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Independent Auditors’ Report

To the Board of Directors of Banco Nacional de Costa Rica

Opinion

We have audited the consolidated financial statements of Banco Nacional de Costa Rica and
Subsidiaries (the Bank), which comprise the consolidated balance sheet as of December 31, 2019, the
consolidated statements of comprehensive income, changes in equity, and cash flows for the year
then ended, and notes, comprising significant accounting policies and other explanatory information.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Bank as of December 31, 2019, and of its
consolidated financial performance and its consolidated cash flows for the year then ended in
accordance with the financial reporting provisions of the accounting regulations issued by the
National Financial System Oversight Board (CONASSIF), the Superintendency General of Financial
Entities (SUGEF), the National Securities Commission (SUGEVAL), the Pensions Superintendency
(SUPEN), and the Superintendency General of Insurance (SUGESE).

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditors’ Responsibilities for the
Audit of the Consolidated Financial Statements section of our report. We are independent of the Bank
in accordance with the Code of Ethics for Professional Accountants, issued by the International Ethics
Standards Board for Accountants (the IESBA Code), along with the ethical requirements that are
relevant to our audit of the consolidated financial statements in the Republic of Costa Rica, and we
have fulfilled our other ethical responsibilities in accordance with these requirements. We believe
that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
opinion.

Emphasis of Matter — Basis of Accounting

We draw your attention to note 1-b to the consolidated financial statements, which describes the basis
of accounting. The consolidated financial statements have been prepared in accordance with the
financial reporting provisions of the accounting regulations issued by CONASSIF, SUGEF,
SUGEVAL, SUPEN, and SUGESE. Therefore, the consolidated financial statements may not be
suitable for another purpose. Our opinion has not been modified in this regard.

KPMG, 5. A., a Costa Rican corporation, is a member
firm of KPMG International, a Swiss cooperative,
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Key Audit Matters

Key audit matters are those matters that, in our professional judgment, were of most significance in
our audit of the consolidated financial statements of the current period. These matters were addressed
in the context of our audit of the consolidated financial statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on these matters.

Key Audit Matter

How the matter was addressed in our audit

1. Valuation of derivative financial
instruments

The Bank has derivative financial instruments,
which are valued through the application of
valuation techniques that often entail the use of
judgments, estimates, and assumptions.

Our procedures in this area included:

e involving our specialists to assess the
methodologies, inputs and assumptions used by

the Bank in the fair value determination;

e questioning the observable inputs in the valuation

models, i.e. quoted prices; and

e for a sample of derivative instruments, assessing
that the Bank’s valuations fall within a reasonable
range, compared to the valuations derived from
our valuation model, considering the inherent
uncertainties disclosed in the financial statements;

e submitting confirmations to the financial entities
with which the Bank holds derivative financial

instruments.
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Key Audit Matter

How the matter was addressed in our audit

2. Compliance with the regulation to
determine the allowance for loan losses

We have established compliance with SUGEF
Directive 1-05, Regulations for Borrower
Classification, which provides guidelines to
determine the allowance for loan losses, as a
key audit matter (see Note 3).

According to this regulation, the allowance for
loan losses is determined through the
application of pre-established percentages to
each borrower, according to their risk rating,
which considers the days of arrears,
creditworthiness, and historical payment
behavior.

The elements to be considered as basis for the
allowance are: the balance of the loan for each
borrower, current interest, and stand-by
credits.

The allowance percentage is applied to the net
balance not covered by collaterals eligible for
risk mitigation, in conformity with the
mitigation percentages established in the
aforementioned regulation.

Our procedures in this area included:

e assessing the design and operating efficiency of
IT controls on the information systems used by
management to calculate arrears in the loan
portfolio; performing detailed testing of a sample
to confirm the days of arrears used in the
calculation;

e testing the transfer of data between the interfaces
of the loan information systems and the systems
used by the Bank to determine the borrower
classification and to calculate the allowance for
loan losses;

e recalculating the minimum allowance for loan
losses on direct and stand-by credits, based on the
information furnished by management; testing the
integrity of data for this information;

e performing detailed testing of a sample of
borrowers, to confirm whether management
complied with the analysis of creditworthiness
required by the regulation, as well as the
assessment of the collaterals that can be used to
mitigate credit risk. This procedure included an
assessment of the work performed by external
experts on the valuation of collaterals;

e comparing the level of historical payment
behavior used by management with the
information provided by SUGEF’s Credit
Information Center.




Key Audit Matter

How the matter was addressed in our audit

3. Provisions

The Bank operates within a regulatory
environment and noncompliance with certain
regulations may result in fines, penalties,
litigation, etc. that require judgments and
estimates to determine the relevance and the
liability, based on management’s assessment
of the most likely outcome.

Our procedures in this area included:

assessing management’s estimates and judgments
that consider the most recent information
available, and assessing the accuracy and
reliability of the sources of such information;
verifying the adequacy of management’s
assumptions regarding the confirmations by the
Legal Department;

considering management’s estimates based on the
most likely outcomes within the range of possible

outcomes;

Responsibilities of Management and those Charged with Governance for the Consolidated Financial
Statements '

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with the financial reporting provisions of the accounting regulations issued
by CONASSIF, SUGEF, SUGEVAL, SUPEN, and SUGESE, and for such internal control as
management determines is necessary to enable the preparation of consolidated financial statements
that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Bank’s ability to continue as a going concern, disclosing, as applicable, matters related to going
concern and using the going concern basis of accounting unless management either intends to
liquidate the Bank or to cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Bank’s financial reporting process.

Auditors’ Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial statements
as a whole are free from material misstatement, whether due to fraud or error, and to issue an auditors’
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with ISAs will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if, individually
or in the aggregate, they could be expected to influence the economic decisions of users taken on the
basis of these consolidated financial statements.
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As part of an audit in accordance with ISAs, we exercise professional judgment and maintain
professional skepticism throughout the audit. We also:

o Identify and assess the risks of material misstatement of the consolidated financial statements,
whether due to fraud or error, design and perform audit procedures responsive to those risks,
and obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or the override of internal control.

° Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the Bank’s internal control.

o Evaluate the appropriateness of accounting policies used and the reasonableness of accounting
estimates and related disclosures made by management.

o Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty exists
related to events or conditions that may cast significant doubt on the Bank’s ability to continue
as a going concern. If we conclude that a material uncertainty exists, we are required to draw
attention in our auditors’ report to the related disclosures in the consolidated financial
statements or, if such disclosures are inadequate, to modify our opinion. Our conclusions are
based on the audit evidence obtained up to the date of our auditors’ report. However, future
events or conditions may cause the Bank to cease to continue as a going concern.

° Evaluate the overall presentation, structure, and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair presentation.

. Obtain sufficient appropriate audit evidence regarding the financial information of the entities
or business activities within the Group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision, and performance of the group
audit. We remain solely responsible for our audit opinion.
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We communicate with those charged with governance regarding, among other matters, the planned
scope and timing of the audit and significant audit findings, including any significant deficiencies in
internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant
ethical requirements regarding independence, and communicate with them all relationships and other
matters that may reasonably be thought to bear on our independence, and where applicable, related
safeguards.

From the matters communicated with those charged with governance, we determine those matters
that were of most significance in the audit of the consolidated financial statements of the current
period and are therefore the key audit matters. We describe these matters in our auditors’ report unless
law or regulation precludes public disclosure about the matter or when, in extremely rare
circumstances, we determine that a matter should not be communicated in our report because the
adverse consequences of doing so would reasonably be expected to outweigh the public interest
benefits of such communication.

/ /& /
March 23, 2020
San José, Costa Rica e —
Erick Brenes Flores
Member No. 2520
Policy No. 0116 FIG 7 ¢1,000 tax stamp paid pursuant to Law No. 6663
Expires 9/30/2020 and affixed to the original document




BANCO NACIONAL DE COSTA RICA AND SUBSIDIARIES

CONSOLIDATED BALANCE SHEET

AS OF DECEMBER 31, 2019
(With corresponding figures for 2018)
(In colones)

ASSETS
Cash and due from banks
Cash
BCCR
Local financial entities
Foreign finaneial entities
Other eash and due from banks
Investments in financial instruments
Held for trading
Available for sale
Derivative financial instruments
Accrued interest receivable
(Allowance for impairment of investments in financial instruments)
Loan portfolio
Current
Past due
In legal collection
Accrued interest receivable
(Allowance for loan losses)
Accounts and fees and commissions receivable
Fees and commissions receivable
Aecounts receivable for brokerage operations
Accounts receivable for transactions with related parties
Deferred tax and income tax receivable
Other receivables
Accrued interest receivable
(Allowance for impairment of accounts and fees and commissions receivable)
Foreclosed assets
Assets and securities acquired in lieu of payment
Other foreclosed assets
(Allowance for impairment of foreclosed assets and per legal requirements)
Investments in other companics
Property and equipment, net
Other assets
Deferred charges
Intangible assets
Other assets
TOTAL ASSETS

The notes are an integral part of these consolidated financial statements.

SCHEDULE A

1of2
Note 2019 2018
4 1,118,775,933,830 1,025,465,414,007
97,322,207,003 79,721,131,128
734,391,376,282 856,105,137,933
6,862,013,063 6,683,469,272
271,029,532,251 71,106,869,756
9,170,805,231 11,848,805,918
5 1,440,511,241,869 1,171,705,316,500
1,512,582,272 12,096,981,603
1,408,702,573,504 1,144,183 068,457
6 10,747,514,970 678,813,152
19,548,571,123 14,757,154,973
2 (10,701,685)
7 4,203,026,225,237 4,416,292,531,288
3,976,100,030,099 4,223,554,423 932
170,543,873,404 149,989,262,621
139,573,744,235 147,602,847,205
35,315,688,334 36,776,953,763
(118,507,110,835) (141,630,956,233)
8 2,230,228,317 2,606,734,531
1,807,840,064 1,379,493,008
38,691 56,675
51,030,427 23,953,056
291,579,837 1,106,483,592
4,512,490,372 4,009,191,298
6,689,206 2,082,892
(4,439,440,280) (3,914,525,990)
9 29,544,875,888 20,074,903,998
93,207,402,343 79,173,439,587
55,884,629 1,840,189
(63,718,411,084) (59,100,375,778)
10 66,189,680,260 66,495,484,274
11 180,105,408,960 185,735,321,962
12 $5,223,038,792 105,548,849,426
62,305,370,995 77,656,451,038

6,925,904 434
15,991,763,363

5,049,553,312
22,842,845,076

7,125,606,633,153

6,993,924,555,986

Continued...



LIABILITIES AND EQUITY
LIABILITIES
Obligations with the public
Demand obligations
Term obligations
Other obligations
Finance charges payable
Obligations with BCCR
Term obligations
Finance charges payable
Obligations with entitics
Demand obligations
Term obligations
Finance charges payable
Accounts payable and provisions
Accounts payable for brokerage services
Deferred tax
Provisions
Other sundry accounts payable
Other liabilities
Deferred income
Allowance for stand-by credit losses
Other liabilities
Subordinated obligations
Subordinated obligations
Finance charges payable
TOTAL LIABILITIES

EQUITY
Share capital
Paid-in capital
Equity adjustments
Surplus from revaluation of property
Adjustment for valuation of available-for-sale investments
Adjustment for valuation of restricted financial instruments
Surplus from revaluation of other assets
Adjustment for valuation of investments in other companies
Capital reserves
Prior period retained earnings
Income for the year
Equity of the Development Financing Fund
TOTAL EQUITY
TOTAL LIABILITIES AND EQUITY

DEBIT MEMORANDA ACCOUNTS

TRUST ASSETS

TRUST LIABILITIES

TRUST EQUITY

TRUST MEMORANDA ACCOUNTS

OTHER DEBIT MEMORANDA ACCOUNTS
Own debit memoranda accounts
Third-party debit memoranda accounts ;
Own debit memoranda accounts for custodial activities

SCHEDULE A

20f2
BANCO NACIONAL DE COSTA RICA AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEET
AS OF DECEMBER 31, 2019
(With corresponding figures for 2018)
(In colones)
Note 2019 2018

13 5,247,646,610,846 4,783,549,987,583
3,004,878,808,576 2,741,094,583,154

2,180,324,955,388 1,989,376,199,821

11,859,003,890 12,135,686,821

50,583,842,992 40,943 517,787

14 125,644,412 150,630,088,856
125,644,412 150,525,644,412

- 104,444,444

15 934,533,630,079 1,166,875,675,036

189,958,602,328 181,672,052,001

738,098,336,345 976,481,905,984

6,476,691,406 8,721,717,051

139,432,452,472 97,866,235,628

1,509,000,134 1,077,656,970

16=b 12,824,279,925 8,629.716,741

17 31,965,915,088 24,754,699,577

18 93,133,257,325 63,404,162,340

19 41,964,824,981 67,159,254,065
34,030,707,767 13,255,354,768

146,910,621 169,073,348

7.787,206,593 33,734,825,949

20 69,965,445,025 80,488,169,915
68,410,800,000 78,570,700,000

1,554,645,025 1,917,469,915

6,433,668,607,815 6,346,569,411,083

172,237,030,102 172,237,030,102

21-a 172,237,030,102 172,237,030,102
83,000,303,041 69,226,390,881

21-b 65,745,785 452 66,193,911,011
21-¢c 8,443.714,008 (5,106,902,948)
21-¢ 31,580,683 (1,053,043,002)
66,585,248 66,585,248

1-¢ (iv), 21-d 8,712,637,650 9,125,840,572
21-e 348,798,402,459 334,043,304,638
29,551,796,287 19,485,203,956

23,701,957,485 21,391,220,879

21-f 34,648,535,964 30,971,994,447
691,938,025,338 647,355,144,903

7,125,606,633,153 6,003,024,555,086

22 596,632,407,643 635,962,468,859

23 2,109,773,756,476 2,277,259,672,046
146,655,424,772 209,981,156,957

1,963,118,331,704 2,067,278,515,088

115,439,083,205 99,962,938,570

24 23,884,602,823,134 23,025,502,011,994
7,070,968,659,268 7,588,595,867,700

3,463,182,275,754 2,992 442 398,537

376,872,803,078 230,639,645,060

12,973,669,085,034 ,213,914,100,697

anager

1
f GW’E}')VM s Fernandez
o

The notes are an integral part of these consolidated financial statements.
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Alejandra Morales Centeno
General Accountant
CP121119
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BANCO NACIONAL DE COSTA RICA AND SUBSIDIARIES

CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

FOR THE YEAR ENDED DECEMBER 31, 2019
(With corresponding figures for 2018)

Finance income
Cash and due from banks
Investments in financial instruments
Loan portfolio
Gain on foreign exchange differences and DU, net
Gain on available-for-sale financial instruments
Gain on derivative financial instruments, net
Other finance income
Total finance income
Finance costs
Obligations with the public
Obligations with BCCR
Obligations with financial entities
Subordinated, convertible and preferred obligations
Loss on foreign exchange differences and DU, net
Loss on available-for-sale financial instruments
Loss on derivative financial instruments
Other finance costs
Total finance costs
Allowance for impairment of assets
Recovery of assets and decrease in allowances
FINANCE INCOME
Other operating income
Service fees and commissions
Foreclosed assets
Gain on investments in other foreign companies
Gain on investments in other local companies
Foreign currency exchange and arbitrage
Other operating income
Total other operating income

The notes are an integral part of these consolidated financial statements.

(In colones)

SCHEDULE B
1of2

Note 2019 2018

28 4,090,244,844 5,573,281,885
28 77,486,115,786 62,827,723,124
29 448,948,616,835 444,852,003,318

46-c 4,015,539,621 -
2,376,226,123 303,409,800

6 12,857,020,334 -
30 12,578,265,997 27,496,461,333
562,352,029,540 541,052,879,460
31 211,038,852,467 183,746,818,834
427,413,535 851,735,569
32 53,213,536,175 71,652,074,562
5,445,681,253 5,254,174,406
46-¢ - 3,191,523,840
523,101,084 514,760,914
6 - 6,063,007,599
33 28,039,917,658 18,643,167,846
298,688,502,172 289,917,263,570
34 53,235,467,727 88,526,619,673
35 8,520,882,930 7,380,138,319
218,948,942,571 169,989,134,536
36 150,296,899,673 140,239,721,942
5,570,597,628 8,275,132,995
1-a,3 3,333,721,355 3,160,852,893
3,278,195 2,764,988
22,890,118,559 23,494,213,689
37 14,112,532,922 12,160,821,793
196,207,148,332 187,333,508,300
Continued...



SCHEDULE B

2 0f2
BANCO NACIONAL DE COSTA RICA AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE YEAR ENDED DECEMBER 31, 2019
(With corresponding figures for 2018)
(In colones)
Note 2019 2018
Other operating expenses
Service fees and commissions 5,149,342 698 4,522,073,947
Foreclosed assets 38 22,460,889,870 18,677,786,643
Sundry assets 484,988,733 938,332,246
Provisions 39 14,236,358,211 15,653,363,144
Bonuses on fees and commissions of voluntary pension funds 232,092,308 118,026,341
Foreign currency exchange and arbitrage 6,126,243 14,324,173
Other expenses - related parties 8,694,833 -
Other operating expenses 40 89,238,014,444 71,593,650,742
Amortization of deferred direct costs related to credits 380,706,810 500,928,818
Total other operating expenses 132,197,214,150 112,018,486,054
GROSS OPERATING INCOME 282,958,876,753 245,304,156,782
Administrative expenses
Personnel expenses 41 135,202,999,962 131,168,783,821
Other administrative expenses 42 72,695,211,544 77,558,955,071
Total administrative expenses 207,898,211,506 208,727,738,892
NET OPERATING INCOME BEFORE TAXES
AND STATUTORY ALLOCATIONS 75,060,665,247 36,576,417,890
Current tax 16-a 20,122,774,464 6,263,277,755
Prior period income tax 16-a 14,189,237,931 869,401
Deferred tax 16-a 46,603,623 86,473,578
Increase in deferred tax 16-a 158,122,943 150,447,118
Statutory allocations 43 17,158,214,687 9,592,739,915
Decrease in statutory allocations 43 - 607,716,520
INCOME FOR THE YEAR 23,701,957,485 21,391,220,879
OTHER COMPREHENSIVE INCOME, NET OF TAX
Surplus from revaluation of property 256,694,460 5,530,350,280
Adjustment for valuation of available-for-sale investments, net of income tax 13,550,616,956 (3,108,583,992)

Adjustment for valuation of restricted financial instruments, net of income tax
Surplus from revaluation of other assets
Adjustment for valuation of investments in other companies
OTHER COMPREHENSIVE INCOME FOR THE YEAR, NET OF TAX
TOTAL COMPREHENSIVE INCOME FOR THE YEAR

{

Alejandra Morales Centeno
General Accountant
CPI21119

Gustdvo Vargds Fernandez
General Manager

The notes are an integral part of these consolidated financial statements.

1,084,623,685 (746,372,303)
y 22,836,618
(413,202,922) 30,215,886
14,478,732,179 1,728,446,489
38,180,689,664 23,119,667,368

Ricardo Afay
General A
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Balance at January 1,2018

Transactions with owners booked
direcily In equity:

Legal reserves

Other statutory reserves

Equity of the Development Financing Fund

Total transactions with owners booked

directly in equity

Comprehensive income for the year:

Income for the year

Adj for valuation of available-for-sale i
net of income tax

Adjustment for valuation of restricted financial instruments,
net of income tax
Adj for valuation of i
Surplus from revaluation of property
Surplus from revaluation of other asscts
Realization of surplus from revaluation of property
Total comprehensive income for the year
Balance at December 31,2018
Adjustment to prior-period statutory allocations
Balance at January 1, 2019
Transactions with owners booked
directly in equity:
Legal reserves
Other statutory reserves
Equity of the Development Financing Fund
Total transactions with owners booked

in other

directly in equity

Comprehensive income for the year:

Income for the ycar

Adj for valuation of available-for-sale i
net of income tax

Adjustment for valuation of restricted financial instruments,
net of income tax

Adj for valuation of i

Surplus from revaluation of property

Realization of surplus from revaluation of property

Total comprehensive income for the year

Balance at December 31, 2019

in other

The notes are an integral part of these consolidated financial statements.

SCHEDULE C

1ofl
BANCO NACIONAL DE COSTA RICA AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE YEAR ENDED DECEMBER 31, 2019
(With corresponding figures for 2018)
(In coloncs)
Equity adjustments
Adjustment for
valuation of
available-for-sale Adjustment for
Surplus from investments and Surplus from valuation of Equity of the
revaluation of restricted fi ial revaluation of in other Total equity Development
Note Share capital property instruments other assets companies adjustments Capital reserves Retained earnings Financing Fund Total
172,237,030,102 61,425,174,760 (2,304,989,655) 43,748,630 9,095,624,686 68,259,558,421 311,121,806,369 45,505,124,630 27,111,958,013 624,235,471,535
- - - - - - 22,904,968,835 (22,904,968,835) - -
- - - - - - 16,529,434 (16,529,434) - -
- - - - - - - (3,860,036,434) 3,860,036,434 -
- - - - - - 22,921.498.269 (26,781,534,703) 3,860,036.434 -
- - - - - - - 21,391,220,879 - 21,391,220,879
5 - - (3.108,583.992) - - (3.108.583.992) - - - (3.108.583,992)
5 - - (746,372,303) - - (746.372.303) - - - (746,372,303)
1-e (iv) - - - - 30,215,886 30,215,886 - - - 30,215,886
- 5,530,350,280 - - - 5,530,350,280 - - - 5,530,350,280
- - - 22,836,618 - 22,836,618 - - - 22,836,618
- (761.614.029) - - - (761.614,029) - 761.614.029 - -
- 4,768,736,251 {3.854,956,295) 22,836,618 30,215,886 966,832,460 - 22,152,834.908 - 23,119.667.368
21 172,237,030,102 66,193.911,011 {6,159,945,950) 66585248 9.125.840,572 69.226,390,881 334,043,304,638 40,876,424,835 30.971.994.447 647,355.144.903
- - - - - - - 6.402.190.771 - 6.402.190.771
172,237,030,102 66,193,911,011 (6,159,945,950) 66,585,248 9,125,840,572 69,226,390,881 334,043,304,638 47,278,615,606 30,971,994,447 653,757,335,674
. - . - - - 14,379,640,177 (14,379,640,177) - -
- - - - - - 375,457,644 (375,457,644) - -
N - R - - - - (3,676,541,517) 3,676,541,517 -
- - - - - - 14,755,097,821 {18,431,639.338) 3.676.541,517 -
- - - - - - - 23,701,957,485 - 23,701,957,485
5 - - 13.550,616,956 - - 13.550,616,956 - - - 13,550.616,956
5 - - 1.084.623,685 - - 1,084,623.685 - - - 1.084.623.685
1-¢ (iv) - - - - (413,202,922) (413,202,922) - - - (413,202,922)
- 256,694,460 - - - 256,694,460 - - - 256,694,460
- (704.820.019) - - - (704.820.019) - 704.820.019 - -
- {448,125,559) 14,635,240,641 - (413.202.922) 13,773,912,160 - 24,406,777,504 - 38,180,689.664
21 172.237.030‘102 _-65,745,785.452 8,475,294.691 66,585,248 8,71 2‘637,650 83,000,303,041 348,798,402‘459 53.253,753,772 34.648.535,964 691,938,025.338

4

GustaviNaragasFeméndez
neral ager

Alcjandra Morales Centeno
General Accountant
CPI21119

raya Jiméncz

Gengral Auditor




BANCO NACIONAL DE COSTA RICA AND SUBSIDIARIES
CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE YEAR ENDED DECEMBER 31, 2019
(With corresponding figures for 2018)

(In colones)

SCHEDULE D
1ofl

Note 2019 2018
Cash flows from operating activities
Income for the year 23,701,957,485 21,391,220,879
Items not requiring cash
(Gain) loss on foreign exchange differences and DU, net (37,444,834,704) 37,961,151,722
Loss on allowance for loan losses, net 43,498,948,657 80,409,350,044
Gain on allowance for impairment of investments, net (10,701,685) (62,772,512)
Loss on allowance for other receivables, net 1,226,337,829 799,903,822
Loss (gain) on allowance for foreclosed assets, net 4,618,045,908 (2,409,494,382)
Loss on sale of foreclosed assets 8,411,526,784 9,492,720,684
Provision expense, net of payments (7,126,015,974) (11,067,326,101)
Depreciation and amortization 21,530,060,609 23,722,945,861
Share of net profit of foreign associate (3,333,721,355) (3,160,852,893)
Statutory allocations, net 17,158,214,687 8,985,023,395
Income tax expense, net 16-a 34,312,012,395 6,264,147,156
Deferred tax 16-a (111,519,320) (63,973,540)
Finance income on loan portfolio and investments (526,434,732,621) (507,679,726,442)
Finance costs on term obligations with the public and financial entities 208,985,450,754 205,321,544,653
(211,018,970,551) (130,096,137,654)
Net (increase) decrease in assets
Credits and cash advances 51,515,052,728 (45,005,444,828)
Foreclosed assets 18,495,466,230 20,166,100,255
Accrued interest receivable on other receivables (4,606,314) (358,736)
Other assets 27,810,703,971 (70,423,351,970)
(113,202,353,936) (225,359,192,933)
Net increase (decrease) in liabilities
Demand and term obligations 351,417,124,158 (391,997,411,269)
Other accounts payable and provisions 33,383,686,833 40,648,171,320
Other liabilities (24,143 ,631,975) (32,064,108,258)
247,454,825,080 (608,772,541,140)
Interest received on loan portfolio and investments 523,104,266,076 499.366,848,954
Income tax paid (11,901,778,472) (15,695,356,584)
Interest paid on term obligations with the public and financial entities (201,989,056,477) (201,043,846,565)
Statutory allocations paid (8,985,023,395) (13,682,347,694)
Net cash from (used in) operating activities 547,683,232,812 (339,827,243,029)
Cash flows from investing activities
Increase in financial instruments (3,801,907,631,415) (27,091,093,028,694)
Decrease in financial instruments 3,662,427,659,756 26,924,031,161,504
Acquisition of property and equipment (20,323,070,356) (27,052,121,149)
Sale of property and equipment 703,662,152 1,655,091,963
Acquisition of intangible assets (7,758,184,920) (1,532,073,147)
Investments in other companies made in cash 16,279,578 (8,953,904)
Net cash used in investing activities (166,841,285,205) (193,999,923,427)
Cash flows from financing activities
Other new financial obligations 21,947,239,637 3,054,362,059,337
Settlement of obligations (167,528,290,919) (2,903,681,031,037)
Net cash (used in) from financing activities (145,581,051,282) 150,681,028,300
Net increase (decrease) in cash and cash equivalents 235,260,896,325 (383,146,138,156)
Cash and cash equivalents at beginning of . 1,117,943,115,083 1,501,089,253,239
Cash and cash equivalents at end of yeat 4 1,353,204,011,408 1,117,943,115,083

Aleja orales Centeno
General Accountant
CPI21119

Gugﬁo Vargds Feméndez
General Manager

The notes are an integral part of these consolidated financial statements.

Ricardo Ar.

a Jimén,
General fAuditor
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BANCO NACIONAL DE COSTA RICA AND SUBSIDIARIES

Notes to the Consolidated Financial Statements

December 31, 2019
(With corresponding figures for 2018)

Summary of operations and significant accounting policies

(a) Operations

Banco Nacional de Costa Rica (the Bank) is an autonomous, independently managed, public
law institution. As a State-owned bank, it is regulated by the Internal Regulations of the
National Banking System (IRNBS), the Internal Regulations of the Central Bank of
Costa Rica and the Political Constitution of the Republic of Costa Rica. 1t is also subject
to oversight by the General Superintendency of Financial Entities (SUGEF) and the
Comptroller General of the Republic (CGR). The Bank’s registered office is located in
San José, Costa Rica.

Pursuant to current regulations, the services offered by the Bank have been divided into three
departments: Commercial Banking, Mortgage Banking and Rural Credit Banking.

In agreement with IRNBS, if a bank divides its services into departments, its operations must
be conducted through those departments based on the nature of the operations, rather
than as a single banking institution. The Bank’s three departments are independent from
one another, except for administrative limitations established by the aforementioned
regulations. Those regulations also prescribe that earnings must be calculated by
combining the gains and losses of all departments and proportionally distributing the
resulting net earnings to each department’s equity.

Currently, due to innovations in information technology and telecommunications, and
especially because of the competition in the national and international financial sectors,
the Bank has become a universal bank that offers services in all sectors of the Costa
Rican market. Those services include personal, business, corporate and institutional
banking, stock market, pension fund management, investment funds, insurance
brokerage, international banking services and electronic banking services. The Bank
aims to improve the quality of life of the largest possible number of people by offering
premium financial services that promote the sustainable creation of wealth.

(Continued)
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Notes to the Consolidated Financial Statements

As of December 31, 2019, the Bank has 162 offices, 466 ATM’s, and along with its subsidiaries
a total of 5,602 employees (2018: 167 offices, 479 ATM’s and 5,716 employees).
Employees are distributed as follows: Banco Nacional de Costa Rica - 5,162 employees
(2018: 5,307); BN Valores Puesto de Bolsa, S.A. - 69 employees (2018: 69); BN Vital
Operadora de Planes de Pensiones Complementarias, S.A. - 185 employees (2018: 171);
BN Sociedad Administradora de Fondos de Inversion, S.A. - 86 employees (2018: 80);
and BN Sociedad Corredora de Seguros, S.A. - 100 employees (2018: 89). The Bank’s
website is www.bncr fi.cr.

The following subsidiaries are wholly owned by the Bank:

BN Valores Puesto de Bolsa, S.A. (the Brokerage Firm) was organized as a corporation in 1998
under the laws of the Republic of Costa Rica. Its main activity is performing securities
transactions in the Costa Rican National Stock Exchange (Bolsa Nacional de Valores,
S.A.) on behalf of third parties. Such transactions are regulated by the Costa Rican
National Stock Exchange, the regulations and provisions issued by the Superintendency
General of Securities (SUGEVAL) and the Securities Market Regulatory Law.

BN Sociedad Administradora de Fondos de Inversion, S.A. (the Investment Fund Manager)
was organized as a corporation on April 29, 1998 under the laws of the Republic of
Costa Rica. Its main activity is the management, on behalf of third parties, of closed and
open investment funds listed in the Costa Rican National Stock Exchange and
SUGEVAL. '

BN Vital Operadora de Planes de Pensiones Complementarias, S.A. (the Pension Fund
Manager) was organized as a corporation on December 31, 1998 under the laws of the
Republic of Costa Rica. Its main activity is offering supplemental old-age and death
benefit plans and promoting medium- and long-term planning and savings. Its activities
are governed by the Law of the Private Supplemental Pension Fund System (Law No.
7523) and the amendments thereto, the Employee Protection Law (Law No. 7983) and
the Regulations on Opening and Operating Regulated Entities and Operating Pension,
Compulsory and Voluntary Retirement Savings Funds as prescribed in the Employee
Protection Law, Regulations on Regulated-Entity Investments and the directives issued
by the Pensions Superintendency (SUPEN).

(Continued)
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Notes to the Consolidated Financial Statements

BN Sociedad Corredora de Seguros, S.A. (the Insurance Brokerage Firm) was organized as a
corporation on May 19, 2009 under the laws of the Republic of Costa Rica. Its main
activity is insurance brokerage for policies issued by insurance companies authorized to
operate in Costa Rica. Its activities are governed by the Insurance Market Regulatory
Law (Law No. 8653) and the regulations and provisions issued by the Superintendency
General of Insurance (SUGESE).

The Bank holds 49% ownership interest in the following associate:

Banco Internacional de Costa Rica, S.A. and Subsidiary (BICSA), which was organized under
the laws of the Republic of Panama in 1976. BICSA operates under a general license
granted by the Superintendency of Banks of Panama to engage in banking operations in
Panama or abroad. BICSA’s registered office is located in Panama City, Republic of
Panama, calle Manuel Maria Icaza No. 25. BICSA has a branch in Miami, Florida,
United States of America. Banco de Costa Rica holds the remaining 51% ownership
interest.

As of December 31, the main components that comprise the financial statements of the entities
in which the Bank holds ownership interest are detailed below:

2019
BN Vital Operadora
BN Sociedad de Planes de
Administradora de Pensiones BN Sociedad Banco
BN Valores Puesto Fondos de Complementarias Corredora de Internacional de
de Bolsa, S.A. Inversién, S.A. S.A. Seguros, S.A. Costa Rica, S.A.
Assets ¢ 64,594,697,922 9,583,796,204 12,853,680,484  4,619,654,809 554,177,689,476
Liabilities 46,970,704,640 750,451,532 3,188,988,964 969,430,610  488,038,632,516
Equity 17,623,993,282 8,833,344,672 9,664,691,520  3,650,224,199 66,139,056,960
Income for the year 2,455,903,356 2,164,933,821 1,655,127,550  3,195,422,498 3,333,721,355
Memoranda
accounts 1,065,320,460,101 502,372,384,904 1,698,549,751,150 - -

(Continued)
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2018
BN Vital
Operadora de
BN Sociedad Planes de
Administradora de Pensiones BN Sociedad Banco
BN Valores Puesto Fondos de Complementarias  Corredorade  Internacional de
de Bolsa, S.A. Inversion, S.A. S.A. Seguros, S.A.  Costa Rica, S.A.
Assets ¢ 66,647,192,067 8,222,761,277 9,743,271,307 3,881,801,721 570,074,944,344
Liabilities 51,635,210,086 551,313,362 1,818,179,670 888,116,620 503,630,083,370
Equity 15,011,981,981 7,671,447,952 7,925,091,637 2,993,685,101  66,444,860,974
Income for the year 1,684,605,745 2,038,605,151 1,146,194,956 2,550,045,101 3,160,852,893
N;Z‘;‘gﬁ;‘sda 966,935,348,682  434,748,836,782 1,450,052,605,752 - -

(b)  Basis of preparation of the consolidated financial statements

) Statement of compliance

The consolidated financial statements have been prepared in accordance with the accounting
regulations issued by the National Financial System Oversight Board (CONASSIF),
SUGEF, SUGEVAL, SUPEN and SUGESE.

e  Basis of measurement of assets and liabilities

The consolidated financial statements have been prepared on a historical cost basis except for
the following items:

. available-for-sale assets, derivative instruments and term obligations with
foreign financial entities are measured at fair value (see Note 44)
. property is measured at revalued cost (see Note 11).

The accounting policies have been consistently applied.

(Continued)
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(©) Functional and presentation currency

These consolidated financial statements and notes thereto are expressed in colones (¢), the
currency of the Republic of Costa Rica, in accordance with the accounting regulations
issued by CONASSIF, SUGEF, SUGEVAL, SUPEN and SUGESE.

(d)  Basis of consolidation

i Subsidiaries

Subsidiaries are entities controlled by the Bank. Control exists when the Bank has the power,
directly or indirectly, to govern the financial and operating policies of an entity so as to
obtain benefits from its activities. The financial statements of subsidiaries are included
in the consolidated financial statements from the date that control commences until the
date that control ceases.

As of December 31, 2019 and 2018, the consolidated financial statements include the financial
figures of the following subsidiaries:

Ownership
Subsidiary interest
BN Valores Puesto de Bolsa, S.A. 100%
BN Vital Operadora de Planes de Pensiones Complementarias, S.A. 100%
BN Sociedad Administradora de Fondos de Inversion, S.A. 100%
BN Corredora de Seguros, S.A. 100%

(Continued)
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Subsidiaries were consolidated based on the following accounting principles:

e All subsidiaries which the Bank controls, whether directly or indirectly, are
consolidated. -

e If there are long-term financial or legal restrictions on the transfer of resources or if
the Bank controls the subsidiary temporarily, the subsidiary is not consolidated.

¢ On consolidation:

»  The effect of the equity method shown in the parent company’s unconsolidated
financial statements has been eliminated.

= Balances of accounts related to reciprocal intra-group transactions have been
eliminated from the consolidated balance sheet and consolidated statement of
comprehensive income.

»  Uniform accounting policies have been applied by group entities.

» All significant intra-group balances and transactions have been eliminated.
Profit or loss presented in the consolidated financial statements does not differ
from profit or loss presented in the parent company’s unconsolidated financial
statements since the subsidiaries were measured using the equity method in
preparing the parent company’s unconsolidated financial statements.

il. Associates

Associates are those entities in which the Bank has significant influence but not control. The
Bank updates the value of its associates using the equity method from the date that
significant influence commences until the date significant influence ceases. As of
December 31, 2019 and 2018, the Bank holds 49% ownership interest in BICSA.

(e) Foreign currency

I Foreign currency transactions

Monetary assets and liabilities denominated in foreign currencies are translated into
colones at the foreign exchange rate ruling at the consolidated balance sheet date, except
for transactions that have a contractually agreed exchange rate. Transactions in foreign
currency during the year are translated at the exchange rates ruling on the dates of the
transactions. Foreign currency differences arising on translation are recognized in profit
or loss for the year.

(Continued)
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Notes to the Consolidated Financial Statements

Monetary unit and foreign exchange regulations

The parity of the colon with the US dollar is determined in a free exchange market,
under the supervision of the Central Bank of Costa Rica (BCCR) through a managed
float regime. Under the managed float regime, the exchange rate is determined by the
market, but BCCR still reserves the right to intervene in the foreign currency market to
moderate significant fluctuations in the exchange rate and prevent deviations from the
behavior of the variables that explain its medium- and long-term trends.

In accordance with the Chart of Accounts, assets and liabilities denominated in foreign
currency should be expressed in colones using the reference buy rate published by
BCCR. As of December 31, 2019, the exchange rate was established at ¢570.09 and
£576.49 (2018: ¢604.39 and ¢611.75) to US$1.00 for the purchase and sale of US
dollars, respectively.

Valuation method for assets and liabilities denominated in foreign currency

As of December 31, 2019, assets and liabilities denominated in US dollars were valued
at the exchange rate of ¢570.09 to US$1.00 (2018: ¢604.39 to US$1.00), which is the
reference buy rate published by BCCR for that date.

As of December 31, 2019, assets and liabilities denominated in euro were valued at the
exchange rate of ¢640.67 to €1.00 (2018: ¢693.11 to €1.00). This exchange rate was
calculated by multiplying the international exchange rate published by Reuters by the
reference buy rate for US dollars published by BCCR on the last business day of the
month.

(Continued)



iv.

-8-
BANCO NACIONAL DE COSTA RICA AND SUBSIDIARIES

Notes to the Consolidated Financial Statements

As of December 31, 2019, assets and liabilities denominated in Development Units
(DU) were valued at the exchange rate of ¢917.23 to DU1.00 (2018: ¢899.90 to
DU1.00). This exchange rate is based on the DU value tables published by SUGEVAL.

Financial statements of foreign operations (BICSA)

The financial statements of BICSA are presented in US dollars, which is the entity’s
functional currency. As of December 31,2019 and 2018, the Bank holds 49% ownership
interest in BICSA. Accordingly, the Bank should value its investment in that entity by
the equity method rather than on a consolidated basis.

The financial statements of foreign operations are translated as follows:

¢ Monetary assets and liabilities denominated in US dollars have been translated at
the closing exchange rate.

¢ Non-monetary assets and liabilities have been translated at the exchange rate in
effect on the date of the transaction (historical rates).

e Equity balances, except profit or loss for the period, have been translated at the
exchange rate in effect on the date of the transaction (historical rates).

e Income and expenses have been translated at average exchange rates in effect for
the year, except depreciation expense, which has been translated at historical rates.

For the year ended December 31, 2019, a foreign exchange loss in the amount of
¢413,202,922 (2018: foreign exchange gain of ¢30,215,885) is presented in equity for
the translation of the consolidated financial statements of foreign operations. As of
December 31, 2019, the adjustment for valuation of investments in other companies
amounts to ¢8,712,637,650 (2018: ¢9,125,840,572).

(Continued)
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Financial assets and financial liabilities

Recognition

The Bank initially recognizes loans and advances, deposits and debt securities issued on
the date on which they are originated. Regular-way purchases and sales of financial
assets are recognized on the trade date, which is the date on which the Bank commits to
purchase or sell the asset. All assets and liabilities are recognized initially on the trade
date, which is the date on which the Bank becomes a party to the contractual provisions
of the instrument.

\

Classification

Cash and cash equivalents

Cash and cash equivalents include cash on hand, cash deposited in BCCR, deposits in
other banks and highly liquid short-term investments with maturities of two months or
less at the time of purchase.

Cash and cash equivalents are recognized in the consolidated balance sheet at amortized
cost.

Investments in financial instruments

Investments in financial instruments are initially measured at fair value plus incremental
direct transaction costs and subsequently accounted for depending on their classification
as trading, available for sale or held to maturity.

Under current regulations, trading instruments are investments in open investment funds
that the Bank holds for the purpose of short-term profit taking.

Available-for-sale assets are financial assets that are not held for trading purposes
originated by the Bank or held to maturity.

(Continued)
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Held-to-maturity assets are financial assets with fixed or determinable payments and
fixed maturity that the Bank has the positive intent and ability to hold to maturity.
According to regulations, the Bank is barred from holding investments in financial
instruments classified as held to maturity, except for the securities denominated in DU.

As of December 31, 2019 and 2018, the Bank no longer classifies financial instruments
as held to maturity, except for the securities denominated in DU received from the
Central Government to capitalize the Bank. Those securities were authorized by the
Executive Branch of the Government of Costa Rica as a capital contribution and are
funded under the Amendment to Law No. 8627 on the Ordinary and Extraordinary
Budget of the Republic for Tax Year 2008 (Law No. 8703).

Securities sold under repurchase agreements

The Bank sells securities under agreements to repurchase them on a certain date in the
future at a fixed price. The obligation to repurchase securities sold is reflected as a
liability in the consolidated balance sheet and presented at the value of the original
agreement. The underlying securities are booked in asset accounts. Interest is presented
as finance costs in the consolidated statement of comprehensive income and accrued
interest payable is recognized in the consolidated balance sheet.

Securities purchased under reverse repurchase agreements

The Bank purchases securities under agreements to sell them on a certain date in the
future at a fixed price. The obligation to sell securities purchased is reflected as an asset
in the consolidated balance sheet and stated at the value of the original agreement. The
undetlying securities are booked in asset accounts. Interest earned is presented as
finance income in the consolidated statement of comprehensive income and accrued
interest receivable is recognized in the consolidated balance sheet.

(Continued)
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Derivative financial instruments

Derivative financial instruments are initially recognized at cost. Subsequent to initial
recognition, derivative financial instruments are stated at fair value. The Bank does not
hold derivative financial instruments for trading purposes.

Valuation gains or losses are recorded in the consolidated statement of comprehensive
income. The Bank will exercise the option when the interest rate reaches the agreed

limit.

Originated loans and other receivables

Originated loans and other receivables are loans and receivables originated by the Bank
providing money to a debtor, other than those created with the intention of short-term
profit taking. Originated loans and other receivables comprise loans and advances to
banks and customers other than loans and bonds purchased from the original issuer.

Deposits and debt securities issued

Deposits and debt securities issued are the Bank’s sources of debt funding.

Deposits and debt securities issued are initially measured at fair value plus directly
attributable transaction costs and subsequently measured at their amortized cost using
the effective interest method.

Derecognition

A financial asset is derecognized when the Bank loses control over the contractual rights
that comprise the asset. This occurs when the rights are realized, expire or are
surrendered. A financial liability is derecognized when the specific contractual
obligation has been paid or settled or when the obligation has expired.

Offsetting

Financial assets and financial liabilities are offset and the net amount presented in the
consolidated financial statements when the Bank has a legal right to set off the amounts
and it intends to settle them on a net basis.

(Continued)
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Amortized cost measurement

The amortized cost of a financial asset or financial liability is the amount at which the
financial asset or financial liability is measured at initial recognition, minus principal
repayments, plus or minus the cumulative amortization of any difference between the
initial amount recognized and the maturity amount, minus any reduction for impairment.

All non-trading financial assets and liabilities and originated loans and other receivables
are measured at amortized cost, less impairment losses. Any premium or discount is
included in the carrying amount of the underlying instrument and amortized to finance
income or finance costs.

Fair value measurement

The fair value of financial instruments is based on their quoted market price at the date
of the consolidated financial statements, without any deduction for transaction costs.

Determination of fair value for financial assets and liabilities for which there is no
market price requires the use of valuation techniques. For financial instruments that
trade infrequently and have little price transparency, fair value is less objective and
requires varying degrees of judgment depending on liquidity, concentration, uncertainty
of market factors, pricing assumptions and other variables affecting the specific
instrument.

Valuation techniques include present value and discounted cash flow models,
comparison with si