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RULES AND REGULATIONS PERTAINING TO THE UNDERWRITING AND/OR
BROKERAGE OF FOREIGN RISK INSURANCE IN PUERTO RICOC
BY INTERNATIONAL BANKING ENTITIES

ARTICLE 1. TITLE

These rulez and regulations shall be known ag the Rules and Regula-
tions  pertaining to  the Underwriting or Brokerage of Foreign Risk
Insurance by International Banking Entities, to which Sectlon 12-a,
Subsections 10 and 11 of the International Banking Center Regulatory Act,
Act No. 52 of aAugust 11, 1989, hereinafter known as the Acl, makes
referance to.
ARTICLE 2. AUTHORITY

The Office of the Insurance Commissioner of Puerto Rico issues these
rules and regulations pursuant to the authority conferred by Section 12-a,
Subsections 10 and 11 of the Act, and in compliance with Act 170 of ARugust
12, 1988, as amended

ARTICLE 3. SCOPE AND APPLICATION

These rules and regulations shall govern the sstablishment, autheriza-
tion, operation and supervision of the International Banking Entities
established in Puerto Rico, which are dedicated to the Underwriting or
Brokerage of Foreign Risk Insurance pursuant to Section 12-a, Subsections
10 and 11 of the Act.

ARTICLE 4. DEFINITIONS
For the purposes of these rules and regulations the following terms arse
defined as follows:
a) Commissioner - The Commissioner of Financlal Institutions as
established by Act No. 4 of October 11, 1985,

P} Insurance Comnussioner - The Insurance Commissionsr of Puerto
Rico az established by Act No. 77 of June 19, 1957

¢} Act - International Banking Center Regulatory Act, Act No. 52 of

August 11, 1989.
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International Banking Entity (IBE)} - Any person, who 18 not an
individual, incorporated or organized under the laws of Puerto
Rivo, the United States, or of a foreign country or a unit of said
person, to whom a lcense has been issusd in accordance with
Section 7 of the Act and which will be dedicated to the Under-
writing or Brokerage of Foreign Risk Insurancs.
Rules and Regulations of the Commissioner ~ The Rules adopted by
the Commisgwoner of Financial Institutiong in accordance  with
Section 3 of the Act.
Foreign Risk - Any wmsurable person or object which resides or is
located outside of Puerto Rico or any insurable act or object which
is to be executed outsude of Puerto Rico.
Foreign Risk Insurer - Any insurer which insures or reingures
parsons or objects which reside, are located, or are to be
performed outside cf Puerto Rico.
Foreign Risk Insurance Broker - Any individual, firm or corpora-
tion which by compensation as an independsnt contractor, in any
manner salicits, negotiates, or procures insurance or Ireinsurance
or the renewal or continuance thereof on behalf of the insureds or
prospective insureds other than himself, and not on hehalf of an
insurer, a rainsurer or agent.

Foretgn Risk Insurance Underwriting - Includes any of the fol-

lowing functions:

1} OSranting of an mmsurance or reinsurance contract.

I} Insure or reinsure foredgn risk exclusively.

3} Business transactions subseguent to the granting of an
insurance or remnsurance contract or those which anse from
said contract.

Acceptable Financial Guarantees - A minimum of five bundred

thousand U.S. dolars ($500,000) in unencumbered assets which

includes three hundred thousand U.8. dollars ($300,000) as set
forth by the Act, whose assets ghall consist of the following:

deposits  in the CGovernment Development Bank  for Puerto
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Rico, or banks in Puerto Rico (including branches and subsidiaries
of the United States or Forsign Banks) but not including affthates
of the IBE: bonds or obligations of the Gowvernment of Puerto Rico,
its municipalities or instrumentalities; bonds and obligations of the
Government of the United States, any state of the United States,
the District of Columbia, or any political subdivision or agency
thereof, or any other real or personal property owned by the IBE
and held in Puerto Rico.

Market values and depreciable property held by the IEE shall be
included for its market value for the purposes of this subsecton.

ARTICLE 5. FOREIGN RISK - Requirements for its Underwriting or

Brokerage.

1} In order for an IBE to devote itself to the underwriting of foreign
risk insurance in Puerts Rico, the requiremsnts thereof shall be
the following:
al The IRE must bhave besn orgamized as sel forth by the

International Banking Center Regulatory Act,
by  The directors and offiwcers thereof must be competent and
trustworthy .

¢} The IBE nust comply with Sections 8 and 6 of the Act and hold
and maintain a winimum paid-up capital of cne million U.S.
dollare {$1,000,000), allowing that the Insurance Commissioner
may require that the same be Increased up to the maxuuum as
set forth by the Act.

di It must hold no less than five hundred thousand U.S. dollars
{500,000} in unencumbered assgets, These include the thres
hundred thousand dollars az set forth by the Act, which shall
be physically held in Puerto Rico, entrusted to the Insurance
Commissioner and/or those financially acceptable warranties
which are deemed to bhe acceptable by the Insurance
Commissioner of Puerto Rico,

2} In eorder for an IBE to devote itself to the brokerage of foreign
risk insurance, the requirements thereot shall be the following:

a} The ITBE must have been authorized and organized according to

the Act,
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I3} It must hold no less than three hundred thousand U.3. dollars
{$300,000) in financially acceptable warranties, which shall be
physically held in Puerte Rico and which shall be entrusted to
the Insurance Commissicher as a guarantes of fatthful compli-
ance to his dutiss as a broker.

The license issued to the IBE hy the Comnmissicner should take into

account the previous authorization by the Insurance Commissioner

so that it may be able to dedicate itself to the Underwriting or

Rrokerage of FPorelgn Risk Insurance by virtue of Sectien 12-a,

subsgections 10 and 11 of the Act,

Said authorization shall bhe applied for by the IBE iIn the forms

provided for it by the Commissioner. The IBE shall fill out said

forms, and the same shall be fowarded by the Commissioner or his
authorized representative to the Insurance Commissioner's Office
accompanied by the appropiate documents. The Insurance Commis-
sioner shall approve or deny the authorization in order for the IBE
to dedicate itself to the Underwriting or Brokerage of Foreign Risk

Insurance within sty (60} davs from the date of the filing of the

application and all of the appropiate documents, Within said sixty

160) days and with notice to the applicant IBE, the Insurance

Commissioner may extend the term to consider the approval or

denial of the authorization for an additional sixty (60) days.

The IBE that proposes to dedicate itgelf to the Underwriting or

Brokerage of Foreign Risk Insurance shall comply with the following

requirements pricr to the procurement of an authorization to con-

duct business in Puerto Rico:

a) Present to the Insurance Commissioner a copy of the application
for permission to organize, as previously submitted to the
Commissioner.

b} The members of the board of directors or their officers shall
submit a sworn statement indicating that they shall dedicate
themsalves to the Underwrnting or Brokerage of Foreign Risk

Insurance.

&

Submit any other mtormation which the Insurance Commissioner

deems to be reasonably pertinent.
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d} The title of the IBE shall not resemble nor be similar to the
title of any other IBE in such a way that it would confuse or
would result as being misleading or fraudulent.

The Insurance Commissgioner's Office shall not issue the authoriza-
tion to any IBE unless the same complies with that which has
already been arranged in these rules and regulations, with the
rules and regulations of the Act, with the Act itself, or fails to
submit ¢r provide any other information that the insurance Commis-
sioner of Puerto Rico could reasonably request in order to analyze
the application for authorization.
No authorization issued by the Insurance Commissioner's Office
according to that which has already been arvanged in these rules
and regulations may be sold, assigned, transferred, pledged, or
otherwise used as an encumbrance. If the authorization granted to
the IBE by the Insurance Commissioner is rvevoked, the Commis-
sioner ghall be notified about sald revocation within ten {10} davs
from the date of the revocation.

Bach authorization issued according to that which has already besn

arranged in these rules and regulations shall be effective only

and exclusively for the Underwriting or Brokerage of labilities
or ohjects that reside, are located, or which may occour outside of

Puerto Rico.

A. An IRE authorized by the Act f¢ dedicate itsalf to the Under-

writing or Brokerage of Porewgn Risk Insurance shall give the

Insurance Commissioner 30 days prior notice of any sale, encum-

brance, assignment, mevrger, exchange, or transfer of ten percent

{10%) or more of its shares, interest or co-partnership in its

capital to one person orf to a group of parsensg acting in concert,

be it in one {ransaction or in a series of transactions carried out
for that purpose, or witich results in the possesion or control by
any person or group of psrsons acting in concert of ten percent

10% or more @f the shares, interest or co-partnership in said IBE's

capital. Once the ftransaction authorized by the Insurance Commis-

sioner has been concluded, the International Banking Entity shall



-

notify the Comnissioner as well as the Insurance Commissioner the

details cr particulars of the same, within ten {10) days begining on

the effective date of sald transaction.

B. HNotwithstanding what has been expressed in the previous para-
graph, a parent company may sell, transfer, encumber, merge,
exchange or otherwise transfer all said IBE's shares, interest
or capital to any other perscen, who 18 not an individual, who
helongs, is an owner, or has common ownership of sald parent
company, without prior authorization by the Insurance Cowm-

missioner.

|$]

Any sale, enpcumbrance, assignment, merger, exchange or other
transferral which 15 carried out 1w viclation of these rules and
regulations or of which the Insurance Commssioner has a juat
cause to helleve that it affects the IBE or the public interest,
shall be sufficient cause for the revocation of the authoriza-

tion granted to it.

10, The IBE shall not be able to directly or indirectly place, under-

write, insure, or reinsure risks or cobjects which reside, are
located or which are to be executed in Puerto Rico, or participate
in arrangements or agreements of reciprocity or refrocession which
cover or are related to said risks or objects, or assign insurance
or assume reinsurance of an insurer authorized to conduct or who
iz conducting insurance business in Puerto Rico. The IBRE shall
anly be able to underwrite as an insurer or place as a broker,
risks which gualify as foreign risks at the moment of coverage and

during the time the peoiwy lg effective.

ARTICLE 6 - LOSS RESERVE DISCOUNTING

1}

An IBE which is dedicated anly to the underwriting of foreign nsks

insurance is authorized to do logs-reserve discountings in apy of

the following cases:

a) Where both the amount of the loss provisions and the payment
dates of the losses are fixed;

) Where netther the amount of the loss provisions nor the pay-

ment dates of the losses are flxed but the IBE's approvad
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auditor is of opinion that that amount and those dates are
reagonably ascertainable either in the records «<f the IBE itself
ar in those of any group of companies of which the insurer
18 a member. The opinion of said auditor shall be subject to
the scrutiny of the Insurance Commizsioner;

2} Where logs provigions are discounted as allowed by paragraph (1)
above, the directors of the IBE shall determine that a proper
amcount has been set aside by the IBE for possible wvariations in the
ultimate amount of the logses, the payment dates of the losses and
the applicable interest rates.

ARTICLE 7. - REVQCATICN OF AUTHORIZATION

Any authorization granted to an TRE dedicated to the Underwriting or
Brokerage of Foreign Risk Insurance, 38 specified in Article 5 of these
rules and regulations, shall be revoked by the Insurance Commissioner for
any of the following reasons:

1. The IBE becomes insolvent. The generally accepted accounting
principles (GAAP) will be used to determine the financial situation
of the IRE to that etfect or upon discovery by the Insurance
Commissioner or by the Commssioner itself that the continuance of
the IBE's business in this jurisdiction will be dangerous to the

policyholders or to the general public.

o

The IBE has not complied with these rules and regulations.
3. The IBE does not comply with any of the following margin of sol-
vency requirements, if it i1s an IBE dedicated only to the under-
writing of Porewgn Risk Insurance:
a) Keep at any time in its first financial year, assets which
excead the amount of its labilities by $250,000;
h) Reep at any tume in its first financial vear, assels which
exceed the amount of its Uabilitles;
i} by U.S, §250,000, where the premium income of the IBR
it the preceding financial wvear did not excesd, U.S.
£1,5C0,000;
1} by 1/8 of the premium ncome for the preceding financial
vear, where the premium income excesded U.S. §1,%00,000

but did not exceed .5, §10,000,000.
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i) by the aggregate of U.5.$2,000,000, and 1/10 of the
amount by which the premium income in that financial
yeay exceeds U,5. £10,000,000, where the premium income
for that vear exceeded U.3.$10,000,000.

ARTICLE 8 ~ ACCOUNTSE AND RECORDS

In addition to what iz get forth by Section 14 of the Act, each IBE
shall keep {ts accounting books and financial statements according fo the
generally accepted accounting principles {GAAP) for all transactions related
to fereign risk insurances.

The IBE shall keep the accounting books, contracts, correspondence,
records and such other related document in Puerto Rice up to date, so that
its financial situation may be easily determined,

An IBE dedicated o other transactions besides the Underwriting or
Brokerage of Foreign Risk Insurance shall keep such transactions in
properly separated records.

ARTICLE 9 - REPORTS

In addition ¢ what is seb forth by Section 15 of the Act, and n
accordance to it, all IBE's shall annually, before the thirty-first day ot
March file with the Insurance Commissioner a true statement, certified by a
Public Accountant lcensed to practice in Puerto Rice, of itg financial
condition, transactions, and affairs as of December 31st.

O gaid statemant the IBE shall submit with regard to the insurance
business the tollowing wnformation:

al  Opinmon of a Public Accountant licensed (o practice in Puerto Rico

about the financial situation of the 1BE,

v} Statement of financial condition.

¢} Statement of revenues and expensss with regard to its operations.

d) Statement of changes in the financial situation; notes, calls or

observations about said financial statemsent.

#) Reports about the ewvaluation of internal contrels, prepared by &

public accountant licensed to practice in Pusrto Rico.

An BB decdicated to other transsactions permitted by the Act, besides
the Underwriting or Brekerage of Forsign Risk Insurance, shall submit the

reports required herewith saparately.



ARTICLE 10 - SUPERVISION

The Insurance Commissioner shall supervise, regulate and examine the
IBE's dedicated to the Underwriting or Brokerage of Poreign Risk Insurance.
For these purposes the Insurance Commissioner shall examine the bocks and
accounts of the IBE at least once every three (3} vears.

The Insurance Commissioner shall furnish a preliminary written report
of {ts findings to the Commissioner. Said report will be conditioned to the
objections presented by the party affected by its contents,

subsequently the Insurance Commissioner shall furnish a copy of the
report to the investigated party, before 1ts filing with the Commissioner
ac a final document, The party examined sghall be allowed twenty {20}
days to present objections and  request a hearing. The Insurance
Commissioner shall hold a hesring to take into consideration said person's
obijections to the report as proposed, and it shall not be avatlable for public
mmgpection until after said hearing has been held and until the medifications,
if any, would have been made, which the Insurance Commssioner deems
necessary as a result of the heaging.

Said hearing shall be held according to Act 170 of August 12, 1988,
a5 amendsad, also known as the "Commonwealth of Puerto Rico Uniform
Admimistrative Proceduress Act™,

ARTICLE 11. RADMIBISTRATIVE ACTIONS AND PENALTIES

a) Orders to Cease and Desist

The Insurance Commigsioner may issue orders to cease and desist,

and may take ths adwministrative actions it desms necessary, when

someone 15 about to wviclate or has vislated any provision of these
rules and regulations, or when somecne 15 acting agamnst the public
mierest oy agamnst a privats person.

Upon wsuance of & cease and desist order, the party adversely
aftected may reguest a  formal heanng, which shall be  held
according to Aot 170 of August 12, 1988, as amended, alse known
as  the ‘'Commopnwsalth of Puerto Rico Uniform  Administrative
¥rocedures Act”.

I3} Penalties

Any viclation o these rules and regulations, or to any legal order

weued by the Insurance Commissioner, shall be subject te the



~10-

provisions of Article 7 of these rules and regulations and to
the  administrative fines deemed necessary by the Insurance
Commussioner which shall not be less than five hundred 1.5,
dellars {$500) for each viclation, provided that the total of fines
imposed for each wviolatton shall not exceed five thousand U.S.
dollars (85,000,

ARTICLE 12. EXPENSES OF EXAMINATION

The Insurance Commussioner shall charge an already examined IBE the
amount of two hundred U.S. dollars {$200} for each day or fraction of it,
for each examiner on each examination as set forth Iy  Section 3i{a},
subsgection 2 of the Act, and by Articia 1 of Act No. 66 of May 27, 1976, as
amended.

ARTICLE 13, CONFIDENTIALITY

information obtained by the Insurance Commissioner through any inves-
tigation or report shall be kept confidential and shall not be revealed to any
person or authority other than in compliance with a lawfully issued judicial
or administrative subpoena, or unless the mformation was filed for public
mspection according fe Article 10 of these rules and regulations.

Statistical data may be published as long as sawd information thereof is
issued 1n a consolidated or aggregate manner, or thal information which the
Insurance Comnuissioner helieves convenient to make public.

ARTICLE 14. SURRENDER OF AUTHORIZATION

An IBE may not surrender the authorization issued by the Insurance
Conunisgicner, unless it has notified in writing its intention and the reasons
to <o 80 to the Insurance Commssioner, at least 45 days prier to the date
on which the IBE propeses to surrender ite authorization.

The Insurance Commissioner shall approve or deny said surrender after
proper evaluation.

Notwithstanding, the IBE will remain subject to the jurisdiction of the
Ingurance Commissionser's Cffice with regard to  the unsatisfied
responsabilities and obbgations related to forewgn risk insurance.

ARTICLE 15. SEPARABILITY CLAUSE

Sheuld any word, clause, paragraph, article or part of these rules and

regulations be declared null or wveid by a conrt of competent jurisdiction,
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the order issued thereby will not affect ner invalidate the rest of these
rules and regulations, hut rather its effect wil be Hmited to that word,
clause, paragraph, article, or part of it whicl is so declared.

ARTICLE 16. EXCLUSION CLAUSE

The provisions of the Insurance Code of Pusrto Rico, Act No. 77 of
June 1%, 1957, are not applicable to the IBE's dedicated to the Underwriting
or Brokerage of Foreign Risk Insurance. Sald entities will be subyect only
to the provisions of the Act and of these rules and regulstions.

ARTICLE 17. EFFECTIVEHNESS

These rules and reculations shall become effective thirty (30} davys
after its filing with the Department of State of the Commanwealth of Puerte
Rico m compliance with the provisions of Act No, 170 of Rugust 12, 1988, as
amended, knewn as the "Commonwealth of Puarte Rico Uniform Administrative
Procedures Act™,

ARTICLE 18. DATE OF APPROVAL

Approved in San Juan, Puerto Rico, on this 2 day of January, 1991,

Miguel A, villafane Neriz
Insurance Commissioner



