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AMENDMENT TO THE REGULATION

OF THE INSURANCE CODE OF PUERTO RICO
Section 1 - By virtue of the provisions of Section 2.040 of Act
77 of June 19, 1957, as amended, I hereby give nocice to the in-
surance industry, the insurance consumer, and to the general
public that Rule XLVIII of the Regulation of the Insurance Code

of Puerto Rico, has been approved as follows:

RULE XLVIII
VALUATION AND NONFORFEITURE STANDARDS

Legal Authority: Sections 5,100 and 13,280

Part A - 1978 Standard Valuation Regulation

Section 1 - This Part A shall be known as the 1978 Standards
Valuation Regulation

Section 2 ~ The Commissioner shall annually value, or cause to be
valued, the reserve liabilities for all outstanding life insur-
ance policies and annuity and pure endowment contracts of every
life insurance company doing business in Puerto Rico, and may
certify the amount of any such reserves, specifying the mortality
table or tables, rate or rates of interest, and methods (net
level premium method or other) used in the calculation of such
reserves. In calculating such reserves he wmay use group methods
and approximate averages for fractioms of a year or otherwise,
‘In lieu of the valuation of the reserves herein required of any
foreign or alien company, he may accept any valuation made, or
caused to be made, by the insurance supervisory official of any
state or other jurisdiction when such valuation complies with the
minimum standard herein provided and if the offfcial of such
state or jurisdiction accepts as sufficient and wvalid for all
legal purposes the certificate of valuation of the Coomissioner
when such certificate states the valuation to have been made in a

epecified manner according to which the aggregate reserves would
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be at least as large as if they had been computed in the manner
prescribed by the law of that state or jurisdiction.

Section 3 - (1) As used in this Part A, "1980 CSO Table, with or
without Ten-Year Select Mortality Factors" means that mortality
table consisting of separate rates of mortality for male and fe-
male lives, developed by the Society of Actuary Committee to
Recommend new mortality tables for valuation of Standard Individ-
uval Ordinary Life Insurance, incorporated in the 1978 Standard
Valuation Regulation, and in the 1978, Standard nonforfeiture
Regulation for life Insurance and referred to in these Regula-
tions as the Commissioner 1980 Standard Ordinary Mortality Table,
with or without Ten-Year Select Mortality Factors.

(2) As used in this Part A, "1980 CET Table" means that mor~

tality table consisting of separate rates of mortality for male
and female lives, developed by the Society of Actuaries Committee
to Recommend New Mortality Tables for Valuation of Standard Indi-
vidual Ordinary Life Insurance, incorporated in the 1978 Standard
Valuation Regulation and in the 1978 Standard Nonforfeiture Regu-
lation for Life Insurance and referred to in these Regulations as
the Commissioner 1980 Extended Term Insurance Table.
Section 4 - Except as otherwise provided in Sections 5 and 6, the
minimum standard for the valuation of all such policies and con-
tract issued prior to January 1, 1978 shall be that provided by
the laws in effect immediately prior to such date. Except as
otherwise provided in Sections 5 and 6, the minimum standard for
the valuation of all such policies and contracts issued on or
after January 1, 1978 shall be the Commissioners’ reserve valua-
tion methods defined in Sections 7, 8 and 10, five and one-half
percent (5%1) interest for single premium life insurance policies
and four and one-half percent (4%%) interest for all other such
policies and the following tables,

(a) For all ordinary policies of life insurance issued on

the standard basis, excluding any disability and ac-
cidental death benefits in such policies -~ the Coumis-

sioners' 1958 Standard Ordinary Mortality Table for



b)

(c)
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such policies issued on or after January 1, 1978; pro-
vided that for any category of such policies issued on
female risks, all modified net premiums and present
values referred to in this Part A may be calculated
according to an age not more than six years younger
than the actual age of the insured; and for such poli-
cles issued on or after the operative date of section 9
of the 1978 Standard Nonforfeiture Regulation for Life
Insurance as amended (i) the Commissioners' 1980
Standard Ordinary Mortality Table, or (ii) at the elec-
tion of the company for any one or more specified plans
of life insurance, the Commissioners' 1980 Standard
Ordinary Mortality Table with Ten-Year Select Mortality
Factors, or (1ii) any ordinary mortality table, adopted
after 1980 by the National Association of Insurance
Commissioners, that is approved by regulation promul-
gated by the Commissioner for use in determining the
minimum standard of valuation for such policies.

For all industrial life insurance policies issued on
the standard basis on or after January 1, 1978, exclud-
ing any disability and accidental death benefits in
such policies, ~- the Commissioners' 1961 Standard
Industrial Mortality Table or any industrial mortality
table, adopted after 1980 by the National Association
of Insurance Commissioners, that is approved by regula-
tion promulgated by the Commissioner for use in deter-
mining the minimum standard of valuation for such
policies.

For total and permanent disability benefits in or sup-
plementary to ordinary policies or contracts -- for
policies or contracts issued on or after January 1,
1978, the tables of Period 2 disablement rates and the
1530 to 1950 termination rates of the 1952 Disability



(d)

(e)

by

Study of the Society of Actuaries, with due regard to
the type of benefit or any tables of disablement rates
and termination rates, adopted after 1980 by the Na-
tional Associstion of Insurance Commissioners, that are
approved by regulation promulgated by the Commiéaioner
for use in determining the minimum standard of valua-
tion for such policies., Any such table shall, for ac-
tive lives, be combined with a mortality table permit-
ted for calculating the reserves for life insurance
policies.

For accidental death benefits in or supplementary to
policies ~- for policies issued on or after January 1,
1978, the 1959 Accidental Death Benefits Table or any
accidental death benefits table, adopted after 1980 by
the National Assoclation of Insurance Commissioners,
that 1is approved by regulation by the Commissioner for
use in determining the minimum standard of valuation
for such policies, Any such table shall be combined
with a mortality table permitted for calculating the
reserves for life insurance policies,

For group life insurance, life insurasnce issued on the
substandard basis and other speclal benefits - such

tables are may be approved by the Commissioner.

Section 5 - Except as provided in section 6, the minimum standard

for the valuation of all individual annuity and pure endowment

contracts issued on or after January 1, 1978, and for all annui-

ties and pure endowments purchased on or after such date under

group annuity and pure endowment contracts, shall be the Commig-

sioners'

reserve valuation methods defined in sections 7 and 8

and the following tables and interest rates:

(a)

For individual single premium immediate annuity con-

tracts, excluding any disability and accidental death
benefits in such contracts, the 1971 Individual An-
nuity Mortality Table or any individual annuity



(b)

(c)
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mortality table, adopted after 1980 by the National
Asgociation of Insurance Commissioners, that is ap-
proved by regulation promulgated by the Commissioner
for use in determining the minimum standard of valua-
tion for such contracts, or any modification of these
tables approved by the Commissioner, énd seven and
one-half percent (7%%) interest. _

For individual annuity and pure endowment contracts
other than single premium immediate annuity contracts,
excluding any disability and accidental death benefits
in such contracte, the 1971 Individual Annuity Mortal-
ity Table or any individual sunuity mortality table,
adopted after 1980 by the MNational Association of In-
surance Commissiocners, that is approved by regulation
promulgated by the Commissioner for used in determining
the minimum standard of valuation for such contracts,
or any modification of-these tables approved by the
Commissioner, and five and one-half percent 5%1) inter-
est for single premium deferred amnuity and pure endow-
ment contracts and four and one-half percent (4%X)
interest for all other such individual annuity and pure
endowment contracts,

For all annuities and pure endowments purchased under
group annuity and pure endowment contracts, excluding
any disability and accidental death benefits purchased
under such contracts, the 1971 Group Annuity Mortality
Table or any group anmnuity mortality table, adopted
after 1980 by .the National Association of Insurance
Commissioners, that is approved by regulation promul-
gated by the Commissioner for use in determining the
minimum standard of wvaluation for such annuities and
pure endowments, or any modification of these tables
approved by the Commissioner, and seven and one-half

percent (7%7) interest.
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Section 6 - (A) Applicability of this Section

(1) The interest rates used in determining the minimum

standard for the valuation of:

(a) all life insurance policies issued in a particular
calendar year, on or after the operativg date of sec-
tion 9 of the 1978 Standard Nonforfeiture Regulatiom
for Life Insurance,

(b) all individual annuity and pure endowment contracts is-
éued in a particular calendar year on or after January
1, 1982,

(¢) all snnuities and pure endowments purchased in a par-
ticular calendar year on or after January 1, 1982,
under group annulty and pure endowment contracts, and,

(d) the net increase, if any, in a particular calendar year
after January 1, 1982, in amount held under guaranteed
interest contracts shall be the calendar year statutory
valuation interest rates as defined in this section.

(B) Calendar Year Statutory Valuation Interest Rates

(1) The calendar year statutory valuation interest rates,

I, shall be determined as follows and the results rounded to the
nearer one-quarter of one percent (X of 1I):

(a) For life insurance,

W
I« .03+W (Rl - .03) + “5‘(R2 - .09

(b) For single premium immediate annuities and for annuity
benefits involving 1life contingencies arising from
other annuities with cash settlement options and from
guaranteed interest contracts with cash settlement
options,

I=,03+W(R - .03)
where Rl is the lesser of R and ,09,
R, 18 the greater of R and .09,

R 1s the reference interest rate defined in this
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section, and W is the weighting factor defined in this
section,

(¢) For other annuities with cash settlement options and
guaranteed interest contracts with cash settlement op-
tions, valued on an issue year basis, except as stated
in (b) above, the formula for life insur#nce stated in
(a) above shall apply to annuities and guaranteed in-
terest contracts with guarantee durations in excess of
ten (10) years and the formula for single premium im-
mediate annuities stated in (b) above shall apply to
annuities and guaranteed interest contracts with gua-
rantee duration of ten (10) years or less.

(d) For other annuities with no cash settlemgnt options and
for guaranteed interest contracts with no cash settle-
ment options, the formula for single premium immediate
annuities stated in (b) above shall apply.

(e) For other annuities with cash settlement options and
guaranteed interest contracts with cash settlement op-
tions, valued on a change in fund basis, the formula
for single premium immediate annuities stated in (b)
above shall apply.

(2) However, if the calendar year statutory valuatiou inter-
est rate for any life insurance policies issued in any calendar
year determined without reference to this sentence differs from
the corresponding actual rate for similar policies issued in the
immediately preceding calendar year by less than one-half of one
percent (% of 1%), the calendar year statutory valuation interest
rate for such life insurance policies shall be equal to the cor-
responding actual rate for the immediately preceding calendar
year. For purposes of applying the immediately preceding sen-
tence, the calendar year statutory valuation intereat rate for
life insurance policies issued in a calendar year shall be deter-
mined for 1980 (using the reference interest rate defined for

1979) and shall be determined for each subsequent calendar year
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regardless of when section 9 of the 1978 Standard Nonforfeiture

Regulation for Life Insurance becomes operative.

(C) Weighting Factors

(1) The weighting factors referred to in the formulas stated

above are given in the following tables:

(a)

(b)

(c)

Weighting Factors for Life Insurance:

Guarantee

Duration Weighting
(Years) Factors
10 or less .50
More than 10, but not more than 20 .45
More than 20 35

For life insurance, the guarantee duration is the
maximum number of years the life insurance can remain
in force on a basis guaranteed in the pélicy or under
options to convert to ‘plans of life insurance with
premium rates or nonforfeiture values or both which are
guaranteed in the original policy;
Weighting factor for single premium immediate annuities
and for annuity benefits involving life contingencies
arising from other annuities with cash settlement op-
tions and guaranteed interest contracts with cash set-
tlement options:
.80

Weighting fector for other annuities and for guaranteed
interest contracts, except as stated in (b) above,
shall be as specified in tables (i), (1i), and (1i1)
below, according to the rules and definitions in (iv),
(v) and (vi) below:
(1) For annuities and guaranteed

interest contracts valued on

an issue year basis:

Guaranteed Weighting Factor
Duration for Plan Type
Years : & B [4

5 or less: .80 .60 .50
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More than 5, but not
more than 10:
More than 10, but not
more than 20:

More than 20:

For annuities and guaranteed
interest contracts valued on
a change in fund basis, the
factors shown in (1) above

increased by:

For ennuities and guaranteed
interest contracts valued on
an issue year basis (other
than those with no cash set-
tlement optionsg) which do
not guarantee interest on
considerations received more
than one year after issue or
purchase and for annuities
and guaranteed interest con-
tracts valued on a change in
fund basis which do not gua-
rantee interest rates on
counsiderations received more
than 12 months beyond the
valuation date, the factors
shown in (i) or derived in

(i1) increased by:

.75 .60 50

.65 .50 .45
.45 .35 .35

Plan Type
A B c
.15 .25 .05
Plan Type
A B c
.05 .05 .05

For other annuities with cash settlement options
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and guaranteed interest contracts with cash set-
tlement options, the guarantee duration is the
number of years for which the contract guarantees
interest rates in excess of the calendar vyear
statutory valuation interest rate for life insur-
ance policies wirh guarantes duration in excess of
twenty (20) years. For other annuities with no
cash settlement options and for gusranteed inter-
est contracts with no cash settlement options, the
guarantee duration is the number of years from the
date of issue or date of purchase to the date an-
nuity benefits are scheduled to commence.

Plan type as used in the above tables is defined

as follows:

Plan Type A: At any time policyholder may with-
draw funds only (1) with an adjust-
ment to reflect changes in interest
rates cor asset values since receipt
of the {unds by the insurance com-
pany, or (2) without such adjustment
but in installments over flve years
or more, or (3) as an immediate life
annuity, or {4) no withdrawal
permitted.

Plan Type B: Before expiration of the interest
rate guarantee, policyholder wmay
withdraw funds only (1) with an ad-
justment to reflect changes in in-
terest rates or asset values since
receipt of the funds by the insur~
ance company, or (2) without such
adjustment but in installments over
five years or more, or (3) no with-

drawal permitted. At the end of
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interest rate guarantee, funds may
be withdrawn without such adjustument
in a single sum or installments over
less than five years.

Plan Type C: Policyholder may withdraw funds be-
fore expiration of interest rate
guarantee in a single sum or in-
gtallments over less than five years
either (1) without adjustment to
reflect changes in interest rates or
asset values since receipt of the
funds by the insurance company, or
(2) subject only to a fixed surren-
der charge stipulated in the con-
tract as a percentage of the fund.

(vi) A company may elect to value guaranteed intereét
contracts with cash settlement options and annui~
ties with cash settlement options on either an
issuve year basis or on a change in fund basis,

Guaranteed interest contracts with uto cash set-

tlement options and other annuities with no cash

settlement options must be valued on an issue year
basis. As used in this section, an issue year
basis of wvaluation refers to a valuation basis
under which the interest rate used to determine
the minimum valuation standard for the entire
duration of the annuity or guaranteed interest
contract is the calendar year valuation interest
rate for the year of issue or year of purchase of
the annuity or guaranteed interest contract, and

the change in fund basis of valuation refers to a

valuation basis under which the interest rate used

to determine the wminimum valuation standard ap-

plicable to each change in the fund held under the
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annuity or guaranteed interest contract is the
calendar year valuation interest rate for the year

of the change in the fund.

(D) Reference Interest Rate

(1) The Reference Interest Rate referred to in subsection

(B) of this section shall be defined as follows:

(a)

(b)

{¢)

(d)

For all lite insurance, the lesser of the average over
a period of thirty-six (36) months and the average over
a period of twelve (12) months, ending on June 30 of
the calendar year next preceding the year of issue, of
Moody's Corporate Bond Yield Average - Monthly Average
Corporates, as published by Moody's Investors Service,
Inc,

For single premium immediate annuities and for annuity
benefits dinvolving Llife contingencies arising from
other annuities with cash settlement options and guar-
anteed interest contracts with cash settlement options,
the average over a period of twelve (12) months, ending
on June 30 of the calendar year of issue or year of
purchase, of Moody's Corporate Bond Yield Average -
Monthly Average Corporates, as published by Moody's
Investors Service, Inc,

For other amnnuities with cash settlement options and
guaranteed interest contracts with cash settlement op-
tions, valued on a year of issue basis, except as
stated in (b) above, with guarantee duration in excess
of ten (10) years, the lesser of the average over a
period of thirty six (36) months and the average over a
period of twelve (12) months, ending on June 30 of the
calendar year of ilssue or purchase, of Moody's Corpo-
rate Bond Yield Average - Monthly Average Corporates,
as published by Moody's Investors Service, Inc.

For other amnuities with cash settlement options and
guaranteed interest contracts with cash settlement op-

tions, valued on a year of issued basis, except as
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stated in (b) above, with pguarantee duration of ten
{10) years or less, the average over a period of twelve
(12) months, ending on June 30 of the calendar year of
issue or purchase, of Moody's Corporate Bond Yield
Average - Monthly Average Corporates, as published by
Mocdy's Investors Service, Inc,

(e) For other annuities with no cash settlement options and
for guaranteed interest contracts with no cash settle-
ment options, the average over a period of twelve (12)
wmonths, ending on June 30 of the calendar year of issue
or purchase, of Moody's Corporate Bond Yield Average -
Monthly Average Corporates, as published by Moody's
Investors Service, Inc. _

(f) For other annuities with cash settlement options and
guaranteed interest contracts with cash settlement op-
tions, valued on a change in fund basis, except as
stated in (b) above, the average over a period of
twelve (12) months, ending on June 30 of the calendar
year of the change in the fund, of Moody's Corporate
Bond Yield Average - Monthly Average Corporates, as
published by Mcody's Investors Service, Ine.

(E) Alternative Method for Determining Reference Interest
Rates

(1) In the event that Moody's Corporate Bond Yield Average-

Monthly Average Corporates is mno longer published by Moody's
Investors Service, Inc., or in the event that the National Asg«
sociation of Insurance Commissioners determines that Moody's
Corporate Bond Yield Average - Monthly Average Corporates as
publiched by Moody's Investors Service, Inc,, is no longer ap-
propriate for the determination of the reference interest rate,
then an alternative method for determination of the reference
interest rate, which is adopted by the National Association of
Insurance Commissioners and approved by regulation promulgated by

the Commissicner, may be substituted,
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Section 7 - Except as otherwise provided in sections 8 and 10,
reserves according to the Commissioners' reserve valuation
method, for the life insurance and endowment benefits of policies
providing for a uniform amount of insurance and requiring the
payment of uniform premiums, shall be the excess, if any, of the
present value, at the date of valuation, of such future guaran-
teed benefits provided for by such policies, over the then pre-
sent value of any future modified net premiums therefor. The
‘wmodified net premiums for any such policy shall be such uniform
percentage of the respective contract premiums for such benefits
that the present value, at the date of issue of the policy, of
all such modified net premiums shall be equal to the sum of the
then present value of such benefits provided for by the poliey
and the excess of (a) over (b), as follows:

(a) A net level annual premium equal to the present value,
at the date of issue, of such benefits provided for
after the first policy year, divided by the present
value, at the date of issue, of an annuity of one per
annum payable om the first and each subsequent an-
niversary of such policy on which a premium falls due,
provided, however, that such net level annual premium
shall not exceed the net level annual premium on the
nineteen year premium whole life plan for insurance of
the same amount at an age one year higher than the age
at issue of such policy.

(b) A net one year term premium for such benefits provided
for in the first policy year,

Provided that for any life insurance policy issued on or
after January 1, 1985 for which the contract premium in the first
policy year exceeds that of the second year and for which no com-
parable additional benefit is provided in the first year for such
excess and which provides an endowment benefit or a cash surren-
der value or a combination thereof in an amount greater than such

excess premium, the reserve according to the Commissioners'
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reserve valuation method as of any policy anniversary occurring
on or before the assumed ending date defined herein as the first
policy anniversary on which the sum of any endowment benefit and
any cash surrender value then available 15 greater than such
excess premium shall, except as otherwise provided in section 10,
be the greater of the reserve as of such poliey anhiversary cal~
culated as described in the preceding paragraph and the reserve
as of such policy anniversary calculated as described in that
paragraph, but with (1) the value defined in subparagraph (a) of
that paragraph being reduced by fifteen per cent of the amount of
such excess first year premium, (ii) all present values of bene-
fits and premiums being determined without reference to premiums
or benefits provided for by the policy after the‘398umed ending
date, (iii) the policy being assumed to mature on such date as an
endowment, and (iv) the cash surrender value provided on such
date being considered as an endowment benefit. In making the
above comparison the mortality and interest bases stated in sec~
tion 4 and 6 shall be used,

Reserves according to the Commissioners' reserve valuation
method for: (i) life insurance policies providing for a varying
amount of insurance or requiring the payment of varying premiums;
(11) group annuity and pure endowment contracts purchased under a
retirement plan or plan of deferred compensation, established or
maintained by an employer (including a partnership or sole pro-
prietorship) or by an employee organization, or by both, other
than a plan providing individual retirement accounts or indivi-
dual retirement annuities; (iii) disability and accidental death
benefits in all policies and contracts; and (iv) &ll other bene-
fits, except life insurance and endowment benefits in life insur-
ance policles and benefits provided by all other annuity and pure
endowment contracts, shall be calculated by a method consistent
with the principles of the preceding paragraphs of this section.
Section 8 - This section shall apply to all ammuity and pure

endowment contracts other than group annuity and pure endowment
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contracts purchased under a retirement plan or plan of deferred
compensation, established or maintained by an employer (including
a partnership or sole proprietorship) or by an employee organiza-
tion, or by both, other than a plan providing individual retire-
went accounts or individual retirement annuities,

Reserves according to the Commisgsioners' annuity reserve

method for benefits under annuity or pure endowment contracts,
excluding any disability and accidental death benefits in such
contracts, shall be the greatest of the respective excesses of
the present values, at the date of valuation, of the future gua-
ranteed benefits, including guaranteed nonforfeiture benefits,
provided for by such contracts at the end of each respective con-
tract year, over the present value, at the date of valuation, of
any future valuation considerations derived from future gross
considerations, required by the terms of such contract, that be-
come payable prior to the end of such respective contract year.
The future guaranteed benefits shall be determined by using the
mortality table, if any, and the interest rate, or rates, speci-
fied in such contracts for determining guaranteed benefits, The
valuation considerations are the portions of the respective gross
considerations applied under the terms of such contracts to de-
termine nonforfeiture values,
Section 9 - Reserves for all policies and contracts issued prior
to the effective date of this Rule may be calculated, at the
option of the company, according to any standarde which produce
greater aggregate reserves for all such policies an contracts
than the minimum reserves required by the laws in effect imme-
diately prior to such date,

Reserves for any category of policies, contracts or benefits
as established by the Commissioner, issued on or after the effec-
tive date of this Act, may be calculated, at the option of the
company, according to any standars which produce greater aggre-
gate reserves for such category thamn those calculated according

to the minimum standard herein provided, but the rate or rates of
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interest used for policies and contracts, other than annuity and
pure endowment contracts, shall not be higher than the corre-
sponding rate or rates of interest used in calculating any non-
forfeiture benefits provided therein.

Any company which at any time shall have adopted any stan-
dard of valuation producing greater aggregate reserves than those
calculated according to the minimum standard herein provided may,
with the approval of the Commissioner, adopt any lower standard
of valuation, but not longer than the minimum herein provided,
Section 10 -~ If in any contract year the gross premium charged by
any life insurance company on any policy or contract is less than
the valuation net premium for the policy or contract calculated
by the method used in calculating the reserve thereon but using
the minimum valuation standards of mortality and rate of inter-
est, the minimum reserve required for such policy or contract
shall be the greater of either the reserve calculated according
to the mortality table, rate of interest, and method actually
used for such policy or contract, or the reserve calculated by
the method actually used for such poiicy or contract but using
the minimum valuation standards of mortality and rate of interest
and replacing the valuation net premium by the actual gross pre-
mium in each contract year for which the valuation net premium
exceeds the actual gross premium. The minimum valuation stan-
dards of mortality and rate of interest referred to in this sec~
tion are those standards stated in sections 4 and 6.

Provided that for any life insurance policy issued on or
after Januery 1, 1985 for which the gross premium in the first
policy year exceeds that of the second year and for which no
comparable additional benefit is provided in the first year for
such excess and which provides an endowment benefit or a cash
surrender value or a cowbination thereof in an amount greater
than such excess premium, the foregoing provisions of this sec-
tion 10 shall be applied as if the method actually used in calcu-

lating the reserve for such policy were the method described im



~18<

section 7, ignoring the seccnd paragraph of section 7. The mini-
mum reserve at each policy anniversary of such a policy shall be
the greater of the minimum reserve calculated in accordance with
section 7, including the second paragraph of that section, and
the minimum reserve caslculated in accordance with this section 10,
Section 11 - In the case of any plan of life insurance which pro-
vides for future premium determination, the amounts of which are
to be determined by the insurance company based on then estimates
" of future experience, or im the case of any plan of life insur-
ance or annuity which is of such a nature that the minimum re-
serves cannot be determined by the methods described in sections
7, 8, and 10, the reserves which are held under any such plan
must:
(a) be appropriate in relation to the benefits and the
pattern of premiums for that plan, and
(b) be computed by a method which is consistent with the

principles of this 1978 Standard Valuation Regulation,
a8 determined by regulations promulgated by the Commissioner.
Section 12 ~ In no event shall a company's aggregate reserves for
all life insurance policies, excluding disability and accidental
death benefits, issued on or after the effective date of this
Rule, be less than the aggregate reserves calculated in accord-
ance with the methods set forth in sections 6, 7, 8, 10 and 11
and the mortality table or tables and rate or rates of interest
used in calculating nonforfeiture benefits for such policies.
Part B - 1978 Standard Nonforfeiture Regulation for Life

Insurance
Section 1 =~ This Part B shall be known as the 1978 Standard
Nonforfeiture Regulation for Life Insurance,
Section 2 - As wused in this Part B, "1980 CSO Tables, with or
without Ten-Year Select Mortality Factors" means that mortality
table consisting of separate rates of mortality for male and

female lives, developed by the Society of Actuary Committee to
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Recommend new mortality tables for valuation of "Standard Indivi-
dual Ordinary Life Insurance", incorporated in the 1978 Standard
Valuation Regulation, and in the 1978 Standard Nonforfeiture
Regulation for Life Insurance and referred to in these Regula-
tions as the Commissioner 1980 Standard Ordinary Mortality Table,
with or without Ten-Year Select Mortality Factors.

(2) As used in this Part B, "1980 CSO Table (M), with or

.without Ten-Year Select Mortality Factors" means that mortality
table consisting of the rates of mortality for male lives from
the 1980 CSO Table, with or without Ten-Year Select Mortality
Factors.

(3) As used in this Part B, "1980 CSO Table (F), with or
without Ten-Year Select Mortality Factors" means that mortality
table consisting of the rates of mortality for female lives from
the 1980 CSO Table, with or without Ten-Year Select Mortality
Factors,

{4) As used in this Part B, '"1980 CET Table" means that
mortality table consisting of separate rates of mortality for
male and female lives, developed by the Society of Actuaries Com-
mittee to Recommend New Mortality Tables for Valuation of Stan-
dard Individual Ordinary Life Insurance, incorporated in the 1978
Standard Valuation Regulation and in the 1978 Standard Nonfor-
feiture Regulation for Life Insurance and referred to in these
Regulations as the Commissioner 1980 Extended Term Insurance
Table.

(3) As used in thig Part B, "1980 CET Table (M)" means that
mortality table consisting of the rates of mortality for male
lives from the 1980 CET Table,

(6) As used in this Part B, 1980 CET Table (F)" means that
mortality table consisting of the rates of mortality for female
lives from the 1980 CET Table,

Section 3 - In the case of policies issued on and after January
1, 1978 no policy of life insurance, except as stated in section

15, shall be delivered or issued for delivery (or delivered) in
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Puerto Rico unless it shkall contain in substance the following

provisions, or corresponding provisions which in the opinion of

the Commissioner are at least as favorable to the defaulting or

surrendering policyholder as are the minimum requirements here-

inafter specified and are essentially in compliance with section

12 of this law.

(a)

(b)

{¢)

That, in the event of default in any premium payment,
the company will grant, upon proper request not later
than sixty days after the due date of the premium in
default, a paid-up nonforfeiture benefit on a plan
stipulated in the policy, effective as of such due
date, of such amount as may be hereinafter specified,
In lieu of such stipulated pai-up nonforfeiture bene-
fit, the company may substitute, upon proper request
not later than sixty days after the due date of the
premium in default, an actuarially equivalent alterna-
tive paid-up nonforfeiture benefit which provides a
greater amount or longer period of death benefits or,
if applicable, a greater amount or earlier payment of
endowment benefits,

That, upon surrender of the policy within sixty days
after the due date of any premium payment in default
after premiums have been paid for at least three full
years in the case of ordinary insurance or five full
years in the case of industrial insurance, the company
will pay, in lieu of any paid-up nonforfeiture benefit,
a cash surrender value of such amount as may be herein-
after specified.

That a specified paid-up nonforfeiture benefit shall
become effective as specified in the policy unless the
person entitled to make such election elects another
available option not later than sixty days after the

due date of the premium in default,



(d)

(e)

(£)

gl

That, if che policy shall have become paid-up by com-
pletion of all premiwn payments or if it is continued
under auy pald-up nonforfeiture benefit which became
effective on or after the third policy armiversary in
the case of ordinary insurance or the fifth policy
anniversary in the case of industrial imsurance, the
company will pay, upon surrender of the policy within
thirty days after any policy anniversary, a cash
surrender value of such amount as may be! hereinafter
specified,

In the case of policies which cause on a bisis guaran-
teed in the policy unscheduled changes imt benefits or
premiume, or which provide an option forr changes in
benefits or premiums other than a change t:© & new pol-
icy, & statement of the mortality table, interest rate,
and method used in calculating cash surrender values
and the paid-up nonfovfeiture benefits available under
the policy. 1In the case of all other policles, a
statement ¢f the mortality table and interest rate used
in caleulating the cash surrender values and the paid-
up nonforfeiture bhenafits available under the policy,
together with a table showing the cash surrendex value,
if any, and paid-up nonforfeiture benef'it, if any,
available under the policy on each policy anniversary
either during the first twenty policy years or during
the term of the policy, whichever is shorter, such
values and benefits to be calculated upom the assump-
tion that there are no dividends or paid--up additions
credited to the policy and that there is no indebted-
ness to the company on the policy,

A gtatement that the cash surrender values and the
paid-up nonfcrfeiture benefits available under the
policy are not less than the minimum valyuies and bene-

fits required by or pursuant to the insurance law of
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the state in which the policy is delivered; an explana-
tion of the manner in which the cash surrender values
and the paid-up nonforfeiture bernefits are altered by
the existence of any paid-up additions credited to the
policy or any indebtedness to the company on the pol-
icy; 1f a detailed statement of the method of computa-
tion of the values and benefits shown in the policy is
not stated therein, a statement that such method of
computation has been filed with the insurance supervi-

sory official of the state in which the policy is de-
livered; and a statement of the method to be used in
calculating the cash surrender value and paid-up non-
foxfeiture benefit available under the policy on any
policy annivefsary beyond the last anniversary for
which such values and benefits are consecutively shown
in the policy.

Any of the foregoing provisions or portions thereof not ap-
plicable by reason of the plan of insurance may, to the extent
inapplicable, be omitted from the policy.

The company shall reserve the right to defer the payment of
eny cash surrender value for a period of six wmonths after demand
therefor with surrender of the policy,

Section 4 - Any cash surrender value available under the policy
in the event of default in a premium payment due on any policy
anniversary, whether or not required by section 3, shall be an
amount not less than the excess, if any, of the present value, on
such anniversary, of the future guaranteed benefits which would
have been provided for by the policy, including any existing
paid-up additions, if there had been no default, over the sum of
(a) the then present value of the adjusted premiums as defined in
sections 6, 7, B and 9 corresponding to premiums which would have
fallen due on and after such anniversary, and (b) the amount of

any indebtedness to the company on the poliecy,
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Provided, however, that for any policy issued on or after
the operative date of section 3 as defined thereln, which pro-
vides supplemental 1ife insurance or annuity benefits at the
option of the insured and for an identifiable additional premium
by rider or supplemental policy provisiom, the cash surrender
value referred to in the first paragraph of this section shall be
an amount not less than the sum of the cash surrender value as
defined in such paragraph for an otherwise similar policy issued

‘at the same age without such rider or supplemental policy provi-
sion and the cash surrender value as defined in such paragraph
for a policy which provides only the benefits otherwise provided
by such rider or supplemental policy provision,

Provided, further, that for any family policy issued on or
after the operative date of section 9 as defined therein, which
defines a primary insured and provides term insurance on the life
of the spouse of the primary insured expiring before the spouse's
age seventy-one, the cash surrender value referred to in the
first paragraph of this section shall be an amount not less than
the sum of the cash surrender value as defined in such paragraph
for an otherwise similar policy, issued at the same age without
such term insurance on the life of the spouse and the cash sur-
render value as defined in such paragraph for a policy which
provides only the benefits otherwise provided by such term in-
surance on the life of the spouse.

Any cash surrender value available within thirty days after
any policy anniversary under any policy paid~up by completion of
all premium payments or any policy continued under any paid-up
nonforfeiture benefit, whether or not required by section 3,
shall be an amount not less than the present value, on such an-
niversary, of the future guaranteed benefits provided for by the
policy, including any existing paid-up additions, decreased by
any indebtedness to the company on the policy.

Section 5 - Any paid-up nonforfeiture benefit available under the

policy in the event of default in a premium payment due on any
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policy amniversary shall be such that its present value as of

such anniversary shall be at least equal to the cash surrender

value then provided for by the policy or, if none is provided
for, that cash surrender value which would have been required by

this Part B in the absence of the condition that premiums shall

have been paid for at least a specified period.

Section & - This section 6 shall not apply to policies issued on

or after the operative date of section 9 as defined therein,

Except as provided in the third paragraph of this section, the
adjusted premiums for any policy shall be calculated on an annual

basis and shall be such uniform percentage of the respective pre-
miums specified in the policy for each policy year, excluding
amounts stated in the policy as extra premiums to cover impair-

ments or specisl hazards, that the present value, at the date of
issue of the policy, of all such adjusted premiums shall be equal

to the sum of (i) the then present value of the future guaranteed

benefits provided for by the policy; (ii) two percent (21) of the
amount of insurance, if the insurance be uniform in amount, or of

the equivalent uniform amount, as hereinafter defined, if the

amount of insurance varies with duration of the policy; (iii)

forty percent (402) of the adjusted premium for the first policy

year; {iv)} twenty~five percent (257) of either the adjusted pre-

mium for the first policy year or the adjusted premium for a
whole 1life policy of the same uniform or equivalent uniform
amount with uniform premiums for the whole of life issued at the

same age for the same amount of insurance, whichever is less.

Provided, however, that in applying the percentages specified in

(iii) and (iv) above, no adjusted premium shall be deemed to

exceed four percent (4%) of the amount of insurance or level

amount equivalent thereto. The date of issue of a policy for the

purpose of this section shall be the date as of which the rated

age of the insured is determined.
In the case of a policy providing an amount of insurance

varying with duration of the policy, the equivalent level amount
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policy anniversary shall be such that its present value as of
such anniversary shall be at least equal to the cash surrender
value then provided for by the policy or, if none is provided
for, that qash surrender value which would have been required by
this Part B in the absence of the condition that premiums shall
have been paid for at least a specified period.
Section 6 - This section 6 shall not apply to policies issued on
or after the operative date of section 9 as defined therein,
Except as provided in the third paragraph of this section, the
adjusted premiums for any policy shall be calculated on an aunual
basis and shall be such uniform percentage of the respective pre-
miums specified in the policy for each policy year, excluding
amounts stated in the policy as extra premiums to cover impair-
ments or special hazards, that the present value, at the date of
issue of the policy, of all such adjusted premiums shall be equal
to the sum of (i) the then present value of the future guaranteed
benefits provided for by the policy; (ii) two percent (21) of the
amount of insurance, if the insurance be uniform in amount, or of
the equivalent uniform amount, ag hereinafter defined, if the
amount of insurance varies with durastion of the policy; (iii)
forty percent (407) of the adjusted premium for the first policy
year; (iv) twenty-five percent (237} of either the adjusted pre-
mium for the fiyst policy year or the adjusted premium for a
whole 1life policy of the same uniform or equivalent uniform
amount with uniform premiums for the whole of life issued at the
same age for the same amount of insurance, whichever is less.
Provided, however, that in applying the percentages specified in
{i1i) and (iv) above, no adjusted premium shall be deemed to
exceed four percent (4%) of the amount of insurance or level
amount equivalent thereto. The date of issue of a policy for the
purpose of this section shall be the date as of which the rated
age of the insured is determined,

In the case of a polliey providing an amount of insurance

varying with duration of the policy, the equlvalent level amount
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thereof for the purpose of this section shall be deemed to be the
level amount of insurance provided by an otherwise similar pol-
icy, containing the same endowment benefit or benefits, if any,
issued at the same age and for the same term, the amount of which
does not vary with duration and the benefits under which have the
same present value at the inception of the fnsurance as the bene-
fits under ihe policy. ‘

The adjusted premiums for any policy providing term insur~
ance benefits by rider or supplemental policy provision shall be
equal to (a) the adjusted premiums for an otherwise similar pol-
ley issued at the same age without such term insurance benefits,
increased, during the period for which prewiums for such term in-
surance benefits are payable, by (b) the adjusted premiums for
such term insurance, the foregoing items (a) and (b) being calcu-
lated separately and as specified in the first two paragraphs of
this section except that, for the purposes of (ii), (iii) and
(iv) of the first such paragraph, the amount of insurance or
equivalent uniform amount of insurance used in the calculation of
the adjusted premiums referred to in (b) shall be equal to the
excegs of the corresponding amount determined for the entire
policy over the amount used in the calculation of the adjusted
premiums in (a).

Section 7 - This section 7 shall not apply to ordinary policies
issued on or after the operative date of section 9 as defined
therein. In the case of ordinary policies issued on or after
Januvary 1, 1978, all adjusted premiums and present values re-
ferred to in this Part B shall be calculated on the basis of the
Commissioners’ 1958 Standard Ordinary Mortality Table and the
rate of interest specified in the policy for calculating cash
surrender values and paid-up nonforfeiture benefits provided that
such rate of interest shall not exceed five and one-half percent
(5%%1) per annum except that for any single premium whole 1life or
endowment insurance polity a rate of interest not exceeding six

and one-half percent (6%7) per annum may be used an provided that
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for any category of ordinary insurance issued on female risks,
ajusted premiums and present values may be calculated according
to an age not more than six years younger than the actual age of
the insured. Provided, however, that in calculating the present
value of any paid-up term insurance with accompanying pure endow-~
ment, if any, offered as a nonforfeiture benefit; the rates of
mortality assumed may be not more than those shown in the Coumis-
sioners' 1958 Extended Term Insurance Table. Provided, further,
" that for insurance issued on a substandard basis, the calculation
of any such adjusted premiums and present values may be based on
such other table of mortality as may be specified by the cowmpany
and approved by the Commissioner,

Section 8 - This section 8 ghall not apply to industrial policies
issued on or after the operative date of section 9 as defined
therein. In the case of industrial policies issued on or after
January 1, 1978, all adjusted premiums and present values re-~
ferred to in this FPart B shall be calculated on the basis of the
Commissioners' 1961 Standard Industrial Mortality Table and the
rate of interest specified in the policy for calculating cash
surrender values and paid-up nonforfeiture benefits provided that
such rate of interest shall not exceed five and one-half percent
(3%%) per annum, except that for any single premium whole life or
endowment insurance policy a rate of interest not exceeding six
and one-half percent (6%%) per annum may be used. Provided, how-
ever, that in calculating the present value of any paid-up term
insurance with accompanying pure endowment, if any, offered as a
nonforfeiture benefit, the rates of mortality assumed may be not
more than those shown in the Commissioners' 1961 Industrial Ex-
tended Term Insurance Table. Provided, further, that for insur-
ance issued on a substandard basis, the calculations of any such
adjusted premiums and present values may be based on such other
table of mortality as may be specified by the company and ap-

proved by the Commissioner.
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Section 9 - (a) This section shall apply to all policies issued
on or after the operative date of this section 9 as defined
herein. Except as provided in the seventh paragraph of this sec-
tion, the ajusted premiums for any policy shall be calculated on
an annual basis and shall be such uniform percentage of the re-
spective premiums specified in the policy for each policy year,
excluding amounts payable as extra premiums to cover impairments
or special hazards and also excluding any uniform annual contract
‘charge or policy fee specified in the policy in a statement of
the method to be used in calculating the cash surrender values
and paid-up nonforfeiture benefits, that the present value, at
the date of issue of the policy, of all adjusted premiums shall
be equal to the sum of (i) the then present value of the Ffuture
guaranteed benefits provided for by the policy; (ii) one per cent
(1Z) of either the amount of insurance, if the insurance be uni-
form in amount, or the average amount of insurance at the begin-
ning of each of the first ten policy years; and (iii) one hundred
twenty-five per cent (125%) of the nonforfeiture net level pre-
mium as hereinafter defined. Provided, however, that in applying
the percentage specified in (iii) above no nonforfelture net
level premium shall be deemed to exceed four percent (41) of
either the amount of iusurance, if the insurance be uniform in
amount, or the average amount of insurance at the beginning of
each of the first ten policy years. The date of issue of a pol-
icy for the purpose of this section shall be the date as of which
the rated age of the insured {s determined.

(b) The nonforfeiture net level premium shall be equal to
the present value, at the date of issue of the policy, of the
guaranteed benefits provided for by the policy divided by the
present value, at the date of issue of the policy, of an annuity
of one per annum payable on the date of issue of the policy and
on each anniversary of such policy on which a premium falls due.

(c) 1In the case of policies which cause on a basis guaran-

teed in the policy unscheduled changes in benefits or premiums,
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or which provide an option for changes in benefits or premiums
other than a change to a new policy, the adjusted premiume and
present values shall initially be calculated on the assumption
that future benefits and premiums do not change from those stipu-
lated at the date of issue of the policy. At the time of any
such change in the benefits or premiums the future adjusted pre-
miums, nonforfeiture net level premiums and present values shall
.be recalculated on the assumption that future benefits and pre-
miums do not change from those stipulated by the policy immedi-
ately after the change.

(d) Except as otherwise provided in item (g) of this sec-
tion, the recalculated future adjusted premiums for any such pol-
icy shall be such uniform percentage of the respective future
premiums specified in the policy for each policy year, excluding
amounts payable as extra premiums to cover impairments and spe-
cial hazards, and also excluding any uniform annual contract
charge or policy fee specified in the policy in a statement of
the method to be used in calculating the cash surrender values
and paid-up nonforfeiture benefits, that the present value, at
the time of change to the newly defined benefits or premiums, of
all such future adjusted premiums shall be equal to the excess of
(A) the sum of: (i) the then present value of the then future
guaranteed benefits provided for by the policy and (ii) the ad~
ditional expense allowance, if any, over (B) the then cash sur-
render value, if any, or present value of sny paid-up nonfor-
feiture benefit under. the policy.

(e) The additional expense allowance, at the time of the
change to the newly defined benefits or premiums, shall be the
sum of: (1) one percent (1%) of the excess, 1if positive, of the
average amount of insurance at the beginning of each of the first
ten pollicy years subsequent to the change over the average amount'
of insurance prior to the change at the beginning of each of the
first ten policy years subsequent to the time of the most recent

previous change, or, if there has been no previous change, the
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date of issue of the policy; and (ii) one hundred twenty-five per
cent (125%7) of the increase, if positive, in the nonforfelture
net level premium,

(f) The recalculated nonforfeiture net level premium shall
be equal to the result obtained by dividing (A) by (B) where

(A) equals the sum of:

(1) the nonforfeiture net level premium applicable
prior to the change times the present value of an
annuity or one per annum payable on each anniver-
sary of the policy on or subsequent to the date of
the change on which a premium would have fallen due
had the change not occurred, and

(ii) the present value of the increase in future guaran-
teed benefits provided for by the policy, and

(B) equals the present value of an annuity of one per annum

payable on each ammiversary of the policy on or subse=-

quent to the date of change on which a premium falls
due,

(g) Notwithstanding any other provisions of this section to
the contrary, in the case of a policy issued on a substandard
basis which provides reduced graded amounts of insurance so that,
in each policy year, such policy has the same tabular wmortality
cost as an otherwise similar policy issued on the standard basis
which provides higher uniform amounts of insurance, adjusted pre-
miumg and present values for such substandard policy wmay be cal-
culated as 1if it were 1issued to provide such higher uniform
amounts of insurance on the standard basis,

(h) All adjusted premiums and present values referred to in
this Part B shall for all policies of ordinary insurance be cal-
culated on the basis of (1) the Commissioners’ 1980 Standard
Ordinary Mortality Table or (ii) at the election of the company
for any one or more specified plans of life insurance, the Com-
missioners' 1980 Standard Ordinary Mortality Table with Ten-Year

Select Mortality Factors; shall for all policies of industrial
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ingurance be calculated on the basis of the Commissioners' 1961

Standard Industrial Mortality Table; and shall for all policies

issued in a particular calendar year be calculated on the basis

of a rate of interest not exceeding the nonforfeiture interest

rate as defined in this section for policies issued in that cal-

endar year, Provided, however, that:

(€5)

(2)

(3)

(4)

(3

At the option of the company, calculations for all
policles issued in a particular calendar year may be
made on the basis of a rate of interest not exceeding
the nonforfeiture interest rate, as defined in this
section, for policies issued in the immediately preced-
ing calendar year.

Under any paid-up nonforfeiture benefit, including any
patd-up dividend additions, any cash surrender value
available, whether or not required by section 3, shall
be calculated on the basis of the mortality table and
rate of interest used in determining the amount of such
paid-up nonforfeiture benefit and paid-up dividend ad-
ditions, if any.

A company may calculate the amount of any guaranteed
paid-up nonforfeiture benefit including any paid-up
additions under the policy on the basis of an interest
rate no lower than that specified in the policy for
calculating cash surrender values.

In calculating the present value of any paid-up term
ingurance with accompanying pure endowment, if any,
offered as a nonforfeiture benefit, the rates of wor-
tality assumed may be not more than those shown in the
Commissioners' 1980 Extended Term Insurance Table for
policies of ordinary insurance and not more than the
Commissioners' 1961 Industrial Extended Term Insurance
Table for policies of industrial insurance.

For imsurance issued on a substandard basis, the cal-

culation of any such adjusted premiums and present
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values may be based on appropriate modifications of the
aforementioned tables,

(6) Any ordinary mortality tables, adopted after 1980 by
the National Association of Insurance Commissioners,
that are approved by regulation promulgated by the Com-
missioner for use in determining the miniﬁum nonforfel-
ture standard may be substituted for the Commissioners'’
1961 Standard Industrial Mortality Table or the Commis-
sioners' 1961 Industrial Extended Term Insurance Table.

(1) The nonforfeiture interest rate per ammum for any pol~
icy 1ssued in 2 particular calendar year shall be equal to one
hundred and twenty-five percent (125%) of the calendar year
statutory valuation 1interest rate for such policy as defined in
the 1978 Standard Valuation Regulation, rounded to the nearer one
quarter of one percent (% of 1),

(j) Notwithstanding any other provisien in the Insurance
Code of Puerto Rico to the contrary, any refiling of nonforfei-
ture values or their methods of computation for any previously
approved policy form which involves only a change in the interest
rate or mortality table used to compute nonforfeiture valuas
shall not require refiling of any other provisions of that policy
form.

(k) After the effective date of this section 9, any company
may file with the Commissioner & writtem notice of its election
to comply with the provisions of this section after a specified
date before January first, nineteen hundred and eighty-nine,
which shall be the operative date of this section for such com-
pany. If a company makes no such election, the operative date of
this section for such company shall be January first, nineteen
hundred and eighty-unine,

(1) For any policy of insurance on the life of either a
male or female insured delivered or issued for delivery in Puerto
Rico before January 1, 1989 and after the operative date of sec-

tion 9(k) for that policy form,
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a mortality table which is a blend of the 1980 CSO
Table (M) and the 1980 CSO Table (F) with or without
Ten-Year Select Mortality Factors, may at the option of
the company be substituted for the 1980 CSO Table, with
or without Ten-Year Select Mortality Factors, and
a mortality table which is of the same blend as used in
(1) but applied to form a blend of the 1980 CET Table
(M) and the 1980 CET Table (F), may at the option of
the company be substituted for the 1980 CET Table

for use in determining minimumw cash surrender values and amounts

of paid-up nonforfeiture benefits.

Section 10 - In the case of any plan of life insurance which pro-

vides for future premium determination, the amounts of which are

to be determined by the insurance company based on then estimates

of future experience, or in the case of any plan of life insur-

ance which is of such a nature that minimum values cannot be

determined by the methods described in sections 3, 4, 5, 6, 7, 8

or 9 herein, then:

(a)

- (b)

(c)

the Commissioner must be satisfied that the benefits
provided under the plan are substantially as favorable
to policyholders and insureds as the minimum benefits
otherwise required by sections 3, 4, 5, 6, 7, 8 or 9
herein;

the Commissioner must be satisfied that the benefits
and the pattern of premiums of that plan are not such
as to mislead prospective policyholders or insureds;
the caeh surrender values and paid-up nonforfeiture
benefits provided by such plan must not be less than
the minimum values "and benefits required for the plan
computed by a method consistent with the principles of
this 1978 Standard Nonforfeiture Regulation for Life
Insurance, as determined by regulations promulgated by

the Commissioner.
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Section 11 - Any cash surrender value and any pald-up nonforfei-
ture benefit, available under the policy in the event of default
in a premium payment due at any time other than on the policy an-
niversary, shall be calculated with allowance for the lapse of
time and the payment of fractional premiums beyond the last pre-
ceding policy anniversary. All values referred to in sections 4,
5, 6, 7, 8 and 9 my be calculated upon the assumption that any
. death benefit is payable at the end of the policy year of death,
The net value of any paid-up additions, other than pald-up term
additions, shall be not less than the amounts used to provide
such additions. Notwithstanding the provisions of section 4, ad-
ditional benefits payable (i) in the event of death or dismember-
ment by accident or accidental means, (1i) in the event of total
and permanent disability, (1ii) as reversionary annuity or de-
ferred reversionary annuity benefits, (iv) as term insurance
benefits provided by a rider or supplemental policy provision to
which, 1f issued as a separate policy, this Part B would not ap-
ply, (v) as term insurance on the life of a child or on the lives
of children provided in a policy on the life of a parent of the
child, if such term insurance expires before the child's age is
twenty-six, is uniform in amount after the child's age is onme,
and has not become paid-up by reason of the death of a parent of
the child, and (vi) as other policy benefits additional to life
Ingurance and endowment benefits, and premiums for all such ad-
ditional benefits, shall be disregarded in ascertaining cash
surrender values and nonforfeiture benefits required by this Part
B, and no such additional benefits shall be required to be in-
cluded in any paid-up nonforfeiture benefits,

Section 12 - This section, in addition to all other applicable
sections of this regulation, shall apply to all policies issued
on or after January 1, 1985. Any cash surrender value available
under the policy in the event of default in a premium payment due
on any policy anniversary shall be in an amount which does not

differ by more than two tenths of one percent of either the
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amount of insurance, if the irnsurance be uniform in amount, or
the average amount of insuraunce at the beginning of each of the
first ten policy years, from the sum of (a) the greater of zero
and the basic cash value hereinafter specified and (b) the pre-
sent value of any existing paid-up additions less the amount of
any indebtedness to the company under the policy,

The basic cash value shall be equal to the present value, on

-such anniversary, of the future guaranteed benefits which would
have been provided for by the policy, excluding any existing
paid-up additions and before deduction of any indebtedness to the
company, if there had been no default, legs the then present
value of the nonforfeiture factors, as hereinafter defined, cor-
responding to premiums which would have fallen due on and after
such anniversary. Provided, however, that the effects on the
basic cash value of supplemental life insurance or annuity bene-
fits or of family coverage, as described iIn section &4 or 6,
whichever is applicable, shall be the same as are the effects
specified in section 4 or 6 whichever is applicable on the cash
surrender values defined in that section.

The nonforfeiture factor for each policy year shall be an
amount equal to a percentage of the adjusted premium for the
policy year, as defined in section 6 or 9, whichever {s appli-
cable. Except as is required by the next succeeding sentence of
this paragraph, such percentage:

(a) mumust be the same percentage for each policy year be-

tween the second policy anniversary and the later of
(1) the fifth policy anniversary and (ii) the first
policy anniversary at which there 1is available under
the policy a cash surrender value in an amount, before
including any paid-up additions and before deducting
any indebtedness, of at least two tenths of one per
cent of either the amount of insurance, if the insur-
ance be uniform in amount, or the average amount of
ingurance at the beginning of each of the first ten

policy years; and
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(b) must be such that no percentage after the later of the
two policy anniversaries specified in the preceding
item (a) may apply to fewer than five consecutive pol-
icy years.

Provided, that no basic cash value may be less than the
value which would be obtained if the adjusted premiums for the
policy, as defined in section 6 or 7, whichever is applicable,

_were substituted for the nonforfeiture factors in the calculation
of the basic cash value.

All adjusted premiums and present values referred to in this
section shall for a particular policy be calculated on the same
mortality and interest bases as are used in demonstrating the
policy's compliance with the other sections of this regulatiom.
The cash surrender values referred to in this section shall in-
clude any endowment benefits provided for by the policy.

Any cash surrender value available other than in the event
of default in a premium payment due on a policy anniversary, and
the amount of any pald-up nonforfeiture benefit available under
the policy in the event of default in a premfium payment shall be
determined in manners consistent with the mammers specified for
determining the analogous minimum amounts in sections 3, 4, 5, 9
and 11, The amounts of any cash surrender values and of any
paid-up nonforfelture benefits granted in connection with addi-
tional benefits such as those listed as items (i) through (vi) in
section 11 shall conform with the principles of this section 12.
Section 13 - It shall not be a violation of this Rule for an in-
surer to issue the same kind of policy of life insurance on both
sex distinct and sex neutral basis,

Section 14 -~ If any provision of this Rule or the application
thereof to any person or circumstances is for any reason held to
be invalid, the remainder of the regulation and the application
of such provision to other persons or circumstances shall not be

affected thereby.
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Section 15 - This Part B shall not apply to any of the following:

(a)
(b)
(c)
(d)
(£)

(g)

Approved:

reinsurance,

group insurance,

pPure endowment

annuity or reversionary annuity contract,

policy, which provides no guaranteed nonforfeiture or
endowment benefits, for which no cash surrender value,
if any, or present value of any paid-up nonforfeiture
benefit, at the beginning of any policy year, calcu-
lated as specified in sections 4, 5, 6, 7, B, &nd 9,
exceeds two and one-half percent (2%%) of the amount of
insurance at the beginning of the same policy year,
policy which shall be delivered outside Puerto Rico
through an agent or other representative of the company

issuing the policy,

September 20, 1984

Gt el

uan Antonio Garcfa
Comtissioner of Insurance



