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BULLETTIN TO ALL MEMBERS

RE: HMNon-Admitted Companies Scliciting
Business in California

The subject of this bulletin is the use of non-admitted companies
which are not szet up for the exportation of Califcrnia surplus
line business by reputable London Brokers.

To refresh your memory on the general subject, a copy of our
Bulletin #1746 is attached.

Recently there has been & rash of such ccmpanies, acting inde-
pendently of Londcn Brokers and unlicensed in California, whe
are sclively seeking surplus line type business from Callifornia
surpius iine brokers. We are endeavoring to investigate each
one of these cutlets as it comes up in cooperation with the
Cziifornia Insurance Department and permission for use in
California as surpius line carriers has been denied two com-
panies in sccerdance with cour recent pullietin.

S3ince 1t 1s entlrely possible that some of thzse companies, as
defined in the first paragraph, may contact cur members with-
out. cur having had an opmortunity to develop Information on
their backercund, we ask that you refrain {rom exporting any
business through these sources without first clearing each
such security with the Stamping Office.
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No. 176

BULLETIN TC ALL MEMBERS:

RE: ESECURITY PRCGRANM

INDIVIDUAL RESPONSIBILITY OF MEMBER TO THE PUBLIC. Section 1765 of the Insur-
ance Code, relating to the gqualificaticns for = surplus line broker's license,
reads in part as follows:

"Upon applicaticn in sueh form as the ccmmissioner prescribes
and subject to the provisicns of Sections 1666, 1667 and 1668 of
this cede, the commicsslioner shall issue a license sutherizing any
applicant that is trustworthy and competent tc transact an insur-
ance brokerapge business in such manner 2s to safepuard the Interest
of the insured, to act as & surplus line Droker »* ¥ % 0

ULTIMYATE RESPCHSIBILITY IS ON MEMBER. Section 1765.1 of said Ccde, relating to
the authority of the Insurance Commissionsr over the soundness of nonadmitted
inzurers in which surplus line risks may properly be placed, reads as follows:

"In zddition to any other stztements or reports required by
this chapter, the commissicner may also address to any licensee a
written reguest for full and complete information respecting fthae
financial stabillty, reputaticon and integrity of any nconadmitted
lnzurer with whom such licensas has dealt or proposes te deal in
the transaction of insurance business. The licensee so addressed
shall promptly furnish in written or printed form sc much of the
infermation requested as he can produce together with a signed
statement identifying the same and giving reascons for cmissions,
if any. After due examlnation of the information and accompanying
statement, the commissioner may, if he believes i to be in the
public interest, orderv such licensee in writing to place no further
insurarce tusiness on property locatad or operations conducted with-
in or on the lives of persons residents of this State with such
nonzdmitted insurer on behalf of any person.  Any placement in such
nonadmitied insurer made by a licensee after receipt of such order is
a violaticn of this chapter."”

It will be noted that neither of the foregoing sections requires or author-
izes the Tasurance Commissloner to approve a nonadmitted insurer prior to its
use by a surplus line breoker. Mo other provision of the Insurance Ccde or the
Rules znd Regulaticns of the Insurance Ccommissicner makes such a reguirement.




There cannot, therctfore, lawfully be cither an "approved" or a '"disapproved

list of nonadmitted insurers. - The only insurers "approved” by the Insurance
Commissioner are sdmitted insurers because only such insurers are subject to

the regulatory laws of Californiz and required to mest and maintailn the financial
requirements ard other standards of the cenduct of their business prescribed by
such laws. The law places the responsibility for the selection of nonadmitted
security on the surplus line broker and the soundness of his judgment in making
the sslecticn of such security s¢ as to “safse ;uu(q the interest of the ingured"
is on= of the baesic gualificaticns reguired fcr him tc cobtzain and retain his
license,

The authority of ths Insurance Cocrmmissioner is, pursuant to Section 1765.1,
to require any surplus line broker to furnish information about a nonadmitted
insurer used by him as security. Although the Insurance Commissioner, it seems,
could require such information about a1l nonsdmitied insurers used by Celifeornia
licensed surplus line brokers, it does nof appear that the statute requires him
to do so. The Insurance {crmissionzr presently beliewves that the purposes cof
the statute can be achieved by follcowing the procedurss outlined in this Bulletin.
This belief is subject, of course, to future review of results and possible
amendment of procedures. It is emphasized sgain, &s hereinasbove pointed cut,
that the right to select security, and fthe respensibility for the security selece-
ted, rests basically with the surplus lians broker.

FRCCEDURES RE ZECURITY. It is the desire of your Surplus Line Asscclation to

2id its members in the gelection of nonadmitted szecurity 1n the interests cof their
clients zc as te fulfill thelr responsibilities under the isw. The purpcss of
this Bulletin is to outline the procedures proposed by the Associations after full
ccnsuitation with the Insurance Department regsrding the review and handling cof
guestions concerning the security of foreipgn and alien nonadmitied insurers. Of
course, the Insurance Comrmissioner may in specific instances feel it necessary

to proceed independently under his statutory towers without following the pro-
cedures herein ouilined, but in any such case, - he advises that he will nctify

the fAscociaticn of his action.

These procedures are as follows:

1. Definition of terms:

(a) Nonadmitted foreign company means domiciled in the
United States, but not admitted in California,

(v) IMonadmitted alien company means demiciled in a
foreign country.

N

Procedure with respect to use Ly JUrDliw Line Brokers of
nonadmitted insurers, foreipn and 3¢19

() Contracts.

As distinguished from the open market placement prob-
lems, whers contracts are entered into invelving companies,
the companies are to be reviewed at least as to such ele-
ments of capitel, surplus znd business reputation before
the contract 1s used by the surplus line broker. The surplus



line broker is to advise the Association office of the
names and addressce cof sucn companies If there are no
existing files on any of such cc mpanlpo, the surplus line
broker is to secure and file with the Association the
latest annuzl statement. In case of foreign insurers a
copy of the last Convention Ferm Arnnual Statement ard
copy of last examination report should be obtained znd
filed. Similar filings annually may be required. In
case of an alien insurer, the best and latest fimereianl
informetion available should te obtained. The Associ-
ation will endeavor to guide the members ss to the per-
tinent information reguired. “ter such consultaticn
with Insurance Department stafl, as is decmed neceszary,
the Associaticn will nctify the member whether or not
there is objection to the usée of such companies.
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Cpen market placements.

ge =1 that in many cpen market
placements there i3 a capacity problem resulting ig a
problem to the oversesas broker in finding companies. Tt
is felt that on open market placements the prior sub-
mittal of proposed companies would restrict the ability
of the broker to provide coverape for the risk. Filing
of the certificate with the security shown thereon, or
by copy of cover note attached, shall be the only filing
necessary to repert the use of such security tc the
Association.  Information cn the companies is to be se-
curcd by the Associztion by writing direct fo these com-
panies. The responsihility for the guality of the nen-
admitted security selected s1ill rests with the broker,
and he should satisfy himself as tc the guality of the
security used. It 1s suggested that the members secure
company Statements for their own analysis of the companies
used on their business. They should secure these from
their ¢verasas broker.

It is generally recogni

iation office tc secure information aonually.,

The issociation will secure informetion annually from the
companies used a5 security aod shall examine this informatica,
and may discuss these [iles with the Imsurance Department ztaff.
Infermation requested not supplied by company, to be furnished
by m=mber.

In those cases where the Asscociation requests information
Iroem the company and the informaticn is not forthcoming, the
1Pnbe* using that company is to be requested to secure the in-
ormation ard subwit it to the Association. The member using
the cempany may be held responsible for securing the information
regquired.

Request to cease using a company in future,

After discussion with the Insurance Department, if 1t is
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felt that fthere is rezason to doubt the scundrness of a combany,
the Tnsurance Départment will direct the Association to advise
the member using the:cempany of these facts leading to this
concern, The member is to be advised that if there is to be
continued use of this ccmpany, the Department will take direct
action with the member under Section 1765.1.

Bulletin to all members cencerning discontinuance ot & company
as security.

In order that all members may know that a company is being
discontinued frem further use, a bulletin from the Association
will advise the members. This bulletin shall not reveal the
names cf any membpers whe have used the company as cecurity. The
members shall take sction to ascertain that such companies ars
not used on California business in future by notifying their
oversess brokers.

Direct notificaticon by Tnsurancs Coarmissioner in serious cases,

Tt is to be emphasized that where the information develaped
aprears seriocus, immediate acticn may be taken by the Commissicner
under Section 1765.1, or possibly concerning cancellation of out-
starding contracts of insurance under authority of Sccticn 12¢28.5
of the Tunsurance Ccoda.

Falntenance of files in Associaticon office. Diszeminating infor-
mation.

The Asscciation's files on security are 1o be avallable at
g1l times for review by the Insurance Department. They are to
be ayailable for the members to review upon wvisit to the office
or pertinent informestion will be furmished by phone.

Mo infermation on securify is to be releazed to other than
surplus line brokers ard to the Insurance Department by the
Asscclaticon office. Questions by cother brokers and insureds
concerning security are to be answered by the surplus line broker

involved.

Exception to reguirements in special individual cuses when cover-
are cannot othervise be secured.

In special ahd rather unusual individual cases where a great
capacity problem may exist, it may be possible to place the risk
without following zll of the foregoing procedures. In such cases
the problem should be referred io the Associaticn for cuch specizl
hardliug, as may be permitted by the Insursnce Commissioner.
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