
Premium Payment Requirements
Rule XXIX published by the Office of the
Commissioner of Insurance states that
policies are not effective until premiums are
paid in one of the following ways:

• Premiums are paid in their entirety on or
before the inception date.

• Premiums are financed through a signed
and admitted premium finance contract
with at least a 20 percent deposit paid
on or before inception.

Similar rules apply to endorsements that
become effective after inception date.
Premiums for these endorsements must be
paid or financed on or before the
endorsement effective date.

The rules do permit carriers to offer oral
temporary binders, but they are legally valid
for only five days.

There are a few exceptions. The rules do not
apply to insurance covering the Puerto Rican
government and other public entities, and they
do not apply to Life and Disability insurance.
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One Less Signature Needed
For organizations with exposures in Puerto Rico, one step in the required
process for binding coverage was recently eliminated. Previously, all
policies needed a counter signature by a local agent. Now, if an insurance
buyer works with an admitted carrier and a licensed broker, they no
longer need the added ink. This can be expected to bring a reduction in
the time and cost of obtaining coverage for Puerto Rican operations.
Local agents historically charged a service fee of two to five percent for
the counter signing service, and for most buyers this will be eliminated.

The change was driven by the Council of Insurance Agents and Brokers
(CIAB), which sued the Office of the Commissioner of Insurance of
Puerto Rico over the issue. The CIAB won the case, and the decision was
affirmed March 30, 2006 by the First Circuit Court in Boston, making the
rule change official.

We temper this good news for insureds with a reminder that premium
payment requirements in Puerto Rico remain stringent and show no
signs of easing. Enforcement is strict and penalties call not only for fines
but in some cases imprisonment.
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First Insurance Group Inc., Puerto Rico's third
largest broker, offers a full range of insurance,
risk management, loss control and claims
management services. Its bilingual staff also
has specialized units for construction,
benefits and personal lines insurance.

First Insurance Group is an exclusive
correspondent in the Willis Network.



Consequences of Non-Compliance
The Office of the Commissioner of Insurance regularly audits
producers and insurers alike. If violations of the premium
payment guidelines are detected, the Commissioner regards it as
premium rebating, clearly illegal under Section 2709 of the
Puerto Rico Insurance Code. Penalties range from the imposition
of fines to jail time and revocation of licenses.

Insurance buyers should note that local companies will
sometimes refuse to accept late premiums, even if they form part
of a global/master insurance program, creating coverage gaps
for the Puerto Rican portion of the insurance program and
administrative problems. If carriers do accept late payments, they
can be expected to use the date when payment was received as
the effective date of the policy or endorsement.

When negotiating a program that includes risks located in
Puerto Rico, special consideration must be given to this legal
requirement. In order to ensure compliance with Rule XXIX,
premiums for Puerto Rico risks must be allocated and sent to
local carriers in a timely fashion.

Willis Group Holdings Limited is a leading global insurance broker, developing
and delivering professional insurance, reinsurance, risk management, financial
and human resource consulting and actuarial services to corporations, public
entities and institutions around the world. With over 300 offices in more than
80 countries, its global team of 15,400 associates serves clients in some 190
countries. Willis is publicly traded on the New York Stock Exchange under the
symbol WSH. Additional information on Willis may be found on its web site:
www.willis.com.
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