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83 INSURANCE COMPANIES
ARE ESTABLISHED IN PORTUGAL
WITH 11 THOUSAND EMPLOYEES

a) Characterisation by major aggregates

A snapshot of the Portuguese insurance industry in 2007 reveals
the dimension and importance of this business: 83 insurance
companies are established in Portugal, with eleven thousand
employees; the assets of these companies amount to 55 billion
euros, more than 49 billion of which are investment assets that
help to finance the State and companies; 14 billion euros was the
volume of premiums received from individuals and companies for
personal and property protection and to ensure safe management
of their savings; net profits in the sum of 670 million euros were
generated to remunerate shareholders or mutual members.

MAJOR AGGREGATES

However, 2007 was a year of slowdown of several aggregates
and, if we are to trust some symptoms, of a turnaround of the
cycle of this business.

Though positive, contrary to the previous year the evolution of
the overall volume of direct insurance premiums in 2007 was
relatively moderate, (4.8%).

Nevertheless, there was a recovery of the Life segment, in which
production has been very volatile in recent vears, increasing
by some 50% in 2005, declining by more than 4% in 2006 and
increasing once more, this time by nearly 7%, in 2007, now driven
largely by capitalisation products not linked to investment funds.

table_1

N° of Companies
N° of Employees
N° of Intermediaries

Net Assets
Investment assets

Equity (Net situation)

Direct Insurance Premiums
Life
Non-Life

Results for the Year
Technical Account - Life
Technical Account - Non-Life

Equity / Net Assets
Results / Equity

U: Million euros

0 05/04 A 06/05 A 07/06

0,0% 8,6%
-01% -2,6%
-2,3% -1.2%

19,5% 13,0%
22,4% 13,0%

12,1% 17.1%

28,4% -2,4%
46,2% -4,1%
2,0% 1.2%

-0,4% 54,4%
-3,2% 15,2%

, Bank of Portugal and Nationa
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14 BILLION EURO WAS THE VOLUME OF PREMIUMS RECEIVED FROM
INDIVIDUALS AND COMPANIES FOR PERSONAL AND PROPERTY
PROTECTION AND TO ENSURE SAFE MANAGEMENT OF THEIR SAVINGS.
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The performance of the Non-Life segment has been fairly con-
sistent since 2002, though the growth rate has seen a markedly
downward trend, to such an extent that direct insurance produc-
tion was nearly stagnant between 2006 and 2007. At the root of
this performance are the two biggest lines of the Non-Life busi-
ness; Motor Insurance and Workmen's Compensation, the premi-
ums of both having fallen in 2007, dictated, in turn, by a rather
discouraging macroeconomic situation and by the intensely com-
petitive environment surrounding the industry. Health insurance
has performed quite differently, and its growth clearly reveals its
increasing acceptance by the Portuguese population.

The slowdown also marked the balance sheets of the insurance
industry, with total net assets growing at a rate (7.2%) clearly be-
low the average of recent decades. This growth was comparable,
moreover, to that seen in 2001 and 2002, when the situation of
the capital markets was equally adverse, which tends to have a
negative effect on the value of the investment-asset portfolio of
the insurance industry, the most important institutional investor
of the Portuguese economy. Nevertheless, the industry's total net
assets amounted to nearly 55 billion euros at the end of 2007,
the equivalent of 1/3 of the Portuguese GDP that year. Of these
total assets more than 49 billion (or 51 billion if cash and balances
are considered) were in respect to investment assets.

The insurance industry's equity grew at a rate very similar to that
of assets, also lower than that seen in recent years (6.7%). At the
year-end, equity totalled nearly 4.2 billion euros, its proportion in
relation to net assets remaining unchanged at 7.6%.

Although down by 5.2% from the 2006 figure, the industry's net
profit for the year continued to reflect a balanced economic per-
formance at a time when the financial markets performed poorly
and against a competitive background propitious to more aggres-

sive sales policies. The overall balance amounted to 669 million

TOTAL NET ASSETS AMOUNTED TO NEARLY 55 BILLION EUROS AT
THE END OF 2007, THE EQUIVALENT OF 1/3 OF THE PORTUGUESE
GDP THAT YEAR. OF THESE TOTAL ASSETS MORE THAN 49 BILLION
(OR 51 BILLION IF CASH AND BALANCES ARE CONSIDERED)

euros, or 16.1% of equity, a ratio in line with the profitability
standards seen in recent years.

The balance of the Life technical account performed well in 2007
(up 20.1%), rising to 388 million euros. The biggest contribution
was made by the returns on investments, which grew very sub-
stantially, while the negative balance of unrealised gains and loss-
es was largely absorbed by the funds for future appropriations
and by the standard revaluation reserve,

However, the balance of the Non-Life technical account fell more
than 36% to 337 million euros, also severely influenced by the
performance of investments, though in this case by that of real-
ised gains which, in 2006, had benefited from extraordinary as-
sets sale transactions. As far as claims are concerned, which in
this segment account for a large slice of costs, there was a de-
crease of about 1 percentage point of the respective rate as a
proportion of premiums earned.

LIFE AND NON-LIFE PRODUCTION

WERE IN RESPECT TO INVESTMENT ASSETS.

Lastly, we would underscore the decline of income tax for the
year, which is consistent with the downward evolution of the
profit before tax and additionally reflects the creation of deferred
tax assets, especially as a result of the potential losses recorded
by many assets.

The year under review also witnessed a substantial growth of
the number of insurance companies established in Portugal
(up from 76 to 83), confirming the previous year's trend following
a long process of reduction of their numbers that began at the
end of the nineties. Even so, the staff of the insurance compa-
nies taken as a whole fell again in 2007, the result of the efforts
directed at rationalising resources and of outsourcing some serv-
ices. It should be pointed out, however, that the industry's 11,300
workers significantly understate the employment generated by
insurance business, for one must add the personnel assigned to
functions complementing the business, such as intemediation and
loss adjustment.

table_2

TOTAL LIFE
Life Insurance
Insurance Tied to Investment Plans
Capitalisation Products

TOTAL NON-LIFE
Accidents & Health
Workmens compensation
Health
Fire & Other Property Damage
Motor
Transports, General Liability & Sundry

U: Million euros

A 05/04 A 06/05

A 07/06

46,2% -4,1% 6,9%
30,7% -13,5% 12,0%
781% 6,8% -3,9%
69,2% 25,5% 253%

2,0% 1,2% 0,5%
3.1% 3,0% 1.6%
0,7% -0,7% -1,4%
7,7% 9,7% 7,8%
1.3% 0,6% 2,5%
1.6% 0,3% -3,0%
2,4% 11% 131%
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Insurance and Society

Despiteits entrepreneurial nature, insurance business plays an ex-
traordinarily relevant role in areas of obviously social interest and
in financing and protecting economic activity, be it of companies
or of the State itself.

The prudential guarantees that surround this business oblige the
industry's companies to set aside provisions far the very large
liabilities that it takes on and to represent these provisions in the
form of investment assets. At the end of 2007, the total volume
of the technical provisions - Life and Non-Life - amounted to 48
billion euros, while the volume of investment assets stood at 49
billion.

INDICATORS

Investment Assets / GDP 22,8% 27.1%
Direct Insurance Premiums / GDP 7,26% 9,05%
Life 4,33% 6,15%
Non-Life 293% 2.90%
Direct Insurance Premiums / N° Inhabitants 996 1.273
Life 595 865
Non-Life 402 408

In 2007, the total volume of insurance contract premiums amoun-
ted to 13.8 billion euros - 8.5% of the GDP - of which about 2/3
were Life premiums and 1/3 Non-Life. Adding to this the stamp
duty on the policies and the para-fiscal burden associated with
them, the total cost borne by the policyholders in respect of in-
surance contracts on the Portuguese market amounted to 14.3
million euros.

Now, just in costs, provisions and profit-sharing 12.5 billion eu-
ros were paid to the insured and to other beneficiaries, both for
sickness prevention and recovery of health and for indemnities for
death, through the recuperation of property and other compensa-
tions for property damage, and also as a result of the accumula-
tion of savings in Life business.

table_3

A 05/04 A 06/05 A 07/06

29,5% 30,7% 4,3 pp 2.4 pp 1,2 pp
8,51% 8,54% 1,8 pp -0,5 pp 0,0 pp
5,68% 5.82% 1.8 pp -0,5pp 0,1 pp
2,83% 2,72% 0,0 pp -0.1pp -0,1 pp
1.240 1.297 27.7% -2,6% 4,7%
828 884 45,4% -4,3% 6,8%
412 413 1.5% 1,0% 0.4%

U: Million euros

Sources: APS, Bank of Portugal and National Statistics Institute

This figure of 49 billion euros - or 30.7% of the Portuguese GDP in
2007 - puts the industry at the top of the ranking of institutional
investors in Portugal and makes a decisive contribution to project-
ing the investment of our economy, especially in that a great ma-
jority of the asset portfolio involves debt securities, both public
and private.

It is, above all, because it benefits from a significant part of the
results of these investments that the insurance industry ends up
by returning to society every year the whole - or even more - of
the volume of premiums that it receives from the policyholders.

In income tax, para-fiscal charges borne by the insurers and taxes
and para-fiscal charges for the account of the insured (in respect
of which the insurers are mere intermediaries) the industry hand-
ed over to the State or to State institutions more than 0.7 billion
euros (not counting either the VAT borne on goods and services,
including claims' repairs or the personal income tax (IRS) with-
held on the income generated by savings and on the employees’
wages). It should be noted that the direct beneficiaries of these
contributions include entities such as the National Firemen's Ser-
vice and Civil Protection, the National Medical Emergency Institute
[INEM]), the Motor Guarantee Fund [FGA] (which covers damage
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PORTFOLIO OF THE INSTITUTIONAL INVESTORS table_4

2004 2005 A05/04 A06/05 AO07/06 %2004 %2005 %2006 % 2007
Mutual and Money Market Funds 24701 28.798 29631  26.827 16,6% 29%  -95% 307% 297% 274%  24,0%
Real-estate Funds 7.660 9022 11730 13204 178% 30,0% 12,6% 9,5% 93% 109% 11,8%
Pension Funds 15188 18985 21.185  22.355 250% 11,6% 5,5% 189% 196% 196%  20,0%
Insurance companies 32.851 40.222 45436 49.446 224% 13,0% 8,8% 40,9% 415%  421% 44,2%
TOTAL 80.400 97.027 107.982 111.832 20,7% 11,3%  3,6% 100,0% 100,0% 100,0% 100,0%
U: Million euros Sources: APS, Bank of Portugal and Insurance Supervisory Authority (ISP)

caused by uninsured vehicles) and the Works' Accidents Fund,
institutions that provide ample service to Portuguese society, and
that, together, received about 180 million euros as a result of the
insurance business.

And, in costs incurred with the 11,000 employees and the commis-
sions paid to 26,000 insurance intermediaries, another 1.1 billion

euros were spent, which constitute the basis of or an important
support for the income of this part of the Portuguese population.

To all these parties taken together, the insurance industry ended
up by returning 14.3 billion euros in 2007, that is, a sum equal
to the total amount it received from policyholders in the form of
premiums and para-fiscal charges.

RETURN TO SOCIETY - 2007

0 Premiums received
from policyholders to society

Return

M Premiums - Life » 9,4
[ Premiums - Non-Life » 4,4
Taxes and charges » 0,5

U: Billion euros

M Claims Costs & Reserve - Life » 9,7

1 Claims Costs & Reserve - Non-Life » 2,7

" Intermediaries Commissions » 0,6
Taxes and charges » 0,7

[ Staff costs » 0,5
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A SYSTEM OF REGUEATION THAT IS CLEARANDSIMPLIFIES
KNOWLEDGE AND UNDERSTANDING OF FHE RUELESHS'A'CONDITION
NECESSARY TO PROPER WORKING OF THEMARKEFANDSO WEEL
BALANCED CONTRACTUAL RECATIONSSHENCE THE-[MPORTANCE
OF THE NEW INSURANCE CONTRACT EAL .

b) New Insurance Contract Law

The new Insurance Contract Law was enacted by Decree-Law
72/2008 on April 16, though it is the result of long, hard work
by a commission created by order of the Secretary of State for
the Treasury and Finances, throughout 2007 and the early part
of 2008.

It is a known fact that the legislation still in force is dispersed
across a multitude of laws and regulations (dating from 1888 to
the present), drawn up under greatly differing situations and on
the basis of principles and values that have varied over the years.
It therefore has insufficiencies, contradictions, gaps and imperfec-
tions, is out of step with reality and has difficulties of articulation
and comprehension that had to be put right.

This framework was a source of uncertainty and legal insecurity
that were undesirable for insurers and consumers alike. For this
very reason, it also generates disputes and interpretations and ap-
plications of the law that are not always coherent.

A system of regulation that is clear and simplifies knowledge and
understanding of the rules is a condition necessary to the proper
working of the market and to well-balanced contractual relations.
Hence the importance of the new insurance contract law that
has brought together the entire system in an integrated, more
comprehensible manner, in a single piece of legislation, adapting,
updating and rewriting in the light of present-day concepts all the
previous rules of sundry origins, in an endeavour to make good
their deficiencies.

Its application is expected to lead to less legal uncertainty and to
even more transparent relations between operators and consum-
ers.

Even so, it is normal that, as is always the case with new legisla-
tion, there will be various interpretations of the same legal rule.
Time and repeated application of the law will allow the best
interpretation to be made and the dominant guidelines to be sta-
bilised.

The following are elected as aspects of the new legislation to be
underscored:

1. Despite being fairly detailed, the new law announces as a basic
rule the principle of contractual freedom, though with the limits
established therein and those that stem from general law.

This means that, in many matters, the law suggests a solution
in principle but entitles the parties to agree to another solu-
tion. This freedom of agreement is far greater in the insurance
of major risks than in insurance taken out by consumers,

2. The prohibition of discriminatory practices. Developing the
principles enshrined in Article 13 of the Constitution of the
Republic and in Act 46/2006, and ahead of the Community
legislation under preparation in this respect, the Insurance
Contract Law restates the principles of prohibition of discrimi-
natory practices, clarifying that the practices and techniques
of assessing, selecting and accepting risks, proper to the in-
surer, even if they imply different treatment of conditions for
people with a disability or increased healthrisk, are not forbid-
den only if they are based on rigorous statistical and actuarial
data that are relevant in the light of the principles of insurance
technique.

The Insurance Contract Law thus details the conditions that
can justify differing treatment on the basis of existence of
objective reasons constituting the grounds therefore. In this

way, it prevents other data, even though objective, from be-
ing considered for the purpose. Article 15 of the Insurance
Contract Law thus provides additional Legal Security to the
treatment of this delicate matter.

3. The strengthening of the duties of information. An in-
surance contract is usually considered a contract in the ut-
most good faith, to the extent that its entering into is based,
in most cases, on the information provided spontaneously
by each party to the other as to the risk to be covered and
as to the conditions under which the cover is extended.

Notwithstanding this duty of co-operation and of acting in
good faith, the law determines that, prior to the formation of
the contract and during its life, both the policyholder and the
insurer are obliged to reciprocally provide such information as
is seen to be relevant to ensuring that the decision to con-
fract or to continue the contract with or without alterations is
taken freely and on an informed basis.

In the new law the information to be provided is considerable and
very dense. But, despite the density and profusion of the duties, it
must be recognised that the matter is better organised, which will
simplify its application in practice.

In closing, it should be mentioned that the new law comes into
force on January 1, 2009, which means that the insurers will have
a great deal of work in adapting their clauses and processes to the
new law during 2008 It should be mentioned, however, that the
process of adaptation to the new legislation of those contracts
that are in force on January 1, 2009, will extend over a certain
period of time, depending on the nature of the contracts in ques-
tion and, in the case of some personal insurance, this adaptation
may extend up to 2011.
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The Solvency Il project is intended to redefine the solvency sys-
tem requirements imposed on European insurers, now unanimous-
ly seen to be one of the greatest structural evolutions of recent
decades in the regulatory framework of this industry. The estab-
lished goals of this initiative of the European Commission are:

» 10 increase insurance-consumer protection

» t0 promote greater integration of the European insurance market

» 10 increase the international competitiveness of European
insurers and reinsurers

» to implement better, and more effective regulations

For the insurance companies the project is viewed in the first
place as an opportunity to improve the prudential supervision of
the business and, fundamentally, to incorporate into the solvency
requirements the advances in risk-management seen in the insur-
ance industry in recent decades.

However, this new supervisory model, which, in general, indexes
the capital and other prudential requirements to the insurers' true
risk profile, will require of them a profound cultural evolution, such
the alterations that it will demand of their policies are product
concept, risk mitigation, investment management and internal or-
ganisation of processes and systems. That is, in every core area of
the insurance business.

Given the tight deadlines established by the Commission, the Sol-
vency Il project is of necessity advancing a pace, and there have
been major development throughout 2007 and early 2008, tak-
ing it to an absolutely decisive stage.

On July 10, 2007, under the Portuguese presidency of the Euro-
pean Union, the European Commission presented to the European
Parliament its Draft Framework Directive (Level | Directives in
the Lamfallussy legislative process) for the Solvency Il project, de-
fining the structure of the new model of supervision for this busi-
ness. In general, the reaction of the European insurance industry

OBJECTIVES OF THE SOLVENCY PROJECT Il
» INCREASE THE PROTECTION OF INSURANCE PRODUCT CONSUMERS;
» PROMOTE A GREATER INTEGRATION OF THE EUROPEAN

INSURANCE MARKET;

» INCREASE INTERNATIONAL COMPETITIVENESS OF EUROPEAN

INSURERS AND REINSURERS;

» IMPLEMENT BETTER AND MORE EFFECTIVE REGULATIONS.
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THE NEW MODEL OF SUPERVISION, WHICH IN GENERAL, INDEXES
CAPITAL AND OTHER PRUDENTIAL REQUIREMENTS TO THE
INSURERS" TRUE RISK PROFILE, WILL REQUIRE FROM THESE

A PROFOUND CULTURAL EVOLUTION.

was positive, especially in that it is based on economic principles
and takes adequate account of the risks inherent to the business.

Nonetheless, as is natural in a process of this dimension, some
matters still need debate and to be gone into in greater depth.
The more polemic issues include the new, revolutionary approach
to the supervision of insurance groups, a technically complex, po-
litically sensitive matter that has caused divisions between the
various parties involved in the process.

Currently, the draft Directive is undergoing intense discussion
within the scope of the European parliament, where more than
800 proposed amendments have already been presented, a signif-
icant part of which directed at the group supervision section. Even
s0,in accordance with the present calendar established by the Eu-
ropean Commission, the Framework Directive is set to be approved
by the European parliament during the first half of 2009, which
means overall agreement by the end of 2008,

Source: Technical Specifications of the QIS 4

SCR

During this period two quantitative impact studies (QIS 3 and
QIS 4) were performed at the same time, tools essential to an as-
sessment of the applicability of the proposed measures and of
theirimpact on the capital requirements of the insurance industry,
constituting an indispensible source of quantitative information
to underpin the proposals under discussion. Additionally, these
studies are one of the main instruments for the development
of implementation measures (Level Il Directives), especially with
regard to the determination of the quantitative requirements. A
clear sign of the political importance given to exercises of this
kind is the fact that the European Commission has, with the QIS
4, assumed for the first time final responsibility for its launch and
execution, and for the analysis of the results,

The QIS 4, performed between April and July 2008, was designed
in keeping with the principles established in the said draft Direc-
tive, involving the following structure for the calculation of the
capital requirements:



With regard to the domestic market, the QIS 4 showed, above all,
a concern as to the need for separate calculation of the capital
requirements per autonomous fund, which, owing to the large
number of funds in existence, appears to be difficult in practical
terms, but may have deeper implications in that it could prevent,
in calculating the eligible capital of the Life insurers, use being
made of the excess capital determined in each autonomous fund
to cover losses in others. This, however, is @ matter that requires
a more profound study and an analysis of the quantitative results
of the QIS 4.

With regard to the results of the QIS 3, the latest available, i.e, the
official report published in November 2007, shows, in average Eu-
ropean terms and with particular incidence in Non-Life business, a
decrease of the solvency ratios when compared with the present
ones (Solvency I). The national results generally coincide with the
European ones, with a decrease, in average terms, of the com-
panies’ Non-Life (and combined) solvency ratios and an increase
of those of the Life companies. However, it should be noted that
these studies are clearly experimental and no final conclusion can
therefore be taken from their results.

Lastly, we would underscore the excellent participation in the QIS
3 by the companies operating in Portugal, both in Life business
(98.6%) and in Non-Life (33.7%), perhaps the most representative
of all the European markets, demonstrating the great interest of
the companies in this project.

The end of 2008 will now be decisive to the evolution of Solvency
Il If no political agreement is forthcoming on the Framework by
the end of the year and with the European Parliament elections
during the 2nd half of 2008, there will be a risk of postponement

of the coming into force of this directive, currently scheduled for
2012. Additionally, the project's technical developments are ex-
pected to be proficuous, particularly with the publication of the
results of the QIS 4 and of the documentation in respect of the
future level Il and level Il measures.

As has been the usual, APS will continue to follow all this work
closely and, in close co-operation with the Insurance Supervisory
Authority (ISP), to provide the domestic market with such informa-
tion and tools as may be necessary for the companies to face the
challenge of implementation of Solvency Il as well as possible.

d) New IAS/IFRS-based Accounting Plan

Application of a new Accounting Plan (PCES) approved by ISP
Regulation 20/2007-R of December 31, is mandatory as from
January 1, 2008, for insurance companies headquartered in Por-
tugal, for branches in Portugal of insurance companies headquar-
tered outside the EU territory and, by virtue of Article 16 of the
Corporate Income tax (IRC) Code, with regard to their basic rules
and accounting principles, to the branches in Portugal of insurance
companies headquarters within the EU.

The essential trait of this new accounting standard for the insur-
ance industry is its alignment with the international accounting
and financial reporting standards (IAS/IFRS and NIC), that is, with
the best international accounting practices. This has been gener-
ally welcomed by the market and seen to be a preview of a reality
that will very shortly become widespread, even beyond the uni-
verse of quoted companies or those whose shares are listed on of-
ficial markets, which are already exposed to these principles. Signs
of this unquestionable global evolution are to be found in the
Accounting Standardisation System presented by the Account-
ing Standardisation Commission, or in the projects developed in
countless European countries for the application of the IAS/IFRS
1o entities other than those listed on the stock markets. At heart,
these steps are part of the great objective of the International
Accounting Standards Board (IASB), based on the development of
accounting rules applicable around the world, that is, on a global
standardisation of basis accounting principles.

Two marking characteristics of the new system must be under-
scored, when compared to the previous one.

Firstly, the IAS/IFRS are fundamentally principle-based and not
rules-based. Although it defines a regime of a scope not too differ-
ent from the previous one, the new PCES makes use of this spirit,
referring back to the IAS/IFRS themselves (specifically those al-
ready approved by the European Commission) in all matters that it
does not address specifically.

Secondly, the IAS/IFRS are structurally based on the fair value
principle in the valuation of assets and liabilities (though with
some exceptions), and reflect in profit & loss the effect of the
variations of this fair value of a large part of assets and liabili-
ties. In this context, a significant part of the enormous investment
portfolio of the insurance industry is carried at fair value (indeed, it
already was in the old plan) and will have its gains and losses, both
potential and realised, reflected directly in the year's profit & loss
(whereas the potential ones were previously normally absorbed
by reserves), which will tend to greater volatility of results.

On the other hand, full adoption of the IAS/IFRS by the insurance
industry is jeopardized by the fact that, in respect of insurance
contracts, the relevant standard - IFRS 4 - is of a transitory nature,
and does not establish a stable scheme in matters as important
as the valuation of liabilities associated with these contracts.
Thus, in the absence of a consistent framework, the necessary
process of convergence towards the IAS/IFRS was centred on the
introduction of the matters considered stabilised and/or seen to
be indispensible to the proper working of the insurance market.
Therefore, the new PCES has taken these standards on board with
the exception of IFRS 4, in respect of which only the principles of
classification of the type of contracts entered into by the insur-
ance companies are adopted. The rules and principles established

THE ESSENTIAL TRAIT OF THIS NEW ACCOUNTING STANDARD FOR
THE INSURANCE INDUSTRY IS ITS ALIGNMENT WITH INTERNATIONAL
ACCOUNTING AND FINANCIAL REPORTING STANDARDS (IAS/IFRS

OR NIC), THAT IS, WITH THE BEST INTERNATIONAL ACCOUNTING

PRACTICES.
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in the prudential legislation and regulations continue to apply to
recognition and measurement of liabilities arising from insurance
contracts.

It should be said that a process is underway within the IASB in-
volving adjustment of the standard relating to insurance contracts
- stage Il of IFRS 4 - essentially seeking a fair-value methodology
for the valuation of the respective liabilities as consistent as pos-
sible with the market value. However, it will be hard to conclude
the process of reformulation, discussion and adoption of this
standard within the next 3 or 4 vears.

At the same time, the IASB is going ahead with the revision and
updating of many other standards, which means that the industry
will have to keep a close watch on all the discussion papers and
exposure drafts that it comes to issue, especially now that this
new PCES has been adopted for our market.

Both the monitoring of these international surroundings and the
concrete implementation of the new legislation governing our
market have required a great effort by the entire insurance indus-
try, including the ISP and the APS. At internal level, this effort in-
volved, in particular, a profound debate of the technical solutions
that came to be adopted, clarification of doubts and solution of
the difficulties that naturally arose, preparation and execution of
wide-ranging training courses and reflection on and discussion of
the indirect impacts of the adoption of the new rules.

Here, awordis due to the need toimplement the legislative author-
isation, called for in the 2008 State Budget, in order to adapt the
IRC (Corporate Income Tax) Code to the industry's new accounting
requirements, a process that is at a very advanced stage.
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THE TRANSITION PROCESS IMMEDIATELY LED TO THE CANCELLATION OF
THE INSCRIPTION OF MORE THAN ONE THIRD OF THE 37.584 EXISTING
INTERMEDIARIES, IT INCREASED THE LEVEL OF CONSUMER PROTECTION
THROUGH IMPOSITION OF GREATER DEGREE OF TRANSPARENCY IN THE
DISTRIBUTION OF INSURANCE AND OF INCREASED REQUIREMENTS IN
THE INTERMEDIARIES” QUALIFICATIONS.

e) Insurance Intermediation Legislation

Since Decree-Law 144/2006, of July 21, come into force at the
beginning of 2007, insurance intermediation business has been
undertaken within a new framework.

It should be recalled that this new legislation was fundamentally
the result of the transposition to Portuguese law of a EU direc-
tive designed to harmonise the legislation of the Member States
on access to and exercise of insurance intermediation activities,
though it also provided an opportunity to make an overall revi-
sion of the Portuguese legislation that clearly required updating
in this matter. In particular, it regulated the exercise of all forms of
distribution on a like basis (in that, till then, some forms of insur-
ance distribution were not subject to the insurance intermedia-

EVOLUTIO THE N° OF INTERMEDIARIES
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tion legislation) and, above all, it increased the level of consumer
protection through imposition of a greater degree of transparency
in the distribution of insurance and of increased requirements in
the intermediaries’ qualifications.

This business is now subject to additional regarding, for instance,
the duties, to be provided to consumers, the relations with insur-
ers, the grounds for the advice and orientations, the registration
of authorised intermediaries (accessible to the public) and the
movement of funds relating to insurance contracts (be they pre-
miums to be transferred to the insurer or amounts to be payed
to customers). On the other hand, there are new and more ap-
propriate requirements for the intermediaries in the matter of
reputation, incompatibilities, knowledge and aptitude, and cover
of responsibilities,

chart_2
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THE INCREASED SPECIFIC QUALIFICATIONS OF PEOPLE INVOLVED
IN SELLING INSURANCE WAS ANOTHER HEALTHY IMPACT OF THIS

LEGISLATIVE EVOLUTION.

APS, ITSELFR, PROVIDED CERTIFIED TRAINING
TO ALMOST 2000 INTERMEDIARIES.

The impacts of this new legislation on the insurance intermedia-
tion segment were soon felt.

According to the Insurance Supervisory Authority, the transition
process immediately led to the cancellation of the inscription of
more than one-third of the 37,584 existing intermediaries, either
because the new requirements put side those having merely re-
sidual business or because the new incompatibilities’ rules set
aside others trading in their own name but working for other in-
termediaries as well,

On the other hand, it naturally led to a recomposition of the inter-
mediaries’ structure in the light of the new categories created, to
with: “tied insurance intermediary”, “insurance agent” and “broker”.
A significant number of the former "agents” moved to the “tied in-
surance intermediary” category, while the overwhelming majority
of the former "canvassers” is no longer registered.

The increased specific qualifications of people involved in selling
insurance was another healthy impact of this legislative evolution.
APS itself provided certified training to almost 2,000 intermediar-
ies, many from the banking channel, in addition to having organ-
ised seminars and conference that helped the insurance industry
to prepare adequately for this new reality.

Lastly, it should be mentioned that this legal and regulatory
framework was to suffer episodic adjustments throughout 2007,
as seen to be necessary in the light of its practical application.

In conclusion, it is generally agreed that an important step has
been taken in the professionalisation and specialisation of insur-
ance intermediation business in Portugal.

01 - INSURANCE BUSINESS

FROM THE INSURANCE BUSINESS STANDPOINT, LEGISLATION ON
MONEY LAUNDERING WILL ALSO BRING ABOUT ADDITIONAL DEMANDS
FOR THE ORGANISATIONS. HOWEVER, IT WAS GENERALLY WELCOMED
BOTH FOR THE RECOGNITION OF THE IMPORTANCE OF THE PROBLEM
THAT IT IS INTENDED TO COMBAT, AND ALSO BECAUSE IT ENSHRINES
SOLUTIONS TO SOME OF THE INDUSTRY'S SPECIFIC CONCERNS.

f) Prevention of money laundering

Laundering money of illicit provenance and the financing of ter-
rorism are on the agenda of the international community, in the
combat against which major technical and financial resources
have been employed.

Within the European Union, We can mention the publication
of what are known as the 3rd generation money-laundering
directives, a package comprising Directive 2005/60/€C of the
European parliament and Council of October 26, and Directive
2006/70/€C of the Council of August 1, 2006.

Following a reasonable period of public discussion, begunin 2007,
in which APS naturally became involved, these 3rd generation di-
rectives were transposed to Portuguese law on June 5, 2008, by
means of Act 25/2008. The Act basically follows the structure of
the previous one (Act 11/2004 of March 27), though adapted to
the new requirements imposed by the said Community legislation,
further strengthened by the FATF (Financial Action Task Force)
recommendations and by principles underlying the conventions
signed in the meantime by Portugal. Of the innovations compared
to the previous legislation, the following are underscored:

» the enlargement of the scope to the financing of terrorism,
whereas the previous Act was directed solely at prevention and
repression of the laundering of benefits of illicit provenance;

» the establishment of increased duties of identification, com-
munication, co-operation and diligence for the financial and
non-financial entities involved;

» the increase of the duty of co-operation with the authorities,
especially with the Financial Information Unit of the Criminal
Palice;

» the enlargement of the list of financial and non-financial
entities subjected, with emphasis, from the standpoint of the

insurance industry, on the inclusion of insurance intermediar-
ies (not tied);

» the possibility of execution by third parties of the duties of the
financial entities, especially the duties of identification of
and diligence in relation to the clientele, where the said third
parties are also financial entities subject to this or equivalent
legislation;

» the introduction of the concept of “politically exposed persons’,
which was not formally defined;

» the establishment of evaluation criteria base on the risk of the
operations, suiting the nature and extent of the verification
procedures and the diligence measures to the associated de-
gree of risk.

From the insurance business standpoint, this legislation, which
applies solely to companies and (non-tied) insurance intermediar-
ies that carry on Life business, will also bring about additional de-
mands for the organisations. However, it was generally welcomed
both for the recognition of the importance of the problem it is
intended to combat and also because it enshrines solutions for
some of the industry’'s specific concerns.

At the head of these concerns was the execution of duties by
third parties (ie, use of third-parties, specifically other financial
entities, to perform the duties of identification and diligence in
respect of the customers), which was not provided for under the
draft Law but is of special importance for many Life insurers that
sell a large part of their products through the banking channel.

Lastly, it should be said that, although some of these legislative
evolutions were embedded in ISP Regulation 10/2005-R of July
19, others will require this standard specific to insurance business
to be updated.
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THE TRAINING AND PROFESSIONAL
QUALIFICATION OF THE HUMAN
RESOURCES OF THE INSURANCE BUSINESS
IS AKEY CONCERN OF THE INDUSTRY.

THE TRAINING COURSES ORGANISED BY APS COVERED 13%
OF THE STAFF OF THE INDUSTRY (1500 TRAINEES), CLEARLY
ATTESTING THE EFFORT THAT HAS BEEN MADE IN IMPROVING
THE QUALIFICATIONS OF THE HUMAN RESOURCES ENGAGED
IN THIS BUSINESS.

EVOLUTION OF THE NUMBER OF COURSES EVOLUTION OF THE NUMBER OF TRAINEES chart_3
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g) Training

The training and professional qualification of the human resour-
ces of the insurance business is a key concern of the industry, to
which the insurers and APS devote great attention.

In 2007, the Portuguese Insurance Academy - the body through
which the APS implements its training initiatives - organised 57
training courses or programmes, involving 2,167 trainees, twice
those enrolled in 2006.

Of these, the insurers's employees alone accounted for 1,500
trainees at the Academy. Considering that the number of employe-
es of insurance companies established in Portugal approaches
11,300, the training courses organised by the APS covered some
13% of the staff of the industry (though some may have been
repeaters), clearly attesting the effort that has been made in im-
proving the qualifications of the human resources engaged in this
business.

INSURANCE EMPLOYEES - TRAINING 2007

01 - INSURANCE BUSINESS

During the 1st half of 2008 about 40 more courses were organ-
ised, both presential and e-Learning. About 500 trainees took part
in these presential courses in 2008, while 1,850 were involved
in e-Learning (with 1,561 certifications of Tied Intermediaries,
Agents or Brokers), a number that is already greater than the
2007 figure.

The Academy is currently working with several Associates and also
with the more representative of the intermediary entities linked
to banking and specialised credit, formally covering about 12,000
users on an e-Learning basis and in projects for the next two or
three years. It should be noted that this distance learning pro-
gramme for insurance intermediaries is now Portugal’s biggest
Inter-Company e-Learning project providing certification.

BREAKDOWN BY TRAINING FORMAT - 2007 chart_4
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a) Registration of Life Insurance Contracts
with beneficiaries in the event of death

By towards the end of the year, Decree-Law 348/2007 of Novem-
ber 19 was published. It defines the insurer's duties of informing
the policyholder, the insured and the beneficiary of life insurance
and personal accident contracts and capitalisation operations with
beneficiary in the event of death, and it sets up a central register
of these contracts and capitalisation operations.

In the first place, it should be pointed out that the percentage of
cases in which the beneficiaries do not claim sums to which they
are entitled on the death of the insured is almost insignificant, a
problem that the decree-law seeks to answer - particularly be-
cause alarge slice of Life insurance is now sold through the banks,
generally the same banks that manage other financial assets of
the deceased, which makes it easier to take cognisance of the
death and to locate and contact the respective heirs.

Nonetheless, the APS considers the legislator's intervention in
this matter to be legitimate, understandable and comprehensible.
The customers’ and beneficiaries' right to a large part of the infor-
mation provided for is unquestionable, and it is undeniable that
the effective fulfilment of the citizens rights who are legitimate
beneficiaries of assets managed under insurance contracts may,
in some cases depend on the conditions of access to this informa-
tion. From this perspective, the need to regulate the conditions of
access to information essential to the exercise of these rights is
understandable.
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However, the solution recommended to meet these goals - which
include exhaustive identification of the beneficiaries - is manifest-
ly bureaucratic and not at all in keeping with the trend of admin-
istrative simplification that an attempt is being made to impose
on relations with citizens and generates extraordinarily high costs,
far greater than the intended benefits.

FOR ALL THE PARTIES.

Besides this bureaucratic burden embedded in the model, it would
not appear to weigh properly all the implications of the Personal
Data Protection Act (LPDP) and does not safeguard the legal duty
of confidentiality inherent in closing an insurance contract, calling
into question the confidentiality that, legitimately, many policy-
holders or insured require to be associated with the insurance
contracts they enter into. It should be noted that in this contrac-
tual relationship the beneficiary, whois not a party to the contract
and may be altered from time to time, does not have to know that
he/she was designated "beneficiary” except as from the moment
when the rights accruing under this status can be exercised (typi-
cally, on the decease of the insured).

These same conditioning factors were present in the design of
the model adopted in Spain for this very purpose and, following
profound reflection designed to get round these obstacles, end-
ed up by including only the information required to identify the
insured, the insurer and the contract (ie, not the beneficiary), it
being left to the interested parties (potential beneficiaries) to as-
certain from the stipulated insurers whether or not they are ben-
eficiaries under the contracts in question. Unsuccessfully, the APS
therefore put forward an identical solution, that would respond
effectively to these same objectives and would be far easier to
implement and far less bureaucratic, with fewer implications in the
matter of personal-data protection and considerably less onerous
for all parties.

It should also be mentioned that, by the end of the period sched-
uled for the decree-law to come into force (mid May 2008), the
official entities had not vet finalised the process of putting the
register and its respective access into operation. To get round the
problem, a temporary substitute solution was provided, in accord-
ance with which interested parties can submit requests for infor-
mation to the ISP about the existence of insurance contracts in
the name of deceased persons, which are then circulated by the
ISP to the insurers.

UNSUCESSFULLY, THE SECTOR DEFENDED AN IDENTICAL SOLUTION
THAT WOULD RESPOND EFFECTIVELY TO THESE SAME OBJECTIVES
AND WOULD BE FAR EASIER TO IMPLEMENT AND FAR LESS
BUREAUCRATIC, WITH FEWER IMPLICATIONS IN THE MATTER OF
PERSONAL DATA PROTECTION AND CONSIDERABLY LESS ONEROUS
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ATION SCHEME
VING A LEGAL AND TAX
AT CANNOT BE COMPARED
PPR'S WHICH CAN

BUT PPRS ARE PRODUCTS THAT ARE FAR BETTER BALANCED, MORE
FLEXIBLE AND BETTER SUITED TO THE FUNCTIONS THEY PERFORM
WHICH HAS BEEN CONFIRMED BY THE INTEREST THAT SAVERS
CONTINUE TO SHOW IN THEM.

DISTORTIONS OF

b) Social Security and Public
Capitalisation Retirement Certificates

The beginning of the year saw publication of Act 4/2007 of Janu-
ary 16, which approved the general bases of the social security
systemand, in Article 82, establishes and characterises, in general
terms, the public capitalisation scheme. Its aim is to grant benefits
complementary to those provided by the welfare system and it
is:a voluntary individual subscription scheme; organised and man-
aged under the responsibility of the State; and is consubstanti-
ated in individual accounts managed on a capitalisation basis.

Later, the 2008 State Budget Act gave the government compe-
tence to create a capitalisation fund within the scope of the public
capitalisation scheme and defined the tax benefits assigned to
the respective products. In parallel, Decree-Law 26/2008 of Feb-
ruary 22 was enacted, governing the constitution and working of
this public capitalisation scheme, subsequently complemented by
two regulatory orders-in-council.

As the APS endeavoured to show during the concept stage of this
legislation, these individual accounts of the public capitalisation
scheme have clear similarities with the present Retirement Sav-
ings Plans (PPRs) and even with the pension funds marketed and
managed by the private sector. They meet the same objectives,
have the same reasoning of capitalisation of savings in individual,
voluntary-subscription accounts and have the same type of tax
incentive based on deductions from the IRS (personal income tax)
assessment. That is, the State retirement certificates and the in-
surers’ PPRs will, in fact, be products competing in attracting sav-
ings to finance complementary retirement pensions, event though
they naturally have characteristics that distinguish them.

-

COMPARATIVE FRAMEWORK: RETIREMENT SAVINGS PLANS (PPR) AND RETIREMENT CERTIFICATES (CF)

PIC

Supervision and audit

Solvency Capital

Personal scope

Events protected

Redemption outside the
scope of the protected
events

Guaranteed returns

Attachment and

transmission

Contributions

Investment policy

Plan transfer

Taxation on entry

PPR

Compartmental supervision: CMVM [Securities market
Commission] for Unit-Linked PPRs; ISP for other PPRs

Financial supervision: ISP [Insurance Institute of Portugal
(with cost)

Audit of accounts and of risk-management and internal-
control systems.

Currently: to simplify, 1% for the Unit-Linked PPRs [PPR UL;
4% of the other PPRs Mathematical Provisions

In future (Solvency Il): for the PPR UL (comparable to those of
the RPC [Public Capitalisation Scheme]) it will be the evalua-
tion of the operational risk, lapse risk,

Universal.

Open to any citizen. Including retirees, though without tax
benefit on entry. Also including youths with no income, for
whom parents, for example, may set up a plan

Holder's old-age retirement (or spouse, if community property)
Long-term unemployment of holder or relative).
Holder's or relative’s permanent disability to work

Serious illness of holder or relative.

As from 60th birthday of holder (or spouse, if community property).

Possible, though with tax penalty and possible commissions

Flexibility: available with guaranteed returns with guaranteed
capital and with no guarantee
Can be attached

Transmissible.

Depending on the customer's will

Nature and investment limits of the assets, with some restric-
tions and maximum limits.

Allowed and regulated That is, the customer may transfer his
plan to another having a different profile or even to another
insurer, though at a cost.

Deductibility in the income tax of 20% of the amount
invested, up to:

«if < 35yearsold: €400
eif >35and < 50vearsold: €350
*if <50 years old: €300

CF

Practically without requirements, without prejudice to the
normal control of State activities performed by the Court
of Auditors.

Just one opinion called for on the annual report and
accounts as well as an annual appraisal of the procedures
implemented and of the supporting elements employed

in valuing the assets, both performed by the statutory
auditor of the IGFCSS [Social Security Capitalisation Funds
Management Institute].

No requirement (which does not mean that there is no risk,
such as the operational risk, or the longevity risk, since the
RPC allows its own management of life annuities)

Wide-ranging, but not fully universal.

Limited to natural persons who, as a result of their profes-
sional activity, are covered by mandatory social protection
legislation. Not available to retirees. Not available to
youths having no income

Holder's retirement for old-age or pensioned-off,

Holder's absolute disability.

Impossible

Itis a defined-contribution scheme with no guarantee
as to the benefit to be produced. Not even the capital is
guaranteed

Cannot be attached.

Not transmissible.

Monthly contributions, with an annual tie. Contribution rate
of 2% or 4% of the Social Security reference wage. Or 6%
for contributors over the age of 50

Nature and investment limits of the assets, with some re-
strictions and maximum limits and a minimum limit of 50%
in public debt (half of which Portuguese State public debt)

Impossible. That is, the customer cannot transfer his plan
anywhere.

Deductibility in the income tax of 20% of the amount
invested, up to

«if < 35yearsold: €350
«if >35and < 50 yearsold: €350
«if <50 years old: €350

table_5

APPRAISAL

Far safer PPR

PPR penalised by
greater costs of legal
requirements

Far safer PPR

PPR penalised by
greater costs of legal
requirements

More universal PPR

PPR providing more
all-embracing protec-
tion

Far more flexible PPR

Far more flexible,
safer PPR

PPR penalised by legal
conditions

Far more flexible PPR

More flexible PPR hav-
ing greater prospects
of returns

fFar more flexible PPR

PPR penalised by tax
conditions for older
contributors
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ONLY THROUGH RECOURSE TO COMPLEMENTARY SAVINGS,

ON A VOLUNTARY BASIS, WILL IT PREVENT THE REDUCTION
OF THE BENEFITS OF THE PUBLIC SYSTEM CAUSING THE
IMPOVERISHMENT OF FUTURE GENERATIONS OF PENSIONERS.

To this extent, the insurance industry always underscored the
need to ensure equivalent competitive conditions for products
that will appear in the same market segment, considering essen-
tial that the legal and tax framework of the retirement certificate
be equivalent to that of the PPR, to prevent artificial distortions
of competition.

Now, in the first place, the 2008 State Budget designed the tax
framework of this new product in @ manner inconsistent with the
said principle of equivalence of legislation for competing products.
By assuming maximum limits for the deduction from the assess-
ment identical for all ages, it created tax incentives not aligned
with those allowed for the PPRs, which vary in keeping with the
taxpayer's age.

Secondly, there are also clear differences between the legal con-
ditions in force for the retirement certificates and for the insur-
ers' PPRs, those of the latter far more demanding and implying
greater operating costs. For example, differences in the matter
of solvency capital requirements, transparency, investment policy,
risk-management and the scheme governing the attachment and
transmissibility of the assets.

The public capitalisation scheme ended up by having a legal and
tax framework that cannot be compared with that of the PPRs,
which could condition savers’ options in the light of the conditions
determined by the State itself, which is responsible for the mar-
keting of one of these products, not exclusively on the basis of
the intrinsic merits of each. The certainty that the PPRs are prod-

EVOLUTION OF RETIREMENT SAVING PLANS - PPR (as insurance)

PPR
1. Annual contributions

0%
2. Number of insured persons

A%
3. Contribuitions / insured person (in euros)

4. Mathematical Reserve
A%

ucts that are far better balanced, more flexible and better suited
to the functions they perform does not prejudice this reflection,
one that has been confirmed by the interest that savers continue
to show in them.

At this point we should emphasise the growing importance of
complementary savings for retirement, particularly following the
recent alterations to the rules governing the calculation of retire-
ment pensions, they, too, stemming from the new social security
base act.

Like others in the past, these changes have unquestionable mer-
its in the promotion of the financial equilibrium of the system,
but they constitute recognition of the structural inability of the
pay-as-you-go model, of its inability to provide in a stable man-
ner the function that society expects of Social Security, which is
to prove consistent income to pensioners. In realistic scenarios of
employment and productivity growth, the solutions provided by
a pay-as-you-go model to face demographic pressures do not go
beyond the following triangle: or contributions increase, or the re-
tirement age increases, or pensions fall. And, even though in an
indexed form, the problem was attacked above all in the vital role
of Social Security: pensions.

Society must therefore be warned that only through recourse to
complementary savings, on a voluntary basis, will it prevent the
reduction of the benefits of the public system causing the impov-
erishment of future generations of pensioners.

table_6

2007

1.497.774 1.714.164 1.961.288 1.698.221
15,1% 14,4% 14,4% -13,4%
1.448.072 1.515.104 1.808.797 2.015.763
139% 4,6% 19,4% 11,4%
1.034 1131 1.084 842
6.744.757 7.855.355 9.011.053 10936.638
8,7% 16,5% 14,7% 21,4%

U: million euros

c) Markets in Financial Instruments
Directive (MiFID)

The legislation transposing the MiFID was published at the end
of October 2007. Under it, the insurers’ unit-linked products and
open pension funds are now subject to several chapters of the Se-
curities Market Code and their supervision in the matter of market
code and marketing is transferred to the CMVM (Securities Market
Commission).

Within the scope of this legislative process, this was followed
by the issuing of the CMVM regulations governing the different
types of product. CMVM Regulation 8/2007 came to regulate the
"marketing of individual-subscription open pension funds and in-
surance contracts linked to investment funds”.

Substantially, however, most of the requirements stemming from
the new regulations in the matter of information and marketing
were already in place under the ISP regulations and were already
being met by the insurance industry in respect of the unit-linked
products, and for this reason there were few restraints to their
adaptation.

In the matter of pre-contractual information, the scope and format
of the simplified informative prospectus, the advertising and the
publication of the measurement of risks and returns have all been
regulated. In marketing, the regulations cover the information
to be provided to customers, the suitability of the product in the
light of the customers’ personal circumstances and risk profiles,
distance selling, the issue of quarterly statements and the con-
servation of documents.

In view of the coming into force of CMVM Regulation 8/2007,
the ISP issued a circular in the meantime, stating that the Regula-
tions governing Structured Savings Attracting Instruments were
revoked. In insurance business these include only the unit-linked
products. This dissipated remaining doubts as to the articulation
of these two regulations.
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The ISP and the CMVM also disclosed joint information on invest-
ment fund-linked operations, determining that these products are
also covered by stipulations of CMVM Regulation 8/2007.

Insurers view this evolution naturally. What is important is that
homogeneous or proportionate conditions be established for all
operators in this savings market, regardless of their nature, and
that adequate, balanced product transparency be ensured and,
through this, the necessary confidence of savers.

WHAT IS IMPORTANT IS

THAT HOMOGENEOUS OR
PROPORTIONATE CONDITIONS
BE ESTABLISHED FOR ALL
OPERATORS IN THIS SAVINGS
MARKET, REGARDLESS OF
THEIR NATURE, AND THAT
ADEQUATE BALANCED PRODUCT
TRANSPARENCY BE ENSURED
AND THROUGH THIS THE
NECESSARY CONFIDENCE OF
SAVERS.
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d) Discrimination on the basis of disability
or aggravated health risk and on the
basis of Gender

Combat against discrimination is currently one of the priority con-
cerns of the political authorities of the European Union, equally
shared by the national political authorities. However, it is a sen-
sitive issue for insurance business, to the extent that reasoned
risk differentiation is sometimes confused with discrimination,
conditioning the essential process of evaluating, selecting and
segregating insurable perils. Insurance technique is based exactly
on the mutualisation of risks in homogenous classes, with which
homogenous tariffs can be associated, sufficiently well-balanced
to prevent anti-selection phenomena that tend to compromise
the economic viability of insurance business.

It was fundamentally this concern that the industry sought to
underscore in Act 46/2006 of August 28, which “Prohibits
and punished discrimination by virtue of disability and aggra-
vated health risk” in several areas of society, including insurance
business.

It was also to this end that an opinion was expressed by a Work
Group in the Insurance Area created by order of the government
within the scope of the National Secretariat for the Rehabilitation
and Integration of Disabled Persons, whose final report contains
understandings and recommendations that can be summed up as
follows:

» discriminatory practice against persons having a disability or
aggravated health risks, violating the principle of equality,
includes refusal to underwrite an insurance contract or less
favourable treatment in terms of contractual conditions or
premiums, by virtue of the disability or aggravated health risk,
where not objectively justified by the nature of the peril cov-
ered;

» refusal to underwrite an insurance contract or less favourable
freatment in terms of contractual conditions or premi-
ums are considered objectively justified (and as such are
not included in the concept of discriminatory practice) in
the event that the disability or aggravated health risk,
known on the basis of relevant information, namely actu-
arial or statistical data or medical reports, directly affects
the evaluation of the peril covered by the contract and the
treatment given to them is proportionate to the situation.

An adequate solution came to be provided within the scope of
the new insurance contract law (Decree-Law 72/2008 of April
16), where actions or omissions implying for those persons in a
situation of disability or aggravated health risk a treatment less
favourable than that given to another person in a comparable situ-
ation are considered discriminatory practices and are prohibited.
Nevertheless, it views as not prohibited “risk evaluation, selection
and acceptance technigues proper to the insurer, that are objec-
tively reasoned and are based on rigorous statistical and actuarial
date considered relevant under the terms of insurance technique
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DISCRIMINATION IS A SENSITIVE ISSUE FOR THE INSURANCE
BUSINESS, TO THE EXTENT THAT REASONED RISK DIFFERENTIATION
IS SOMETIMES CONFUSED WITH DISCRIMINATION, CONDITIONING THE
ESSENTIAL PROCESS OF EVALUATING, SELECTING AND SEGREGATING
INSURABLE PERILS.

principles”. In the event of refusal to underwrite a contract or of
aggravation of a premium, the insurer must provide the counter-
party with information as to the objective reasons underpinning
its decision and, to settle possible disagreement, there may be
recourse to a tripartite commission having access to the relevant
information.

In this dossier, emphasis is also given to the publication of Decree-
Law 34/2007 of February 15, which regulated Act 46/2006,
establishing the administrative entities competent to establish
the facts in administrative offence proceedings as well as the
administrative authority that will apply the fines and correspond-
ing accessory sanctions for the practice of discriminatory acts. As
far as insurance business is concerned, the competent authority
is the ISP,

Within the scope of this major objective of combat against discrim-
ination, another item was also enacted, Act 14/2008 of March
12, which “Prohibits and punishes gender-discrimination in
the access to and supply of gender and services, transposing
to Portuguese law Directive 2004/113/€C, of the Council, of
December 13"

In the same sense, this act determines that consideration of
gender cannot, in principle, lead to differentiation of premiums or
benefits of insurance, though it does allow such differentiation
provided itis “proportionate and results from evaluation of the risk
based on relevant, rigorous actuarial and statistical data’, under
terms to be defined in ISP regulations.
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e) Health Insurance

In a context of scarce evolution of Insurance Production, particu-
larly in the Non-Life segment, the growth of health insurance
premiums has been outstanding. Over the past four years growth
has varied between 8% and 10% and the same rate has been ob-
served during the first half of 2008.

In fact, this growth follows a trend that has been around for a
long time, the result of the various difficulties of the public health
systems, the growing concern of the population as to health
care and the versatility, scope and accessibility of this type of
insurance. The industry has responded to this extraordinary de-
mand for this kind of insurance, both individually and through
companies, by bringing its offer adequately into line, especially
through the creation of preferred-provider networks and the con-
ception of the, more versatile products.

HEALTH INSURANCE

» PREMIUMS ISSUED

Thousands € A Thousands € A % Total Number

2006  408.432 9,2% 399.793 7,7% 100% 652.906

2007  440.492 7,8% 431.046 7,8% 100% 663.962

» INDIVIDUAL INSURANCE

2006 196.632 16,7% 49,2% 631.245
2007 215.796 9.7% 50,1% 636.355
2006 203.161 0.2% 103,3% 21.661
2007 215.250 6.0% 99,7% 27.607

EARNED PREMIUM (EP) N° OF POLICIES

In this context, it comes as no surprise that, 20 years ago, it ac-
counted for 1% of total Non-Life production, whereas now the
figure is 10% of the total and is unquestionably one of the busi-
ness lines of greater growth potential.

In 2007, following a growth of more than 6% over the previous
year, the number of people covered by health policies amounted
to nearly 1.9 million. Even discounting the cover associated with
credit cards, the coverage corresponds to a population of 1.7 mil-
lion (more than half of whom are covered by group policies).

Also in 2007, the overall premiums (direct insurance) borne by
these nearly 2 million people totalled little more than 440 million
euros, corresponding to earned premiums of 431 million (imput-
able to the year), providing an average annual premium of around
228 euros.

table_7
N° OF INSURED PERSONS EP PER INSURED PERSON
A % Total Number A % Total € A
100% 1.775.456 100% 225
1.7% 100% 1.888695 64% 100% 228 1,4%
96,7% 890.431 50,2% 221
0,8% 95,8% 897.602 0,8% 47.5% 240 8,9%
3.4% 885.026 49,8% 230
27,5% 4,3% 991.093  12,0% 52,5% 217 -5.4%

Extrapolated based on a sample of: 2006 »97% 2007 » 97%
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THE GROWTH OF THE HEALTH INSURANCE
PREMIUMS HAS BEEN OUTSTANDING, OVER
THE PAST FOUR YEARS GROW TH HAS
VARIED BETWEEN 8 AND 10%.

It should be noted that 78% of these premiums were returned di-
rectly to the insured in the form of indemnities or provisions for
claims, to which may be added another 11% of these premiums in
acquisition costs, namely the commissions paid to intermediaries
and the costs medical exams prior to contracting.

It should also be noted that the growth of this average premium
compared to 2006, though it may have been influenced by altera-
tions to the extent of the cover, was no more than 1.4%, clearly
less than the inflation rate, that of the health sector in particular.

Lastly, mention is made of the fact that, in Portugal, the tax ben-
efits accruing to health insurance are not as favourable as those
for other private health costs since, contrary to the latter, they are

subject to deduction limits that, because they are relatively low,
are applicable to the majority of taxpayers who declare them.

It is very hard to understand this tax treatment of health insur-
ance in the light of any political rationale: in the first place for its
unquestionable ability to extend and improve the health care pro-
vided to the citizens, acting not as an alternative to the National
Health Service (SNS), but as a particularly valid option in respect
of some of the care that the SNS cannot provide with the required
quality and promptness; secondly, for the contribution it can make
to relieving the NHS itself, including its financial aspects, and to
generating revenue of another kind for the State (in the form of
stamp duty and contributions to INEM (ambulance service).

THIS GROWTH IS IN KEEPING WITH A TREND THAT HAS BEEN
AROUND FOR ALONG TIME, THE RESULT OF VARIOUS DIFFICULTIES
OF THE PUBLIC HEALTH SYSTEMS, THE GROWING CONCERN OF THE
POPULATION AS TO HEALTH CARE AND THE VERSATILITY, SCOPE AND
ACCESSIBILITY OF THIS TYPE OF INSURANCE.



PROPERTY D 3
INSURANCE

| B



OVERVIEW OF THE M,

a) Mandatory Third-party Motor Insurance » the progressive updating of the minimum cover provided by

and Transposition of the 5th Directive third-party motor insurance which, in this first stage, in-
creases from €1,200,000 per accident for personal injuries

With the enactment of Decree-Law 291/2007 of August 21, and €600,000 per accident for property damage; as from De-
mandatory third-party motor insurance underwent significant cember 1, 2009, this capital will be increased to €2,500,000
alterations stemming, on the one hand, from the partial transposi- and €750,000 respectively, then rising to €5,000,000 and
tion of the 5th Motor Directive (Directive 2005/14/€C of the Eu- €1,000,000 as provided for in the directive, on June 1, 2012,
ropean Parliament and Council, of May 11) and, on the other, from

the introduction of measures designed to increase the protection » the extension of the “reasonable offer procedure” and of other
of traffic-accident victims and the effective fulfilment of the obli- diligence rules in the settlement, which were already in force

gation of underwriting insurance. for property damage claims, to claims involving personal in-

jury; the indemnity proposal and the entire process of settling
Besides including the legislation of Decree-Law 83/2006 of May these claims will therefore comply with certain deadlines and
3 in respect of settling property damage claims, the new decree- requirements established by the decree-law.
law enacts alterations that are very relevant to insurers and con-
sumers alike, which focus on:

MANDATORY THIRD PARTY MOTOR LIABILITY UNDERWENT
SIGNIFICANT ALTERATIONS, STEMMING, ON ONE HAND, FROM THE
PARTIAL TRANSPOSITION OF THE 5TH MOTOR INSURANCE DIRECTIVE
(DIRECTIVE 2005/14/CE OF THE EUROPEAN PARLIAMENT AND COUNCIL
OF MAY 11, 2005) AND ON THE OTHER, FROM THE INTRODUCTION OF
MEASURES DESIGNED TO INCREASE THE PROTECTION OF TRAFFIC

- ACCIDENT VICTIMS AND THE EFFECTIVE FULFILMENT OF THE
OBLIGATION OF UNDERWRITING AN INSURANCE POLICY.
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2007 WAS MARKED BY THE PUBLICATION OF

AN ORDER IN COUNCIL THAT ESTABLISHES
THE CRITERIA AND GUIDELINE VALUES TO
Bt PRESENTED TO PERSONS INJURED IN

MOTOR ACCIDENTS.

» the alteration of the concept of “total loss’, with better valuation
of damaged vehicles more than two years old.

» the insurer's obligation of providing the insurer, as and when
requested, within 15 days, the tariff certification listing the
number of claims over the past 5 vears;

» the extension of the "reasonable offer procedure” to claims
involving personal injury;

» the alteration of the role of the FGA (Motor Guarantee Fund) in
settling claims resulting from uninsured vehicles and the
strengthening of the sanction mechanisms in the event of ac-
cidents caused by uninsured vehicles (including the apprehen-
sion and sale of the vehicle).

It should be noted that part of the legislation, particularly that in
respect of the rules and procedures to be adopted by the insurers
in settling claims, is applicable to insurance contracts that provide
optional covers in respect of own damage suffered by the insured
vehicle.

Meanwhile, in 2008, Order-in-Council 377/2008 of May 26 was
published. It establishes the criteria and guideline values to be
presented to persons injured in motor accidents in respect of the
reasonable offer for indemnity on what concerns of the personal
injury.

Although it does not definitively fix the values of the indemnity,
but rather establishes a set of rules and principles to speed up and
make more consistent the presentation of reasonable offers, this
order-in-council also introduced innovative solutions that are seen

to be fair, such as privileged treatment of more serious injuries,
the award of indemnity of future property damage only where the
injured party is prevented form carrying on his/her professional ac-
tivity, the award of indemnity for biological damage understood
as offence against the physical and psychic integrity of the injured
party, and the calculation of indemnities based on the income de-
clared for tax purposes.

It is now a matter of seeing how the courts will apply this set of
criteria and guideline values, especially to ascertain whether, as is
expected and desired, it will be reflected in a better balance of the
indemnities sanctioned by law.

This new legislation was also subject to regulation by the ISP,
in particular to define the system of contributions to the FGA,
through Regulation 15/2007-R of October 25, and, in a second
process, to regulate the content of the claim form, the structure
of the deadlines and of the minimum content of the indemnity
claim in respect of personal injury, through Regulation 16/2007-R
of December 20.
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THE PUBLICATION-OF - TIND 4l
DISABILITY EVALUATION
TABLES, ONE DESIGNED :
TO PROTECT WORKERS IN

THE PARTICULAR FIELD

OF THEIR ACTIVITY AS

SUCH, THAT IS, WITHIN THE
SCOPE OF LABOUR LAW,

AND THE OTHER DIRECTED

AT REPARATION FOR THE
DAMAGE UNDER CIVIL LAW.

By the end of 2007, Decree-Law 352/2007 was published in
October 23, taking effect on January 21, 2008. It approved the
National Table of Disabilities for Works Accidents and Vocational
Sicknesses, and also, for the first time, and Indicative Table for Dis-
ability Evaluation in Civil Law. These two items are of essential
importance for the insurance industry which, within the scope of
its business, be it in the cover of workmen’s compensation, traf-
fic accidents or others, is regularly faced with a need to evaluate
disabling personal injuries. Without a minimally standardised base,
this would generate obvious inconsistencies and unfairness in the
treatment of the tens of thousands of injured that suffer disabil-
ity of some sort each year.

As the preamble of the decree-law recognises, and hence its great
complexity, forensic assessment of personal injury must assume
different parameters depending on the field of law in which the
evaluation is processed. “In labour law. for instance, what is at
stake is the appraisal of the disability to work caused by a works'
accident or vocational sickness that determines a loss of earning
ability, whereas under civil law, and in view of the principle of full
reparation of damage prevalent therein, a percentage must be de-
termined of the permanent disability in general, that is, the disabil-
ity to perform the day-to-day acts and gestures, then establish-
ing, in a supplementary manner, its reflex in terms of the specific
professional activity of the person examined.

THE TWO TABLES ARE OF ESSENTIA

INSURANCE INDUSTRY, WHIC
BUSINESS, BE IT IN THES
TRAFFIC ACCIE

ENS COMPENSATION,
ARLY FACED WITH A

RS NAL INJURIES. WITHOUT A
THIS WOULD GENERATE OBVIOUS

UNFAIRNESS.

"Therefore, the decree-law opts for the publication of two dis-
ability evaluation tables, one designed to protect workers in the
particular field of their activity as such, that is, within the scope
of labour law, and the other directed at reparation for the damage
under civil law."

Though it has been successively updated, the National Disabilities
Table (TNI) has been in force in Portugal since 1960. However, its
objective is restricted to the evaluation of the loss of earning abil-
ity, which, from the insurers’ standpoint, tends to restrict its use
to settling workmen's compensation claims, in which it is this loss
that is to be valued and indemnified.

The new TNl is the result of efforts directed at revising and up-
dating the previous parameters, an effort that lasted 6 years and
involved representatives of the APS itself, several ministries and
other public bodies, the labour courts, works-accident victims' as-
sociations, and business and union associations, National Forensic
Medicine Institute and the National Council for the Rehabilitation
and Reintegration of the Disabled. As a result of the balance
brought about by this wide-ranging participation, this table ad-
justs the disability percentages applicable to certain pathologies,
on the basis of technical-scientific work that was in keeping with
the dynamics of the country's medical-legal panorama, although it
also took into account the recommendations of several European
tables, the French in particular.

The National Table for the Evaluation of Disabilities in Civil Law
consists of an indicative medical table used for the evaluation and
scoring of disabilities resulting from alterations to psycho-physical

integrity. Itis part of an effort directed at progressive autonomy in
the evaluation of personal injury in civil law that has taken place in
the legislation of several countries, as within the European Union
itself, moreover, where a European table recently came into force.
“Largely inspired by this European table, but also as a result of the
high scientific and technical capabilities of the National Forensic
Medicine Institute, (..) it is designed to be used solely (..) by ex-
perts familiar with the principles of forensic evaluation within the
scope of civil law and of the respective rules, (..) thus constituting
an aid reputed to be of great practical use on the harmonisation of
criteria and procedures. “(..) The adoption of this new table is also
intended to provide greater juridical precision and to safeguard the
equality of the citizens under the law, insofar as the principle is
concerned that the evaluation of consequences that, beingidenti-
cal, are reflected in a similar manner in day-to-day activities must
also be identical”

For the insurance industry in concrete, it constitutes an important
instrument allowing more appropriate evaluation of the damage
within the scope of civil liability, which will tend to simplify and
speed up the fixing of indemnities, especially in the field of third-
party motor insurance which, as is known and has already been
mentioned, has also undergone considerable evolution in recent
times.
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THE CREATION OF A SYSTEM AGAINST SEISMIC PHENOMENA HAS
IN RECENT YEARS BEEN AMONG THE MAIN ASPIRATIONS OF THE
PORTUGUESE INSURANCE INDUSTRY, AWARE AS IT IS OF THE RISK
THAT THE OCCURRENCE OF AN EVENT OF THIS NATURE COULD
REPRESENT FOR THE COUNTRY AND ITS CITIZENS.

c) Seismic-Risk Cover Project

The creation of a system of protection against seismic phenom-
ena such as those in existence in a large part of western countries
exposed to catastrophic perils has, in recent years, been among
the main aspirations of the Portuguese insurance industry, aware
as it is of the risk that the occurrence of an event of this nature
could represent for the country and its citizens and of the present
omissions in the protection of Portuguese real estate.

The concerns surrounding seismic peril in our country are shared,
moreover, by the industry, the State and society itself, though
from differing viewpoints.

fFor the Portuguese insurance industry, the concerns have to do
with the sustainability of this cover, largely dependent on the
conditions imposed by the major international reinsurers and on a
context of management of catastrophic perils that is taking place
in a global framework, which it clearly does not control. Cyclically,
therefore, the insurers, even having no claims, return a loss in their
seismic-peril operations (the premiums received from policyhold-
ers are lower than those required by the reinsurers) and are faced
with restrictions to reinsurance capacity (as happened recently, in
2001-02). Furthermore, solutions such as the present one, where
the costs of this protection are systematically channelled to for-
eign reinsurers, are banefully unable to accumulate savings inter-
nally to provide help to a potential national problem.

CATASTROPHES IN 2007 table_8

N° events Victims Insured Loss

North America 47 983 8.767
Europe B5| 1.088 12431
Asia 146 13.748 3.533
South America 19 1.216 228
Oceania/Australia 7 303 1.283
Africa 32 2.215 46
Oceans/Space 49 2.000 1276
World Total 335 21.553 27.564
Natural 142 14.630 23.269
Floods 53 5.798 6.022
Storms 57 6.729 14318
Earthquakes 9 636 437
Other 23 1.467 2.492
Man-made disasters 193 6.923 4.295

U: Million euros

Source: Sigma - SwissRe

In this connection, the steps taken by APS in order to putting on
the agenda of the Portuguese Government the study of a financial
protection system designed to cover possible seismic phenomena
- the main catastrophic peril to which Portugal is exposed - were
first answered later in 2006 with the publication of an order by
the Secretary of State for the Treasury and Finances charging a
working group with preparing and presenting a draft of a catastro-
phe-protection system, especially to cover seismic perils.

InJuly 2007, this work group, with representatives of the APS, the
Insurance Supervisory Authority and the Government, concluded
and presented its final report defining some of the structural as-
sumptions and suggesting a possible model for the system.

Very briefly, this model is managed under an insurer reasoning
based on sharing liabilities among the insured (excess), insurers,
reinsurers and, possibly, the State, though including a savings com-
ponent through the accumulation and capitalisation of resources
in a fund. In an initial stage, the system is limited to cover of seis-
mic phenomena involving dwellings and commercial and industrial
activities undertaken in residential buildings, which cover would
be added to current fire, natural elements and multi-risk policies.
Later, however, this scope could be extended to other objects,
namely household contents and functions other than residential,
as well as to other perils, floods in particular.

The report defines the general framework of the model, though
the specific conditions for it to be feasible still have to be defined.
From the standpoint of the insurance industry, there are several
concerns involving the clear delimitation of the liabilities of the
various parties involved, the system's management model, the in-
volvement of the industry in that management and the participa-
tion of the State.
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THIS MODEL IS MANAGED
UNDER AN INSURER
REASONING BASED ON
SHARING LIABILITIES
AMONG THE INSURED,
INSURERS, REINSURERS
AND THE STATE, THOUGH
INCLUDING A SAVINGS
COMPONENT THROUGH
THE ACCUMULATION
AND CAPITALISATION OF
RESOURCES IN A FUND.
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The Government has been preparing a set of legislation related
with construction, calling for mandatory insurance in the three ar-
eas under consideration. Particularly as a result of the complexity
inherent in mandatory insurance, not always created under feasi-
ble conditions, the insurance industry has followed these projects
with special attention. It has already submitted suggestions, both
technical and legal, in order to improving the proposed insurance
legislation.

The three areas of legislation refer to the exercise of the activities of:
» Technicians involved in the construction
» Construction - legal regime
» Management of Condominiums

Technicians involved in the construction - Bill 116/X is intend-
ed to revise Decree 73/73, of February 28, establishing the pro-
fessional qualifications required of those technicians responsible
for drawing up and signing plans, for the supervision of public and
private works and for site management, not subject to special leg-
islation, and their respective duties.

This bill, which is intended to define clearly the areas of compe-
tence, the qualifications, the duties and the responsibilities of all
the technicians involved in drawing up the plans and in the ex-
ecution and supervision of construction work, institutes, besides
professional civil liability arising from violation of contractual and
extra-contractual duties of an individual nature, imperative joint
civil liability of the said technicians in those situations in which the
liability stems from failure to fulfil their obligations and where the
degree of violation of duties or of contribution to the damage is
seen to be hard to determine.
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THE LEGISLATION THAT THE GOVERNMENT WISHES TO INSTITUTE
CALLS FOR A SOMEWHAT COMPLEX SYSTEM OF COVERS THAT MUST
BE CAREFULLY MONITORED BY THE INSURERS.

It establishes the obligation of the technicians to celebrate
a professional civil-liability insurance contract covering damage
caused to third parties as a result of actions and omissions in the
exercise of their activity, failure to fulfil legal duties or other ob-
ligations by the persons in question or their representatives, at-
torneys, agents, employees or any persons they may make use of
in their activities.

Since it is essential that the insurers know accurately the scope
and conditions of the insurance in order to assess the feasibility
of contracting it, it is to be hoped that several issues raised by the
bill will be clarified either in the actual legislation or via the order-
in-council that will regulate the insurance.

Construction legal regime - the Government has been preparing
a construction legal regime, which establishes the obligation of
contracting ten-year insurance covering structural damage of
new buildings mainly for residential purposes, and a system of
performance bonds that will allow the use of fidelity insurance.

The existence of such insurance taken out by the developer to
cover defects of the structural elements of the building is one of
the conditions imposed in the bill for the respective rights of own-
ership to be transferable,

However, in the light of the activity's conditioning factors, the in-
surance industry will only be in a position to respond positively to
this regulatory initiative, which is directed at healthy professional-
ism in property development and at holding the developer liable,
provided the terms and conditions of the ten-year cover structural
damage insurance are clearly established.

Essential issues, such as definition of what is understood by
structural damage, the establishment of the maximum 10-year
term of the insurance contract’s cover and the certainty that it will
be entered into subject to strict control of the construction work
by an accredited entity and to a specific geological/geotechnical
survey for the building to be put up, must be properly established,
for otherwise the insurance will not be feasible.

The legislation that the Government wishes to institute calls for a
somewnhat complex system of covers that must be carefully moni-
tored by the insurers.

Condominium management - another bill establishes the con-
ditions of access to and exercise of condominium-management
activities, aiming, through the technical specialisation of compa-
nies, to improve the management of common parts of buildings
under horizontal-property ownership and the maintenance of the
outdoor areas of the buildings under management.

Exercise of condominium-management business is dependent on
a permit to be issued by Instituto da Construcdo e do Imobilidrio,
[P (INCl) [Construction and real Estate Institute] to be granted
provided a number of requirements are met, with emphasis on
commercial standing, professional ability and the existence of civil
liability insurance.

The amount and conditions of the insurance covering damage
caused to third parties by action or omission in the exercise of man-
agement activity by the company, its representative, employees or
any persons employed by the company in carrying on its business
will be defined by joint order-in-council of the ministers responsible
for the INCI and for the Insurance Supervisory Authority.



IN KEEPING WITH THE “POLLUTER -PAYER" PRINCIPLE THE MAIN
GOAL IS TO HOLD THE OPERATOR FINANCIALLY LIABLE FOR THE
REPAIR OF THE DAMAGE CAUSED TO THE ENVIRONMENT BY THE

ACTIVITY UNDERTAKEN.

Directive 2004/35/CE of the European Parliament and Council, of
April 24, in respect of environmental liability in terms of preven-
tion and repair of environmental damage, which should have been
transposed in 2007, is designed to regulate the liability associ-
ated with environmental damage caused to animals, plants, natu-
ral habitats, water resources and land, developing the principle of
"polluter-payer” as provided for in the treaty that instituted the
European Community and in keeping with the principle of sustain-
able development.

The directive is applicable to environmental damage, and also to
imminent threat of such damage, caused by pollution of a diffuse
nature, provided a causal nexus can be established between the
damage and the activities of individual operators.

In keeping with the “polluter-payer” principle, the main goal is to
hold the operator - any natural or corporate person that executes,
controls, registers or notifies a certain professional activity or,
where so provided by national legislation, anyone on whom de-
cisive economic power over the technical working of that activity
has been delegated - financially liable for the repair of damage
caused to the environment by the activity undertaken, in the ex-
pectation that this will lead to an increase of prevention levels.

On the other hand, the directive further establishes that operators
shall act preventively in the event of an imminent threat of dam-
age to the environment, taking measures and preventive action so
as to prevent or minimise the damage to the environment.

The object of any claim is the repair of the damage caused to

natural resources, private property or economic interests. In the
event that restoration to the initial condition or natural regenera-
tion are not possible (primary repair), then complementary, com-
pensatory repair measures will have to be adopted, through the
use of resource-to-resource or service-to-service equivalence ap-
proaches. This repair shall actually be carried out and not replaced
by anindemnity.

In order to ensure effective cover of the liabilities to which opera-
tors are subject, the directive stipulates that Member States take
measures designed to encourage the development, by the eco-
nomic and financial operators in question, of financial guarantee
instruments and markets, including financial mechanisms in the
event of insolvency.

The creation of financial guarantees, insurance in particular, cover-
ing the liabilities stipulated by the directive, will be a huge chal-
lenge for insurance business, in that experience in environment-
linked insurance among the Member States is minimal, with a lack
of historic data to provide reliable statistical information, and also
because the type of damage that the directive is intended to pro-
tect, that is, damage to biodiversity, is not at present covered by
traditional policies.

In 2008 Decree-Law 147/2008 of July 29 was enacted, trans-
posing the said directive to Portuguese law and establishing the
legislation governing liability for environmental damage. Under
the terms thereof, operators that exercise the stipulated occupa-
tional activities are obliged to provide one or more proper financial
guarantees, either autonomous, alternative or complementary to
each other, allowing them to assume the environmental liability
inherent in their business. These financial guarantees, which will

be enforceable only as from January 1, 2010, may take the form
of insurance policies or bank guarantees, participation in environ-
mental funds or setting aside special reserve funds for the purpose.

The decree-law comes into force on August 1, 2008, though the
provisions of the chapter on "Administrative liability for the pre-
vention and repair and environmental damage" are not applicable
to damage caused by any emissions, occurrences or incidents prior
to the date on which the decree-law take effect, nor to those oc-
curring after it comes into force but are the result of a specific
activity undertaken and concluded prior to the said date.

THE CREATION OF FINANCIAL
GUARANTEES, INSURANCE IN
PARTICULAR, COVERING THE
LIABILITIES STIPULATED BY THE
DIRECTIVE, WILL BE A HUGE
CHALLENGE FOR INSURANCE
BUSINESS IN THAT EXPERIENCE
IN ENVIRONMENT LINKED
INSURANCE IS MINIMAL.



f) Self-regulation: CIMASA, IDS,CIDS and
the Loss Adjusters’' Code of Conduct

In many matters, self-regulation models may replace, to advan-
tage, systems having a legal or regulatory tendency towards ex-
cess bureaucracy, insufficiently versatile to respond to the specif-
ics and evolutions proper to economic activities. Many sectors of
the economy have already adopted them in different areas and
with different goals, and the insurance industry is no exception.

Indeed, the development of new experiences in self-regulation is
viewed very favourably by insurers, considering the success that
several models that are now fully operational have demonstrated.
A need has also been seen to make other processes more agile,
that currently involve heavy resolution methods increasingly seen
to be incompatible with the good practices that the insurers seek
to implement within their organisations.

Three examples, already consolidated, will help to explain the prac-
tical usefulness of the self-regulation models, both those solely
within the scope of insurance business and those in partnership
with other parties having compatible interests.

CIMASA - Centro de Informacdo, Mediacdo e Arbitragem de
Seguros Automéveis (Motor Insurance Information, Mediation
and Arbitration Centre) - was set up to solve quickly, simply and
economically disputes arising from traffic accidents (causing
property damage only), particularly with regard to the definition
of liability for the accident or to the amount of the indemnity
to be awarded. An arbitral tribunal, it is a non-profit association
whose members are the Portuguese Insurers’ Association (APS),

the Portuguese Consumer Protection Association (DECO), the
Portuguese Automobile Club (ACP), Portuguese Highway Preven-
tion (PPR) and the Portuguese Association of Professional Insur-
ance Producers. (APROSE)

Since it began its activity in July 2001, by the end of 2007 CI-
MASA had received over 14,000 written complaints and had pro-
vided explanations in person or by phone on 22,000 occasions.
In 2007 alone, it allowed 3,605 complaints and concluded 3,348
cases, the majority by arbitral sentence, though a large part by
agreement between the parties.

Considering the experience acquired to date, with the number of
complaints managed increasing significantly and systematically,
consideration is being given to extending the scope of CIMASA'S
competences to other insurance, branches encouraging the reso-
lution of conflicts through mediation, conciliation and arbitration,
which would also contribute to decongesting the courts.

The IDS system - Direct Indemnity to the Insured Convention
- subscribed by nearly all insurers that do business in the motor
line in Portugal, it is an agreement that has been in force since
1991 which, though not binding on the insured (who are free to
settle claims using the traditional method), aims to simplify and
accelerate the resolution of car accidents involving solely damage
o property, encouraging the injured party to contact his/her in-
surer directly, in an atmosphere of greater proximity and speeding
up the communication circuits between insurers, Determination
of liability is undertaken on the basis of the Friendly Motor Ac-
cident Rerport Form (DAAA), a document accepted internationally
and drawn up by the European Insurance Committee, and also

EVOLUTION OF THE ACTIVITY OF CIMASA
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using the Practical Table of Liabilities (TPR), an instrument that
typifies, in keeping with the highway code, most traffic accidents
that cause solely property damage. The IDS system applies to
those accidents that, cumulatively involve just two vehicles (in-
sured with subscribers to the protocol), occur in Portugal, involve
no property damage to either vehicle of more than €15,000 and
involve no personal injury.

More recently, and in view of the success of this system, a new
agreement has been entered into by insurers, known as CIDS
(Special IDS Condition), the precise aim being to extend the agreed
scheme to a greater number of accidents, namely those in which
the DAAA form is not completed or was not signed by both parties
involved or in which one of the parties did not inform his/her insur-
er of the accident within eight days, as legally required. The CIDS
began in May 2007 and now involves 10 companies, accounting
for 58% of the market.

[t should be mentioned that these schemes agreed by insurers are
seen to be increasingly essential to meeting the tight claims-set-

tlement deadlines imposed by the mandatory third-party motor
insurance legislation. Together, the IDS and the CIDS now cover
about 150,000 claims processes each year.

The Loss Adjusters’ Code of Conduct, launched by APS in 2007,
is the result of the fundamental importance of loss-adjustment
activity in settling claims, and, at the same time, it is decisive to
the perception by the insurers and third parties involved of the
quality of the service provided by the insurers.

The aim of the document is to act as a guideline for loss adjust-
er's conduct, complementing any internal rules of the companies
themselves, to be followed and applied on an ongoing basis by
the insurance industry. The insurers” interest in and subscription
to this initiative is a good example of the industry's concern as
to the definition of good practices in carrying on their business,
nearly all of them having subscribed toit.
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FOR ITS RELATIVELY SINGULAR CHARACTERISTICS AND FOR
THE SOCIAL PROBLEMS CREATED FOR ALL THE RESIDENTS,
THIS ACCIDENT INVOLVED THE JOINT ACTION OF THE VARIOUS
INSURERS INVOLVED, SUPPORTED BY THE APS SERVICES.

g) Claim arising from the explosion
of a building in Setdbal

On November 22,2007, news in Portugal dealt with the explosion
of a building in Setubal (Block 13 at Praceta Afonso Paiva). Be-
sides damage to 10 neighbouring buildings and to about 170 mo-
tor vehicles, the explosion significantly affected the structure of
the building, leaving it temporarily uninhabitable. For its relatively
singular characteristics and for the social problems created for all
the residents, this accident involved the joint action of the various
insurers involved, supported by the APS services.

In a building with over 70 condominium units, including garages,
shops and apartments, covered by different insurance polices and
different cover levels (some of the condominium units had no valid
insurance), the residents' fundamental concern, and subsequently
that of the insurers, was to ensure the priority channelling of
the indemnities to the repair of the common parts, including the
structure, the roof, the outer walls, the staircases and lift shafts
and the electricity, gas, water and drains networks, without the
repair of which the entire recuperation of the building would be
compromised.

This process, which began practically on the day the accident oc-
curred, with rapid involvement of the loss adjusters on site, was
hindered, however, by the particular circumstances surrounding
this event, in that, for safety reasons, the magnitude of the dam-
age required the interdiction of the building and control of access
thereto. Only more than three months later were the insurers' loss

adjusters able to work in safety and perform an exhaustive survey
of the situation of the building with a view to determining the
value of the losses.

There was also a need to analyse, in conjunction with the con-
dominium management, the only estimate received for this re-
construction work, which included reinforcement of the building's
anti-seismic structure which had several deficiencies, and the
remodelling of the fire-protection system, which no longer met
current legislation. There was also a need to calculate, for each
condominium unit, the value of the indemnity relating to the build-
ing's common parts (on the basis of the respective per mil share of
the area) and to obtain the consent of the insured for the indem-
nity to be paid, in the first instance, directly to the condominium's
management with a view to the reconstruction of the common
parts, estimated at more than 1.5 million euros.

On conclusion, after the established strategy had been complied
with, this whole articulation by the insurers was frankly praised by
the condominium management of the affected buildings, and it
should also be mentioned that, in view of the extraordinary nature
of this event and of the repercussions on the lives of the insured,
all the companies agreed to waive certain technical precepts called
for in the contracts as well as the application of deductibles and of
the proportional rule in cases of insufficiency of capital.

03 - PROPERTY INSURANCE

54155




| B



OVERVIEW OF THE
APS ACAG

Portuguese Insurance Academy

The training offered by the Portuguese Insurance Academy
is segmented into four categories (both in presential format and
in e-learning): Insurance Lines, Other Technical Areas, Transverse
Competences and Advances and Specialisation Courses.

The “Insurance Lines" courses generally consist of independent,
short-duration modules that endeavour to provide in-depth cover-
age of the various business lines and to provide different training
levels, from the most basic training to teaching the most complex
matters of greater technical specificity.

“Insurance Businesses” - Highlights:
» 2007: "Motor Insurance - 5th Directive”, "Directors’ Civil
Liability" and "TNI"
» 2008 (1st Half): “Long Term Care and Life-long Health

"o

Insurance”, "Workmen's Compensation Insurance”.

The training courses included in the "Other Technical Areas”
category are designed to provide exhaustive coverage of other
eminenlty technical matters of the insurers’ business, such as
Risk Analysis, Solvency, Reinsurance, Investments, Prevention and
Safety, Risk Management, Actuarial Work, Legislation, Taxation,
Fraud Combat, Accounting and Insurance Intermediation.

"Other technical Areas” - Highlights:

» 2007: Money-Laundering Combat, Solvency Il, New
Accounting Plan and, Qualification of Tied Intermediaries,
Agents and Brokers.

» 2008 (1st Half): Insurance Contract Law and Qualification
of Tied Intermediaries, Agents and Brokers,

The "Transverse Skills” category includes courses that, dealing
with contents transverse to most organisations, are designed
taking into account the specifics of the insurance industry. They
include matters such as Strategic Management, Management and
Finances, Quality, Marketing Sales Policy, Opinion and Market Polls,
Selling and Negotiating, Customer Services, Human Resources
and Training, Leadership, Personal Development, Call Centres, Sec-
retariat, IS/IT and Micro Computers.

“Transverse Skills” - Highlights:
» 2007: Quality Control, Quality Attendance and Project
Management Instruments
» 2008 (1st Half): ISO 3001-2000, Ensuring Customer Loyalty
and Balanced Scorecards.

The “Advanced and Specialisation Courses” are directed at
professionals having basic training and experience, who need to
increase their knowledge of their very specific fields of activity.
They are typically medium-duration courses that bring together
theoretical training and practical aspects, and normally include an
evaluation of the participants, leading, possibly, to the award of
attendance certificates or of approval diplomas.

"Specialisation Course” - Highlights:
» 2007: 1T Governance in Insurance
» 2008 (1st Half): TAR. - Industrial Risk Analyst and Qualification
of Loss Adjusters - Motor Insurance

The Academy's e-Learning is based on a modular system, the
courses being built up through combinations of modules defined
by the APS. The preferred model is blended-learning (Blended
Multi-modal), that is, with the support of presential courses and

of other materials and/or supports. On the other hand, the distri-
bution model rests on essentially asynchronous methodologies,
though providing for scalability for methodologies of a synchro-
nous nature. The offer in this model, in the first stage, covers the
areas of Insurance Intermediation, Human Resources and Training,
Initial Training of Instructors, Accounting and Fraud Combat.

“e-Learning” - Highlights:
» 2007: Combat against Money Laundering and Qualification of
Tied Insurance Intermediaries, Agents and Brokers
» 2008 (1st Half): Qualification of Tied Insurance Intermediaries,
Agents and Brokers and Pedagosgic Training of Instructors

Lastly, the Academy also undertakes intra-company training
courses and has qualified, in Portugal, several hundred employees
of Associate insurersin the areas of “Combat against Money Laun-
dering” and the "New Accounting Plan for the Insurance Industry”
(in addition to Insurance Intermediation). It also plays a significant
role in the insurance markets of the Portuguese-speaking coun-
tries of Africa, Angola in particular.
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