsy) therequirementgor incorporationof foreign
organisationghat are not subjectto supervisionat their legal residencdhomejurisdiction), e) the rules
regardingthe provisionof servicesamongorganisationshatform partof the groupor conglomerateand
f) criteria for the identification of de facto financial groups. When the application relateseither to

organisationsor financial groups supervisedby different supervisors;the supervisorin-charge must
coordinatewith other supervisorgo get any documentationjnformation or approvalrequiredfor the
authorisatiorprocess.

Furtherimprovementsin the effective supervisionof crossborder financial operationswere deemed
critical for stability accordingto the 2008 FSAP assessmenEinanciallinkageswithin the region have
beengrowing, thoughtheyarenot yet fully understoodowing in partto datalimitationsbut alsoto legal

restrictionsoninformationshaing.

A draftlaw empoweringhe SUGEFto conductconsolidatedsupervision(including offshorestructures)
was submittedin the past and has since been archived by the Legislative Assembly Consolidated
supervisionof bankinggroupsremainsto be resolvedand SUGEFis in the processof preparinga new

draft consolidatedupervisiorreformbill to be submittedto the LegislativeAssembly

2.2.5.Consultativemechanismswith the industry and other stakeholders

Both regulations issued BYONASSIFand resolutionsssued by SUGESE follow a legal compulsory
consultation process prior to being issued in compliance with Article 361 of the General Public
Administration Law (No. 6227). Every proposed regulatory project must follow a consultation process
unless a legal opion issued by the SUGESE legal department demonstrates exceptional reasons to
dispense with this process.

Any reform or development of new regulation BONASSIF follows the process prescribed by
CONASSIF resolution oRrocedure for processing draft progals that issue or reform Financial System
regulations®. The following steps are to be followed for the issuance or reform of any financial system
regulation byCONASSIFand any resolution issued by SUGESE:

a) Submission of conceptual framework of the regppiy necessity and its scopeGONASSIFby
the Superintendent's Office; the CouncilB®NASSIFmay approve or oppose the process;

b) Development of the proposed regulation by the Superintendent's Office;

41 Approved at Meeting 1042013, Article5, held onl8 June 2013
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c) Proposal by the Superintendent's Office to the €ibfmr the issuance or reform of a regulation,
including a letter indicating the period and process of public consultation to be undertaken, a
legal and technical opinion as well as a dostefit analysis in accordance with the provisions
of the Law 8220or the Protection of Citizens from Excessive Requirements and Administrative
Processes;

d) Analysis of the proposed regulation by the ChairmanC@NASSIF and submission of
recommendations to the Superintendent;

e) Discussion by the Council and approval of fhroposed regulation to be submitted for public
consultatiof?;

f)  External consultation with regulated entities and publication of the proposed regulation on the
Superintendence's website;

g) Submission by the Superintendent of final proposal for issuing theat@n or its reform. A
matrix with the comments received during the consultation period, the comments by the
Superintendents regarding such comments and the resulting text is published along with the final
texton the Superintendent's website and inQffficial Newspaper La Gaceta;

h) Compilation and filing of a 'Regulations File' by the Secretary General of CONASSIF, containing
all documentation related to the process.

An appeal process is available to supervised entities, administrative entities eonexnatno wish to file

a motion against SUGESE resolutions, pursuant to Article 342 of the General Public Administration Law
(LGAP). Motions to revoke and appeal are ordinary, while motions to review are extraordinary. Ordinary
motions must be filed withia period of three calendar days from the final action and extraordinary motions
within 24 hours in the remaining cases.

2.3.Compliance with international standards of supervision

Costa Ricais a member of the International Association of Insurance Supeyv{$alS) andthe
Association of Insurance Supervisors of Latin Ameriéaociacion de Supervisores de Seguros de
América Latina ASSAL).

In 2012, a peer review of the principles was conducted by ASSAL.: three principles were assessed as
"observed", 11 "widly observed" and 12 "partially observe8UGESEhas also participated in all self
assessments against the IAIS Core Principles since its creation (Corporate Governance and Monitoring
Measures Principl@sout of whichtwo were assessed as "partially alveel" and the rest as "widely
observed"Improving compliance with best supervision practices, and in particular with regards to the
Principles assessed as "partially observed" is part of SUGESE1303%#ategic Plan.

42 Consultation processes undertakerShyGESEare addressed to insureirssuranceassociations,
public entities and the general public.
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Table 20. SUGESE 2014-18 Strategic Plan on compliance with best international practices on supervision

Objective Initiative Deliverable

Objective 1-
Supervision:
Make progress
in compliance
with best
international
practices for
insurance
supervision.

Source: SUGESE.

Adoption of a supervision
model based on risk as an
incentive to god corporate
governance, stability and
sector efficiency

Adoption of a model for
supervision of market
behavior

Actions to make progress
towards implementation of
Solvency Il capital
requirement model

Insurance Supervision
System (includes SIAT)
Model for assessment
of insurer risk

Model for Supervision
of Insurance
Intermediaries

Model for supervision
of market behavior
Diagnostic on Solvency
Compliance
Amendment of the
catastrophic risk capital
requirement.

60%

45%

Commitment

100%

85%

75%

50%

100%

100%

50%
30%  60%

100%

SUGESE has not been subject to a Finarggator Assessment Program (FSAdYlate.

2.4.Corporate governance

100%

100%

The corporate governance regime applicable to insurance efrtitiedd June 2017 isstablished under

the revised Corporate Governance Regulations issuedCI®NASSIF. In January 2016CONASSIF
circulated its proposed Regulation on Corporate Governance (Propuesta de Reglamento de Gobierno
Corporativo) for consultation, which was approved in December 2016 anceviifidlemented as of June

2017.

The new Corporate Governance Regulation draws upon leading international benchmarks for corporate
governance including the instruments of the Bank for International Settlements (BIS), International
Association of Insuranceupervisors, the Financial Stability Board (FSB), the International Organization

of Securities Commissions (I0OSCOQO) and the OECD. It is based on a pridzgled model, moving away

from the currentrulesbasedmodel, guides supervisory expectations regaydihe management of
regulated entities and empowers the governing body to define enforceinbhair actions Unlike past

standar ds,

whi ch

wer e

enforced

t hrough

t he *

intended to be mandatory. Itale with the different characteristics and capacities of regulated institutions
by allowing proportionality in its application, as its rules can be adapted to the size of the company.

The Regulation on Corporate Governandke apply to all organgations under the supervision of the four
financial superintendencig@ssuers banks market intermediariesnsurance companies and pension
fundg. It covers a comprehensive set of governance issues inclidibgard member dutiegj) board
responsibilities;(iii) board compositionfiv) board member profiles; e) nominations processes, f)
documentation; g) board evaluations; h) conflicts of interest; i) committees; j) risk management; o) audit;

[) remuneration; m) transparency; n) subsidiary governanceaodtsblider rights andther.

The Corporate Governance Regulations bieding toboth private and stat@wnedregulated entities.
Given the different legal nature of the entities covetled composition of thensurer's BoDmust be in
accordance with thepscific law that regulates the entity or in the absence of a specific law, in conformity
with the Commercial Code and the bylaws of the comgarticle 5). However, INS is not subject to this
part of the regulation dhe designation dafs BoD memberss made by the Executive Powetcording to

the INS law (which supersedes the Corporate Governance Regulations)
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2.4.1.Fitness and proprietassessment

According to SUGESE Agreement-08, the criteria for assessing the suitability of shareholders upon
licensingare (a) economic solvency, and (b) criminal record (and "moral standingig assessment for

the criminal record of shareholders is based on a sworn declaration submitted by individual shareholders
around their legal and disciplinary track recdérény false information provided in the sworn declaration

is treated as forgery and penalised heavily.

The same regulation prescribes criteria for assessing the suitability of the board of directors or oversight
committee, general manager, assistant generalgagnaternal auditor and compliance officer of a new
insurance entity upon its establishnfeénthese consist of (a) a professional qualification criterion, and (b)

a criminal record (moral standing) criterion. These are assessed based on a questimhraase/a@n
declaration around the legal and disciplinary backgrfutdbw shareholders and managers joining the

insurer after establishment are also assessed in the same way. A qualitative assessment of the management
is feeding into the risk matrix of SUESE in the context of the transition to a fisksed supervisory model.

Pursuant to the ne@orporate Governanaggulation the senior management and Board of Directors
(Governing Body) of supervised entitieaust be of recognised repute and with teeperience,
competencies and integrity necessary to manage and supervise the businesses and activities under their
responsibility The body responsible for electing BoD members must ensure that the candidates are
qualified for such positions and free of cact$ of interest that could prevent them from acting in an
objective and independent manner.

2.5.Investment regulations

There are no limitatione n i n s ur e r ;sinsurersraneegdrd o eanage their investments in a
sound and prudent manner, idéyitig, measuring and controlling their rifRUGESE Resolution 623

Article 25). To achieve this, the insurer's Badpprove the investment policy to select and mix assets,
diversification and risk manageme#s part of its ongoing supervision, SUGESEe&wes reporting by
insurers on their investment portfolios and uses such information in the insurers' risk matrix assessments.
Insurers caronly invest in assets and instruments whose risk may be duly monitored, managed and
controlled while assets must & invested considering the joint safety, liquidity and profitability of the
portfolio. The accounting treatment of insurers' investments is based on their reasonable value, irrespective
of the intention of the entity upon acquisition of the security.

Insurers must cover the following principles in their investment policies: (a) coherence (matching nature
and duration of assets and liabilities with respect to term, currency and risk/return), (b) diversification, (c)

43 Article 31 of Chapter IlI "Areas of analysis and criteria for evaluating the authorigaticess"
of SUGESE Agreement 608 Regulations on Authorisations, Registration and Operating
Requirements.

44 Appendix 12 Section II, "Disciplinary and Judicial Backgrounaf'SUGESE Agreement 008.

45 Article 33 of Chapter IlI "Areas of analysis and crigefor evaluating the authorisation process”
of SUGESE Agreement 608 Regulations on Authorisations, Registration and Operating
Requirements.

46 Appendix 11 of SUGESE Agreement-08.

COSTA RICA: REVIEW OF THE INSURANCE SYSEM © OECD 2019



b 53

liquidity (to backup technical reservestefms lower than a year), (d) assignment of income and expenses
(applying uniform criteria over time).

At least 40% of assets that cover technical reserves need to comply with the conditions established by
SUGESE Resolution 023 (Article 27) with regardso currenc§’, risk ratind®, security type and
authorised markét

2.6.Early intervention and winding-up/insolvency
There have been no insurance company failures or insolvency cases in Costa Rica.

SUGESE is granted discretionary intervention powers by tisld¢ion, with the possibility to apply
corrective measures. Such flexibility is provided to SUGESE mostly for moral persuasion of insurers.
Intervention measures vary from a request for corrective plan, to administrative intervention and filing for
bankwuptcy. Insurers have the right to appeal against SUGESE's corrective actions to both CONASSIF and
SUGESE.

According to SUGESE Regulation-A3, insurers with are required to have a solvency ratio (CAR) equal

to or greater than 1.3. Any capital deficiemayst be addressed within 40 days. According to Integrated
Insurance Supervision Framework, approved by CONASSIF in April 2017, different levels of intervention
are enforced according to the degree of exposure to technical, financial and operatiorial thigks
significant activities of the supervised entity. For the assessment of these exposures, quantitative and
qualitative criteria are applied.

Under exceptional circumstances and by reasoned decision, SUGESE may require additional capital from
the insuance entities when it concludes that the insurer does not comply with corporate governance
requirements or when these variations impede correct identification, measurement, control, and
management of the risk to which it is exposed. In accordance with SHGE13, the additional capital
requirement will be reviewed at least once a year by SUGESE and will be eliminated when the entity has
remedied the deficiencies that led to its imposition. When SUGESE requires additional capital, the Capital
Base of the mtity must cover the amount resulting from the sum of the minimum capital adequacy

47 Denominated in national currency, dollars, yens, euros, poundsigteriother currencies
authorged by theSUGESE.

48 Domestically issued debt securities or their issuers must have at least one investment rating
assigned by an authorised rating entity under the terms of the applicable regulation (issuers
designated by thdaw Regulating the Stock Market are not required to comply with this
requirement). Internationally issued debt securities or their issuers must have at least one investment
rating assigned by an international rating entity.

49 Local: Those authorised byetGeneral Superintendence of Securities and debt issuer windows
pursuant to the legislation; Foreign: Primary markets or stock markets controlled and registered, as
applicable, by the regulatory entity in the jurisdiction where they operate. Authorisgignfor
markets are understood to be stock markets or OTC markets located in countries members of
Technical Committee of IOSCO and from the European Union. The entities must have a service that
permits timely access to price information and relevant facte@mstruments traded. In addition,

they must explicitly incorporate in the investment procedures manual, the policies for investment in
foreign markets and securities.
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requirements (Article 11) and the additional capital. The Superintendent must inform CONASSIF
regarding the entities that are subject to additional capital requiremenyswiaring system indicators

In the context of its transition towards a Fisksed supervisory framework (see Section 2.1), SUGESE has
developed a list of 19 early warning indicators (SIAT) that are incorporated in the supervisory routine.
These indicats are reviewed on a quarterly basis as part of the monitoring of the Supervision and allow
it to take preventive action or advise the insurer accordingly.

The levels of early warningindicators were defined based on the experience of countries like Chile
Colombia and Mexicaand recommendations from international agencies such as the Office of the
Superintendent of Financial Institutions (OSFI) and the National Association of Insurance Commissioners
(NAIC), adjusted for the Costa Rican insurance malkeinches andrgitieswith less thariwo years of
operationwere excluded from the sample and normal limits were set so tleasaB80% ofnsurers are
located withinsuchlimits. This methodology will be subject to revieamd adjustmerat least every to

years.

Table 21. Early warning system indicators (SIAT)

o Unusual
Category Definition Values
Under Over
(Total liability - reinsurance
participation in technical provisions
1 Total Debt Ratio | contingent liability for obligations fo 2x
litigation and lawsuits pending ) / n¢
worth

(Total liability + contingent liability fo
obligations for litigation and lawsuit
2 Financial debt pending - technical provisions asset 0.5x
and liability accounts for ceded ar
retroceded reinsurance ) / net worth

1) Capital Provisions for reported claims-
adequacy and Net Provision fol compensation in the incos form for

3 | Indebtedness|claims to nefwork risk + provisions for not reporte 30%
worth claims- reinsurance participation in th

claims provision ) / net worth
Gross premiums written current year

4 Gross risk ratio 3x
average net worth
5 Net risk ratio Net premiums written currenyear / 1.5x
average net worth
minimum capital Free capital commitment / minimur
6 . . . 1.05x
index required capital
7 Capital adequac|Net worth / solvency capitg 1.3x
index requirement )
i i i i - 0, 0,
8 Premium growth (Premium incore (t) / Premium incomq -10% | 40%
(t1))-1
1) Profitability (Fnancial investment income + gains| 2% | 8%
and losses unrealized from valuatiq

9 | management| Investment Yield | adjustments) / (( investments i
financial instruments (t) + investmen
in financial instrumentsfm 0 - n
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Category Definition
10 Return of equity | Accumulated profits (t) / average equij 0% | 12%
. Net claims period / net earned premiu 65%
11 Loss Ratio of period
12 Expense Ratio Net Operating expenses / Net Premiu 40%
P of current year
13 Combined Ratio | Loss Ratie- Expense Ratio 90%
o (Financial incomeFinancial expenses) 0% | 20%
14 Financial Result Net Premium current year
15 Technical  andLoss Ratio + Expense Rati§inancia 80%
financial Result | Result
Relative Run Of (Claim Provisions ) - Paid Claims { 0%
16 Ratio Claim Provisions (t)) / Claim Provisic
(t-1)
(Claim Provisions ) - (Paid Claims | -5%
17 v?/g:[hgg\ti;o Ne Claim Provisions (t))) / Average 1
Worth
18 Liquidity Ratio Not Restricted Aailability + Liquic 50%
I11) Liquidity qudly Investments) / Total Liabilities
19 Management | Cover Technicd Assets eligible for coverage / Techni| 19X
Provisions Index | Provisions

Source: SUGESE.

2.6.1.Insolvency/ Windingup regime

Pursuanto Law 8653, in case an insurer or reinsigrereditors request a declaration of bankruptcy by the

court, theco u r t

requires

t he

Superintendent

t o

det er mi

If the Superintendent confirms that the company is soM8dGESEimposes measures that shibbe
imposed on it and the respective deadlines for their implementation. If the Superintendent deems the
company insolvent or if the company does not comply with the imposed measures by the established
deadlines, the company is declared bankrupt anédsigonsible for its liquidationlLiquidation of all
companies is regulated by the Commercial Code of Costa Rica and consists of transfer or liquidation of

assets.

In terms of priority of claims upon liquidation, employees have priority over any other(jletit
liquidation costs) according to Article 33 of the Labour Code (Cédigo de Trabajo). Payments are then
made on obligations arising from insurance policies, with annuity policies deriving from the Workers
Protection Law (Ley de Proteccién al Trabajadlew No. 7983) being prioritised first. "Privileged
creditors /creditors with preferené&(Article 901 of the Code of Commerce/ Cédigo de Comercio) are

paid next and any remaining assets are distributed among common creditors proportionately to the amounts

of their respective claims. Prior to paying common creditors, liquidators must create a reserve for handling

%0 Creditors with preference include: the Treasury and Municipalities for the taatesorrespond

to the year preceding the declaration of bankruptcy; the mortgagee for the value of the mortgaged
property; the pledgee creditor, for the price of the thing given in pledge; the creditors that, having
right of retention have made use of thght, by the value of the thing or things retained; and the

lessor of rural or urban properties, for the amount owed to him because of the lease.
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expenses, attorneys fees, and the guarantees t

are parties.

2.6.2.Guarantee fund

There are nogicyholder protection funds or other guarantee funds in the Costa Rican insurance market.
However, INS enjoys a full guarantee by the State on its insurance activities in the country, including the
administration of commercial insurance, the administnattb Workers Compensation Insurance and
Compulsory Vehicle Insurancditicle 1 of the National Insurance Institute Latv

2.7.Complaint-handling and consultation process

Insurance undertakings are required to provideritten and substantiateg@sponse t@ny complaint,
notice of incident or claimubmitted bynsurance service consumerishin 30 calendar daylsom the day

all documentation required is submiti@kticle 4 of Law 8653)Information about the progress made on
investigations into reportedéidents should be provided by insurers. In case of full or partial rejection of
a claim, insurers have to inform consunedssut the different appeal channels to which they have recourse
should they not agree with the grounds substantiating the rejectpamtial payment of their claim.

Every insurance undertaking operating in Costa Rica is required to establish a special Insurance Consumer
Protection and Assistance Unit to handle and settle consumer complaints and claims. Such unit should
perform its finctions in absolute independence and impartiality from the insurers' operational bodies. The
operation of such unit may be delegated to a third party as an ancillary service under certain conditions
(SUGESE 0613 Article 14) and provided they report this SUGESE? Insurance consumers who
disagree with a notified response to their claim can recur to the Insurance and Consumer Protection and
Assistance Unit prior to the regular expiration of their insurance policy.

Insurance consumers can also submit tleeimplaints to the Office of the Superintendent, provided that

a final response from the insurer's Unit has already been provided. Should the office of the Superintendent
find indications of norcompliance or violation of the consumer protection reguiatid will transfer the
respective complaint or claim to the National Consumer Commission (Comisién National del
Consumidor), established pursuant to Law 7472 on Promotion of Competition and Effective Consumer
Protection by the Ministry of Economy, Indnsand Commerce. Insurance consumers can also choose to
file a complaint directly with the National Consumer Commission. Anonymous complaints can be filed
with SUGESE.

The Market Conduct unit of SUGESE's Legal Division aims to resolve complaints andtatboss
submitted to the Superintendent's Office by insurance consumers, supervise the conduct of market
participants, ensure protection of insurance consumer rights and promote the disclosure of information to
guide its decisiommaking. Its specific regmsibilities include the following tasks:

- Attend and evaluate complaints and consultations filed against supervised entities by insured
parties and third parties, with the purpose of providing a legalfv@@wthe point of view of the
conduct of businessxpected bySUGESE;

%1 Section 1.5 of this report.

52 Nine insurers have outsourced this service to the same third party, tive Geribefensa del
Aseguardo (Insured Defense Centréhese are: ADISA, ASSA, Mapfre, Pan American Life,
Seguros Bolivar, Sagicor, Seguros del Magisterio, Oceédnica de Seguros and Lafise Costa Rica.
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- Examinecomplaints filed by participants in the insurance market or third parties related to
unauthorized insurance activities, aslivas conduct ex officio monitoring of the domestic
insurance market

- Promote market conduct in ordén protect the rights of the insured and provide relevant
information to the markeand

- Oversee the operatiorsf the Insuranceand Consumer Protection and Assistance Units of
insurers to ensure their appropriafgeration.

Insurers supervised by SUGE&Ee also required to have a Policies and Procedures Manual for handling
notices of incident and claims requests, reviewed on an annual basis. The minimum requirements for such
policies and requirements are described by SUGESE Regulatit® (&rticle 15)and verified by the
superintendency. Insurers must disclose their consumer assistance activity through a report submitted to
the Office of the Superintendent on a quarterly basis.

Consumers may submit written complaints to SUGESE using the form providdge [f)ffice of the
Superintendent (Market Conduct unit of the Legal Division), which is expected to resolve such complaints
within a maximum of 2 months for complex cases from the day of submission of the form and
documentation required. Requests for infation on issues of general interest regarding the insurance
market and insurance consumers' rights can be submitted to the Office of the Superintendent Queries,
which also provides insurance consumers with information on the legal channels availablkutoess

for exercising their rights.

2.8.Dispute settlement

At any time during a consumer claim procedure the parties may, by mutual accord, submit the disagreement
at the origin of the complaint or claim to the rules and procedures established under La\ietnative

Dispute Resolution and Promotion of Social Peace (Ley Sobre Résolatierna de Conflictos y
Promocién de la Paz Social). These mechanisms are voluntary, triggered by mutual consent of involved
parties and include mediation, conciliation ambditration.

Precautionary measures and administrative penalties imposed by SUGESE to insurance undertakings
(when dealing with claims directly) are subject to appeals and revocation motions within three business
days of their imposition. Penalties impdsee established in the Insurance Market Regulatory Law8653

2.9.Market conduct rules

The rights of insurance consumers in Costa Rica anthsieanceconsumer protection framework are
prescribed by the Insurance Market Regulatory Law 86RB5ESEAgreemen 06-13 (Regulations for

the defence and protection of insurance consumers), the Ins@@anitactRegulatory Law 8956Sugese
Resolution 0513 (Regulations on Group Insuran@d other regulations related to the promotion of
competition and effective flence of consumers established in international treaties and conventions to
which Costa Rica is a party.

Pursuant to Article 25 of Insurance Market Regulatory Law 8653, it is mandatory for insurers and insurance
intermediaries active in Costa Rica to stgr the policy and technical specifications of their insurance

53 Chapter Ill,Offenses andPowers ofSanction
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products with SUGESE according to the registration process and requirements set out in SUGESE
Agreement 08L4 (Regulation on the registration of insurance prodiRgglamento sobre el Registile
Productos de Seguno¥d Insurance products offered under the chossler regime derived from
international agreements to which Costa Rica is a party are included in the mandatory registration
requirement.

Registration of compulsory insurance, aslvasl thepremiumsfor compulsory insurance, requires prior
authorisation bYSUGESE (see Section 1.8)The relevant procedure is regigld by the Regulation on
Authorisations, Registration and Operating Requirements for the Entities SupervissdGiSE
(SUGESEAgreement 0408) and the operation of these entities is prescribed in the Regulations on the
Operation of Compulsory Insurance.

SUGESE can request clarifications or revisions to the contractual and technical documentation of
registered products ancé the power to file an administrative proceeding for noncompliance with the
adjustment requirements of a product. Registered products are incorporated into the Insurance Product
Registry, available 0BUGESEs online platform.

All insurers and intermedies must comply with the guidelines established under the Regulations on
InsuranceDistribution issued bySUGESE (SUGESE Agreement 0B0) which regulate the sale of
insurance,sets minimum customerinformation requirements, as well as trainimgquirementsfor
individual and corporat@surance intermediariegtive in Costa Rica ransparency of information is also
safeguarded through the requirement for breakdown of costs and fees related to insurance services,
including for insurance sold through bankmether with loans or mortgages, for which SUGESE
cooperates with SUGEF.

Insurers must have a Policies and Procedures Manual on the Sale of Insurance, while brokers must have a
Handbook of Intermediation Policies of the Brokerage Company. The minimuent®nf such manuals

are defined and verified by SUGESE pursuant to SUGESE Agreemdiit. 08 insurance service or

product (including those offered under the crbesder regime) can be promoted, publicised or offered if

it has not been registered upfravith SUGESE.

On January 2017, SUGESE launched the "Conduct of Business Model" project as part of its strategic plan
201418. The purpose of the project is to develop a market conduct supervision model in line with best
international insurance standardsich as the IAIS Insurance Core Principle (ICP) 19, taking into
consideration the principle of proportionality depending on the nature, scale and complexity of operations
and the impact on consumess.diagnosisphase haslreadybeen performe@dnd defineghe intended

scope, in order to serve as a basis for the development of the model. Such model is in the elaboration phase
ard will incorporate conduct of business risks supervision based on a produsicliéeperspective (from

design to aftesales seri¢e) and dimensions of market conduct supervision (confidentiality, competition,
fraud, financial education and inclusion). Regarding Inclusive Insuraaceew regulation has been
prepared and is nounderconsultation with the industry and other stakdbts it is expectedo be issued

by the first quarter of 2019.

%5 |n thecase of mandatory automobile insurance, premiums are calculated for each type of vehicle
as the ratio of expected claims over the projected number of vehicles. Projections are made based
on the historical analysis. In the case of work risk insurance, presriare calculated for each type

of economic activity and are calculated as the ratio of expected claims divided by the projected
salaries of insured workers.
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The business conduct supervision model aims to develop a matrix that will serve as a guide to supervision
activities, and approve such matrix by the end of first semester 2019. The maiorimgmdols envisaged
in the model are:

a) Consumer trend reports and surveys;

b) Selfassessments performed by the companies;

c) Risk based supervision of all processes in the product life cycle;

d) Specific reviews for certain products (e.g. when generated bassaimplaints);

e) Conduct of Business Indicators (ratio of claims, combined ratio, commission levels and lapses,
client mobility, cancellation reasons)

f)  Exchange of information with other consumer protection agencies

Table 22. SUGESE's proposed market conduct supervisory model

Supervision Topics | Requirements  of  th{ Governance monitoring| Activity Monitoring Risk  Assessmen| Preventive measure

Supervisor (Since it is { (For each requireme (For each Tools to be deployed

scheme based on princij indicating information | reqirement, (In which risk of tf (Which measures col

the reference would be to| request for efite and on| information to requq evaluation matrix i be considered accord

fulfillment of these princip| site supervision) for ofsite and osite | considered) to the assigned level
Phases\ to be supervision) risk)

Policies, processes ¢
fair treatment culture.
Product Development
Promotion and disclos
of product information
Counseling and confll
of interest

After sales service a
information
Complaints
Confidentiality
Competition

Fraud

Education and Finan
Inclusion.

Source: SUGESE.

2.9.1.Financial education

Based on the results of various natiside studies and surveys, thereasylow awarenesesf theopening
of theinsurancemarketto competitionon the partof thoseinsuredandof thechoiceavailableto insurance
customersamongthe generalpopulationof CostaRica. The Supervisoris not well-known to insurance
customersthe majority of which do not compareoptionsbeforebuyinganinsuranceroduct.Despitethe
fact that there hasbeennationaldiagnosticof the financial literacy level of CostaRicans,the limited
financial educationevidencedby the numeroussurveysand studiesis a challengeparticularly when it
comesto theinsurancenarket.

In 2013,CONASSIFapproved the implementation of the National Financial Education Strategy (ENEF)

with the participation of all four superintendencies. The strategy includes tapeent of a Financial
Education Portal, the definition of programmes for different segments of the population in order of priority,
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as well as the provision of technical assistance, monitoring and evaluation. Cooperation of the public with
private stakeblders and industry participants is envisaged in the strategy.

Specific action was initiated in 2017 aiming at raising awareness of the risks of illegal insurance in the
general population of Costa Rica. The campaign included, inter alia, an advertisampaign across
media.

Financial education is also included in SUGESE’ s
initiated in 2017. The project will consider business conduct from supervised entities as well as market
issues such as asftiaud, competition, inclusion and financial education and awareness. The project will

be finished during the first semester of 2019.

Figure 22. National financial education strategy of Costa Rica

Phase 1 Phase 2

Phase 3 Phase 4
2013 2014-2015

2016-2018 2019

Definition and ‘Awareness and
approval implementation Evaluation and Review and

consolidation adaptation

(Served) {In action)

Source: Costa Rican Authorities.

2.10.Role of Actuary

Insurers operating in Costa Rica are required to register their actuaries with SUGESE (Article 6,
Regulations on the Registration of Insurairoducts), however, it is up to the insurance undertaking to
evaluate the professional profile and technical suitability of these professionals. Actuaries wishing to work
in Costa Rica need to be members of the Federation of Professionals in EconoBuciah8ciences in

Costa Ric&® The Federation requires members to hold academic degrees issued or recognised and
standardised by a university in Costa Rica that accredit the professionals as actuaries.

2.11.Taxation

A 30% income tax is applied to both donmeaily incorporated insurers (either locattyvned or foreign
controlled) and branches of foreign insurance companies.

56 Chapterll, Law Organizing the Federation of Professionals in Economic and Social Sciences in
Costa Rica
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Insurance premiums are subject to a 13% sales tax. Premiums paid for personal inSvioakees
Compensation Insurancharvests and s@l interest housing insurance are exempt from such sales tax
(Law on General Sales Tax).

According to Article 40 of Law for the Distinguished Corps of Firefighters of Cost@'Rfoar percent

of the premiums of all insurance sold in the country, ext@mpannuity premiums, is contributed to the
Corps of Firefighters Furigéifor the funding of the Firefighters Corps operation. Outstanding contributions
due by insurance companies are certified by SUGESE, with such certification constituting an enforceable
instrument for the Firefighters Corps to collect these. Neither this mandatory contribution nor the 13%
sales tax is applicable to contracts concluded by Costa Ricans outside the territory of Costa Rica-on a cross
border basis.

A tax rate of 5.5% is applieto remittances of insurance premium or other benefit generated by an
insurance undertaking established in Costa Rica to an individual or company residing in a third country.
This tax does not apply to premiums arising from companies established inosuntty cgiven that no
remittance is actually required.

Insurance premiums for fire, theft, earthquake and other risks, provided by the INS or any other authorized
insurance companyre deductetfom personal income tafArticle 8 of Income Tax Law§®

57 Ley del Benemerito Cuerpo de Bomberos de Costa Rishould be noted that, according to the
First Chamber of the Supreme Court of Justice of Costa Rica, such contribution is not technically
defined as a tax but as an expense of the intheiemust be transferred to the Fire Department.

%8 The FirefightersFund is managed by the BoD of the Firefighters Cocpsisisting ofthree
membersappointed bythe INS BoD and two selected by the officials of the Fire Department. All
members serve avé year renewable term.

® According to S®GESE, st aaedadve abministrataenvand legal
authorsationt crossborder insurance companiéisat areallowed to operate through a PTA are
authorsed insurers according to Article 16 of LawS36and are¢hereforeincluded in the scope of
the article 8.h of Income Tax Law.
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3. Ma rekt | i berali sation i n i nsurance

3.1.Establishment of foreign insurersand private pensions

There are no barriers to the establishment of insurance or reinsurance companies in Costa Rica by foreign
insurers, either as subsidiaries or as tias. Insurance entities incorporated under the laws of other
countries may operate in Costa Rica through branch office (pursuant to Article 226 of the Code of
Commerce and Article 7 of Law 8653) with the exclusive corporate purpose of engaging in isuranc
activity and having received the respective administrative authorization by SUGES&E.are currently

two branches of foreign insurance undertakings operating in Costa Rica, Best Meridian Insurance
Company (incorporated in Florida) and Tri8eBlue Irc. (incorporated in Puerto Rico).

According to SUGESEAgreement 008 (Regulations orAuthorisation,Registration andOperating
Requirements), branchase reqired to provide additional documentation when compared to subsidiaries.
These include the prasibn of complete audited financial statements for the applicant entity, prepared
based on the IAS or US GAAP for the period ending immediately prior to the date the application was
filed.

Table 23. Documentation requirement for authorisation of insurance subsidiaries and branches in Costa
Rica

Documentation requirements for . .
e Documentation requirements for branches
subsidiaries

1. Letter requesting authorization to
create a new entity signed by the applicant
or the applicantds |
signhature must be authenticated by a
notary public. The letter must indicate the
proposed name for the entity and an
address, fax number and email for service
of notifications.

1. Letter requesting authorization to create a branch signed by the
legal representative of the applicant entity. The signature must be
authenticated by a notary public. The letter must indicate an address, fax
number, and email for acceptance of service of notifications.

2. When the applicant is acting in the

name of a company, in addition to

providing the legal entity certification that 2. Certification that the applicant entity is in existence as a legal
states the power to actforthea p p | i c¢ ¢ entity. The certifications must substantiate the legal representative's

legal representative, it must be issued by capacity to act. It must be issued by the foreign entity that is a peer of
the Public Registry, a notary public or the the Public Registry, by a notary public or the competent authority. If the
competent authority. If the party filing the party filing the application does so based on a proxy issued by the entity
application does so based on a proxy or applicant, it must have been issued in the presence of a notary public
issued by the applicant, it must have been  and must come with a certified copy.

issued in the presence of a notary and

come with a certified copy.

3. A letter issued by the competent authority indicating that the
3. A copy of the deed to create the applicant entity is supervised in its jurisdiction of origin and is authorized
company. to perform the proposed operations. Afterward, the supervisory report
must be provided.
4. International risk rate for the current applicant entity issued by a

risk rating company that is recognized internationally, attaching the basis
for the rating that was obtained.

5. Certified copy of the applicant entity's current articles of
incorporation.
6. Certification issued by a certified public accountant about the

amount of the capital stock that is subscribed to and paid for and the
number of shares in the applicant entity issued within six months prior to
the date that the application was filed.
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Documentation requirements for . .
AR q Documentation requirements for branches
subsidiaries

7. Express written authorization from the applicant entity's legal
representative that gives the Superintendency and the supervisor or
regulator of origin permission to investigate the company's operations in
any domestic and/or international office or organization. The
authorization must be open ended for up to two years after the branch
being applied for ends its operations. In addition, the regulator of origin
and the Superintendency must be authorized to exchange and share all
the information that either of the regulators may request from the other

regulator. The | egal representati
a notary public.
8. Written authorization for the legal representative of each of the

companies in which the applicant entity owns 50% or more of the capital
stock, empowering the responsible supervisory organization to
investigate the companies at any domestic and/or international office or

organi zation. The | egal r e p rhenficatedt
by a notary public.
9. Complete audited financial statements for the applicant entity,

prepared based on the International Accounting Standards or US GAAP
for the period ending immediately prior to the date the application was
filed. The financial statements must be audited by an authorized public
accountant or the equivalent professional in the country where they are
issued.

10. A copy of the deed to create the branch.
Source: SUGESE Agreement 01-08, Regulations on Authorisation, Registration and Operating Requirements.

In addition, according to Article 30 of SUGESE Agreemen08lone of the assessment criteria based on
which SUGESE assessg¥plications foauthorization is thbusiness projedf the insurance undertaking.
There arewo additional criteria applying to branches of foreign insurers when compared to subsidiaries:

a) Regulator of Origin: Any insurance entity that is created based on the laws of another country
that operates in Costa Rica in the form of a branch and thagigated in its jurisdiction of
origin, must be authorized to engage in the proposed operations and consolidate the operations.
There must be an agreement to exchange information in place between the Superintendency and
the supervisor in the country of git.

b) Risk Rating: An insurance entity (headquarters) created based on the laws of another country that
operates in Costa Rica in the form of a branch must have an international risk rating above BBB
or the equivalent that is issued by an internationatlggaized risk rating company.

Fitness and propriety requirements for shareholders and management (see Section 2.4) apply equally to all
types of legal entities of insurance undertakings active in Costa Rica, including branches. The General
Manager and Contignce Officer of all insurance undertakings operating in Costa Rica must be residents

of Costa Rica, pursuant to L&8204on Narcotics, Psychotropic Substances, Unauthorized Drugs, Money
Laundering, and Associated Activities

3.1.1.Requlatory capital and solvary requirements

All insurance undertakings operating in Costa Rica, including branches, are required to hold minimum
capital according to thensurance category authorisedd maintain such minimum capital given the
conversion of the valuation units invel (Development Units, DU, see Section 2.1). No insurance or
reinsurance company can commence operations without having fully subscribed and deposited their
minimum capital in th&CCR Such minimum capital initially held in BCCR deposit can be transformed
into other financial instruments post establishment.
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In addition, insurance undertakings operating in Costa Rica, including branches, are required to comply
with the risk capital defined in the capital adequacy regime (see Sectjoim 2dse of branas, the Base
Capital is comprised of the capital assigned to operations in Costa Rica pursuant to Article 226 of the
Commercial Code, adjusted for losses in the fiscal year and for prior fiscal years, if any, plus contributions
made to maintain the minimuoapital, minus other deductions defined by thetaw

Insurers must inform SUGESE on the results of the calculation of the CAR and, when applicable, comply
with any actions requirétt.The CAR of all insurers are reported by SUGESE on its website at thef end
every gquarter. In case of branches, within a period of two months from the end of each semester, the entity
must forward to SUGESE a certificate of compliance with the capital adequacy standards of the company
to which the branch belongs, issued bysbpervisory body in its home jurisdiction, with a cut off at the

end of the immediately preceding semester.

3.1.2.Insurance intermediaries

Insurance intermediation services can only be provided by intermedidtessed by Sugese and in the
case of legal eittes, incorporated in the form of a local company or sociedad anénima in the Commercial
Registry of Costa Rica (articles 19 and 22 of Law 863p)anching is not allowed for insurance
intermediaries (insurance agencies and brokerage firms or indepagdets).

Until August 2018,a minimum financial guarantee requiremevas in effectfor the authorization of
insurance brokerage companies in Costa Rica (Append@xGESEAgreement 0408). The minimum
guarantee amount is the higher of (i) 2.5% of thal fotemium sold in the last 12 months, or (ii) 30,000
development units. The insurance broker should provide a copy of the deposit slip from the BCCR, banking
guarantee letter issued by a top tier bank or an entity supervised by SUGEF or a liabilitygodhey
amount of the minimum guarante&uch financial guarantee was eliminated following the amendment of
SUGESE Agreement 608, approved by CONASSIF in 30 July 2018 and which came into force on 22
August 2018.

3.1.3.Private Pensions

Branches of pension plaoperators (OPCs), managing private pension funds, are not allowed in Costa
Rica. Pension plan operators must be established as stock corporations and supervised by SUPEN (Article
30 Law 7983). Foreigners may patrticipate in the Costa Rican pension sgstereign investors only by
incorporating a subsidiary and OPCs can be majority foraigmed.

60 Deductions include the book value of insurance entity shares received to guaranty loan operations
conferred by the same insurance or reinsurance entity, book value ofgadaguity (deduction

refers to the cost of purchased equity, minus accrued amortization and cumulative loss from
deterioration of its value), accounts receivable, loans and investments in affiliated companies
(excluding reinsurance cessions or other ggimiade on affiliated reinsurance entities), accounts
receivable and loans to employees or individuals of the affiliated group (except accounts receivable
from employees arising from the sale of insurance contracts), net deferred tax balance, cagital share
in companies of the same financial group, intangible assets except purchased equity, prepaid
expenses, except prepaid interest and fees, assets with encumbrances, embargos, precautionary or
any other type of measures that impede or hider their freeabilityl and loans or investments in

trust or other trust fees structured or managed by companies in the same financial group, except
investment funds.

61 Insurersmust comply with a solvency ratio of 118 cases the solvency ratio is lower than 1.3,
insurersmustaddress any capital deficienegthin 40 days.
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3.1.4.Representave offices

Representative offices in Costa Rica are intended to operate only as logistics facilities for foreign insurers
while processing theiruhorisation or registration applicatidor foreign insurance companies from
countries not covered by an international agreem€&hey cannot underwrite risks or perform any
promotional activity, provide information on insurance or make any general faEses or
announcement of insurance products/services or insurance brokerage activities (Article 17 of Law 8653).

Representative offices of foreign insurance companies in Costa Rica from countries not covered by
preferential treatment provided by an mm&ional agreement are required to register with SUGESE
according article 17 of the Law 8653. Representative offices listed in such registry may keep a locale open

to the public, although such registration does not authorise them to supply insurasoeasicie business

to the public in the territory of Costa Rica. A foreign supplier and cross border insurance services has to

be under the scope of énternational agreemetd be legally authorizedt is expected that liberalisation
benefitswillbeexeded to all Codes Adherents at the ti me
([DAF/INV/ACS(2017)9).

3.2.Cross-border provision of insurance and private pension services

The crossborder provision of all types of insurance services is permitted Wigetmransaction is entered

at the initiative of the proposérhere is no law expressly forbidding or regulating this type of transactions,
therefore, according to ti@onstitutional principles of nediscrimination (art. 19), autonomy of free will

(art. 28), property rights (art. 45) and freedom to conduct business (artwA63h have been expanded

by the Costa Rican Constitutional Court as the guiding principles of contractual fféedsmvell as

articles 1022, 1023 and 627 of the Civil Cptieey ae allowed.Exceptions apply only for compulsory
insurance and pension products or services offered by insurance companies in connection to the social
security system.

Pursuant to Article 16 of Law 8653 Regulating the Insurance Market,-lsonder insurace may be
provided by foreign insurance companies from countries who are parties with Costa Rica in international
treaties where there is a commitment established on the provision obordss services and strictly
under the conditions agreed. These@mently limited to the countries who have signed the following
current international treati®s

- Free Trade Agreement between the Dominican Republic, Central America and the United States
(CAFTA-DR) Appendix 12.9.2, Section H, Paragraph III.1.

- European Wion - Central America Association Agreement (F2AAA): Appendix 11, Section
B, Specific Reserves, 7. Financial Services, A. Insurance and Related Insurance Services.

- Free Trade Agreement with the European Free Trade Association (EFTA) Appendix 1, Annex
XV, Section 7.A

- Free Trade Agreement with Colombia,nnex 14. A., .part “Costa Rica

62. See a further explanatioof these principlesn the Constitutional Court resolution No.
01188 of 1999.

%3 These treaties cover the Member States of the European Union, Iceland, Norway, Swjtzerland
Colombia and the United States. The treaty with Korea is not yet in force.
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- Free Trade Agreement with Korea (not in force)

In conformity with the referenced sections of each treaty, tyoster insurance activities under the
scheme of where antitly established in another jurisdiction is the supplier, to a consumer located in Costa
Rica, with the possibility of making a public offer and insurance business in the country, is limited to
insurance relag to goods in international trade (except failway and road transport), surplus lines,
intermediation and auxiliary serviceshd& following risksare therefore included

- Space launching of cargo (including satellite), commercial maritime and aviation transport
covering one or all of the followingnerchandise that can be transported, vehicles that transports
merchandise and the liability that may be derived therefrom.

- Merchandise in international transit;

- Surpluslines ("Nonoffered' insurance ling*%): insurance coverage that no authorized campa
offers on the regular market;

- As well as services auxiliary to insurance and insurance intermediation such as brokerage and
agency.

Crossborder provision of insurance services for itei® (Insurance relating tgoods in international
trade) D/3 (Life assurance); D/4 (All other insurance); and D/7 (Entities igdhog other insurance
servicespf the Codes of Liberalisation of Current Invisible Operations (CLCIO) is therefore only allowed
for those countries with which Costa Rica has signed an intenaaigreement antchder the conditions
therein agreedCosta Rica is willing to seek for alternatives in order to extend the liberalisation benefits
of international agreements onamgaomned asi s t o al | Codes’ Adherents.

Costa Ricéhaspropose to liberalise operations unditeseitems by lodging a reservation which would

allow all crosshorder services except farosewhich are currently outside of the scope of commitments

by Costa Rica in currembternational agreementsD([pF/INV/ACS(2017)4). Based on this proposal by

the Costa Rican authorities, crdssrder provision of services covered by isd2 (Insurance relating to

goods in international trade); D/3 (Life assurance) for insurance not available in the Costa Rican market;
D/4 (All other irsurance) exclusively for surplus lines; and D/7 (Entities providing other insurance
services) for intermediation and auxiliary servieesild be open to all Code's Adherents from the date of
Costa Rica's OECD accession.

Promotion activities by neastablified foreign insurers are allowed in Costa Rithese companies are

under the scope of Costa Rican current international agreements and exclusively for the insurance services
authorized by these agreements. On the other hand, promotionJegtabishedoreign companies and

of insurance services outside that mentioned sgopeohibited,as concluded by the joint analysis of
provisions of articles,3L6and 17 of Law 86535uch restriction seeks to allow only promotion of services

and productsvith legal authorization to be sold in Costa Rica

According toArticle 16 of Law 8653 and thaternational agreemenssibscribed by Costa Rica to date,
crossborder provision oinsurancentermediation and auxiliary services are allowed for those companies
from countries with which Costa Rica has signedrgernational agreemer@osta Rica haproposed to
extend to all Code's Adherent s, by the time of

%4 |nsurance coverage not available from an admitted company in the regular, msgethe DR
CAFTA agreement,dotnote 28 to Annex 12.9.2., Section H, Part lll, item 1.B.b.iii
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same benefits that it has granted onintgrnatioral agreementi force without lodging a reservation
under item D/7 (DAF/INV/ACS(2017)3 and[DAF/INV/ACS(2017)9).

According to Article 16 of Law 8653, there is no restriction in the provision of troter reinsurance
and retrocession, including théitermediation and ancillary services.

There is no restriction or control on the currency of insurance or reinsurance contracts concluded on a
crossborder basis.

Representation offices are allowed to promote ebasder insurance services of nestallished foreign
insurersunder the scope of Costa Rican curtiatérnational agreements

3.2.1.Requirement of financial guarantees for crog®rder insurance

Prior registration of the crodmrder insurance provider with SUGESE is required. There is curremtly
insurer registered for the provision of crdesder services in Costa Rica.

Until August 2018a minimum financial guarantee requirement applied to the provision ofloooder
insurance activity in Costa Rica (Appendix HJGESEAgreement 0408). Tke minimum guarantee
amountwas the higher of (i) 2.5% of the total premium sold in the last 12 months, or (ii) 30,000
development units. The insuresas required tgrovide a guarantee letter issued by a top tier banking
entity, liability insurance, or ithe absence of the above, a deposit statement that guarantees the minimum
effective period on the date of the application of the amount and under the conditions defined in these
regulations.

This financial guarantewas lower than the amount requested asimum capital for branches and
subsidiaries (3 million development units), and the same amount local insurance intermediaries must
deposit as guarantee (art. 26 n. and Appendix 3 of SUGESE Agreerd@®it. Ohe requirement to grant

a financial guaranteeof crossborder provision of insurance is not a usual practice among Code's
Adherents. The Codes refer exclusively to Financial Guarantees for Establishment of branches and
agencies of foreign insurers.

Since it has the potential to make crbssder preision of services more burdensome, this requirement
could be considered as going beyond the prudential controls and formalities regulated under article 5 of
the CLCIO (DAF/INV/ACS(2017)3). This financial guarantee was therefore eliminated by amendment

to SUGESE Agreement @8, approved by CONASSIF on 30 July 2018 and enforced as of 22 August
2018.

3.2.2.Crossborder provision of reinsurance and retrocession services do not
require a financial guarantedrivate pensions

Promotion activities by foreign privapension services on a crdssrder basis are not permitted in Costa
Rica. Costa Rica has no commitments on chussler trade in any of the free trade agreements it has
signed.The provision of private pension services is, however, allowed when iniaatie customer's

own initiative andonly for products and services not related to the mandatory pension system of Costa
Rica.

Since branching is not available as a form of establishment for the provision of pension services, it has

been reflected in a pposed reservation under item I/A of the Code of Liberalisation of Capital Movements
and under item D/8 of the CLCIO.
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There are no restrictions to transfers associated to social security and social insurance.
3.3.Trade Agreementsand MoUs

Costa Ricahas beem member of the World Trade Organization (WTO) since 1994 with adhesion to the
Uruguay Round Agreements which is generally concentrated in the General Agreement on Tariffs and
Trade (GATT) and the General Agreement on Trade in Services (GATS).

Costa Ricdas nccommitments irthe insurance and pension sectors ofitiencial service the context
of its GATS commitments.

Costa Rica has also in force the following trade agreements which include commitments in insurance
services: Dominican Republicertral AmericaUnited States FTA (CAFTAR), the Association
Agreement between Central America and the European Union (AACUE) and the European Free Trade
Association Central American States Free Trade Agreement (EERAFTA), FTA between Colombia

and CostRica.

%SAppendix 3 available on the following web page: http://i-
tip.wto.org/services/DetailView.aspx/?id=Costa%20Rica&isGats=1&sector code
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4. OECD Legal l nstruments on | ns

Costa Rica provided a sedssessment of its implementation of insuramtated instruments in its Initial
Memorandunt® Costa Rica acceptia | | | egal instruments under the C

Since the date ohe submission of the Initial Memorandum by Costa Rica, the Council adopted a new
instrument in the area of insurance, namely the Recommendation on Disaster Risk Financing Strategies.
In accordance with the Accession Roadmap, for legal instruments addjgtetha submission of the

Initial Memorandum, Costa Ricgasrequested to take a position as soon as possidléasubmitted its

position on the Recommendation on Disaster Risk Financing Strategg@\arch 2017.

4.1.Recommendation of the Council orDisaster Risk Financing Strategie¥ -
C(2016)108/REV1

Costa Rica eceps this Recommendatipwith a timeframe for implementation by 2018.

The National Law for Emergencies and Risk Prevention (Ley Nacional de Emergencias y Prevencién de
Riesgo- Law No 848) regulats the actions that the State should take to manage catastrophic disasters
line with the Recommendatior_Law 8488 establishes a National Risk Management System for risk
management and planning, and a National Commission of Risk Preventibisaster Response (CNE)

as the governing body for the prevention and management of disaster risks. Thde@iifles risks,
performs research and risk analysis, coordinates the collection of information, coordinates cooperation at
bilateral and multilaterl level and manages the National Emergency Fund (FNE), whose purpose is to
finance national emergencies and disasters. FNE is funded by a 3% contribution of the profits and
accumulated budget surplus of public institutions, central and decentralizedidicdepterprises, as well

as by other national or international, governmental or-gauernmental sources (including budget
allocations from Central Government and transfers from other public institutions).

Costa Rica has a National Risk Management RIa@01630, establishing policies in the area of disaster

risk strategies and providing the guidelines for disaster prevention, response, mitigation, instruments,
programs and public resources on an institutional and sewéwific basis. CNE manages the
implementation of the National Risk Management Plan in-y&ar periods. The National Risk
Management Plan includes disaster preparation and attention plans, education and risk awareness
activities, capacity building for disaster prevention and resppnsgtams for disaster recovery, specific
mechanisms for vulnerable populations, systematisation of available information, promotion of research,
and development of regulations. Public sector institutions, actors of the civil society, local governments
and,when appropriate, the private sector, participate in these actions.

The Ministry of Finance of Costa Rica has proposed a National Strategy on Disaster Risk Financial
Managemenand dher financial tools for the financing of disaster raskcontingency ihes for natural
disasters, the strengthening of the National Emergency Fund, and the elaboration of a Financial Strategy
for the Attention of Natural Disasters (EFADNII of them are pending approvalhe EFADN aims at

% Excerpts of the isurancerelated instruments of the Initial Memorandum are listed in
[DAF/AS/ACS(2017)3

7 This Recommendation replaced the Recommendation on Good Practices for Mitigating and
Financing Catastrophic Risk®n which Costa Rica had submitted its positionthe Initial
Memorandum.
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optimizing the level of retentionnd transfer of risk for each instrument, with a view to determine the
coverage required for each instrument at the country level. Finansielments contemplated inigh
strategy include the budget of the different entities of the sector, the Natroeeg&hcy Fund, contingent
lines of credit, the enabling of multilateral loans aatentiallythe capital market

SUGESE's approach to prevention and management of catastrophic risk is also in line with the
Recommendation. It promotes a culture of risknaggement in supervised institutions both in terms of
analytics and in terms of capit@quirements for catastrophic risk. In October 2017, an amendment of the
solvency regulatiosame into forceimposng specific technical reserves for the coverageisdster risks
(earthquake and volcano eruption risk) and improve the accuracy of capital requirements for risk of
catastrophe. This approach will be extended to other natural disasters.

4.2. Recommendation of the Council on Good Practices for Enhanced Risk
Awareness and Education on Insurance IssueL(2008)22

Costa Ricacceps this Recommendation with a timeframe for implementation by 2018.

Costa Rican legislation defines principles for the protection of insurance consumers and promotes the
implementation bfinancial education programmes.

CONASSIF has included financial service consumer protection egatation as part dfs strategic
objectives fothesupervisiorof the financiabystem for the period 204¥8. In 2013, CONASSIitiated

the National Sttegy of Financial Education (Estrategia Nacional de Educacion Financiera, ENEF) at
national levelThis strategy is currently being reviewed and adjusted to include the most effective channels,
methodologies and implementation practices.

SUGESE has bedncusing on insuranegpecific financial educational programs and activities as part of

its strategic and operational plans, in cooperation with the industry for many of these programmes. Some
of SUGESE's recent activities include participation in anfaiied and conferences (e.g. financial education

and savings weeks, financial product fairs), provision of free courses on the functioning of the national
financial system at the University of Costa Rica (in cooperation with the other three Superintgndences
and an annual training offered to judges of the Power of Attorney. SUGESE also runs information
campaigns on social networks and mass media, and publishes financial education material around
insurance in mass media on a quarterly basis.

Financialedudai on i s al so included in SUGESE's project
initiated in 2017. The project will consider business conduct from supervised entities as well as market
issues such as afftud, competition, inclusion and financeducation and awareness. The project will

be finished during the first semester of 201

4.3.Recommendation of the Council on Guidelines on Insurer Governance

C(2005)45

Costa Rica eceps this Recommendatiowjth a timeframe for implementation by 2017.

New regulation on Corporate Governance was approved by CONASSIF in December 2016 and becomes
effective on 7 June 2017. The new Corporate Governance Regulation draws upon leading international
benchmarks for corporate governance including the instrumetiie &ank for International Settlements

(BIS), International Association of Insurance Supervisors, the Financial Stability Board (FSB), the
International Organization of Securities Commissions (IOSCO) and the OECD. It is based on a principles
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based model, oving away from the current ruldsmsed model, guides supervisory expectations regarding

the management of regulated entities and empowers the governing body to define their enforcement of
their actions. Unlike past standards, which were enforced throught“ compl y or expl ai n
Proposed Regulation is intended to be mandatory. It deals with the different characteristics and capacities
of regulated institutions by allowing proportionality in its application, as its rules can be adaptedz® the s

of the company.

The application of management regulations in line with the principles enlisted under the Regulation on
Corporate Governance should be continued so as to address particular characteristics of the insurance
market in terms of risk, whicimay not be covered by the general financial system regulation on Corporate
Governance.ln June 2017, following the enactment of the new corporate governance regulation,
regulations for risk management and internal control of insurance compeaies into érce
([DAE/INV/ACS(2017)3).

4.4. Recommendation of the Council on the Establishment of a Chedkist of
Criteria to define Terrorism for the Purpose of Compensation C(2004)63/REV?2

Costa Ricacceps this Recommendatiowjth a timeframe for implementation I2017.

Insurability factors listed in the recommendation are incorporated in the legal system of Costa Rica for all
types of insurance and therefore also applicable to insurance against terrorism. Nevertheless, it is necessary
to incorporate a referencefitgtion regarding terrorism and the intentions that generate it, so as to allow

a better comprehension and uniformity concerning the scope of this type of coverage in the insurance
market of Costa Rica®n 22 August2018,an amendmentto theRegulationon Registration of Insurance
Products (Reglamento sobre el Registro de Productos de Seguros, SUGESE Agreemert4o. 08
approved by CONASSIF, came into forcequiringthe establishment of a definitiaf terrorismin the

legal documentation to registeroducts which covat or exclude it from coverage

A modification in the legal system of Costa Rica is also required for it to account for compensability of
the State (criterion 6 of the Recommendation). Such maodification shall be assessed by ting dflinist
Finance.

4.5.Recommendation of the Council on Good Practices for Insurance Claim
Management- C(2004)62

Costa Rica eceps this Recommendation, with a framework for implementation by 2018.

The existing regulatory framework of the Costa Rican insurargkanis in line with the majority of the
OECD standard®n insurance claim managememthile SUGESE's strategic objectives include the
protection of insurance consumers' rights.

Identified areas for improvement include the detection and preventionuaf, firdhich is not explicitly
regulated under the existing legal framework, and the role of claims adjusters, similarly not explicitly
defined in current legislation.

Both issues will be addressed through the amendment of two regulations: Regulation rese Reid
Protection of the Insurance Consumer (Reglamento de Defensa y Proteccion del Consumidor de Seguros)
and Regulation on Registration of Insurance Products (Reglamento sobre el Registro de Productos de
Seguros, SUGESE Agreement No-D§. Costa RicarAuthorities estimate that the implementation of
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these two reforms will be accomplished in two years as a product of the Market Conduct Supervision
Model Project.

In 2017, SUGESE initiated a project for the design of a Model of Supervision for Marketic€ond
expected to be finalised by H1 2019. The project will cover business conduct of supervised entities as well
as market issues such as drdaud, competition, inclusion, awareness and education.

4.6.Recommendation of the Council concerning a Common Clasdication of the
Classes of Insurance Recognised by the Supervisory Authorities of the Member
Countries - C(83)178/FINAL

Costa Rica eceps this Recommendatiowjth timeframe for implementation until the end of 2018

Costa Rica broadly meets the reqmsmts of this Recommendation and according to the provisions of
Law 8653 Regulating the Insurance Market, licenses are granted by insurance category (general, personal
of mixed) while there are rules allowing for the commercialization of other lineswhimse, different of

those authorized to the insurer, as ancillary riske Costa Ricahist of insurancdinesis similar tothat

propo®d by Annex 1 of the instrument with the exception of insurance lines not available in the country
and those whose ponercialisation is not applicable according to legislation in force.

While this is an acceptable model, under the proposed modalities on the instrument, it is ideal for the
authorization to be done by line of insurance, and for their classificationttadael on the "Life" and
"Non-Life" categories On 30 Jly 2018,a reform of Costa Rican regulations to incorporate some
recommended insurance lines that are currently not considered in the local classification, along with
"Miscellaneous" lines was appravby CONASSIFand will enterinto forceon 1 March 2A.9.

Additionally, the possible amendment of Law 8653 so as to modify the licensing model for insurers is also
contemplated to allow for the licensing to be based on the asttioni by lines of insuramg allowing for

the classification of lines in the categories of "Life" and "MNdfe". A costbenefit analysis of such
implementation is required given that the current model broadly complies with the recommendation.

4.7.Recommendation of the Council concermg Institutional Co-operation between
Authorities of Member Countries Responsible for Supervision of Private Insurance
- C(79)195/FINAL

Costa Rica eceps this Recommendation.

Costa Rica has implemented this Recommendation. Article 151 of the Law Reg&aturities Market

(No. 7732) enables the exchange of information with foreign supervisors and sets the principles of
reciprocity and confidentiality applicable to such exchange of information. Under the Peer Review carried

out by ASSAL for CostaRicaie 012, | Al S"s I nsurance Core Princip
of information and confidentiality requirements, was rated as "largely observed".

To that end, SUGESE has signed commitments with international associations of supervisors and
supervsors of others jurisdictions for the exchange of information, such as the Multilateral MoU of the
Association of Insurance Supervisors of Latin America (ASSAL). SUGESE also participates in colleges
of supervisors and international associations of supesvs® ASSAL and the International Association

of Insurance Supervisors (IAIS). SUGESE has signed a bilateral MoU with the insurance supervisor of
Nicaragua.
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