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Bulletin #481

BULLETIN TO ALL MEMBERS:

RE: Placement of Insurance with Alien Nonadmitted Insurers

On June 20, 1991 Commissioner Garamendi issued proposed
regulations requiring every surplus line broker and special lines'’
surplus line broker to file specified documents with The Surplus
Line Association of CcCalifornia as an agent for the Insurance
Commissioner in order to demonstrate the financial stability,
governmental regulation, and managerial competence and integrity of
any alien surplus line insurer proposed for use by such broker.
Attached is a copy of the proposed regulations.

Before any "new" alien nonadmitted insurer is used, that is an
alien insurer first proposed for use after the effective date of
the regulation, the broker must file specified documents with the
Association. The broker making the filing on behalf of the alien
nonadmitted insurer shall be known as the "contact" broker.

As to "ongoing" alien nonadmitted insurers, that is, an alien
nonadmitted insurer used before the effective date of the
regulation, the broker must file certain documents no later than
September 1, 1991 (and must provide annually each September 1
thereafter updates to the documents originally filed with the
Association).

If all documentation required for any '"ongoing™ alien
nonadmitted insurer is not filed by September 1, 1991, the insurer
will automatically be deemed unacceptable pursuant to Insurance
Code Section 1765.1, and all surplus line brokers and special
lines’ surplus line brokers must cease placements in the insurer.



The Surplus Line Assocliation of California has developed a
"contact" list of surplus line brokers who will be responsible for
making filings on behalf of "ongoing" alien nonadmitted insurers.
Those brokers will be notified shortly by the Association so that
they may commence compiling the required information due to be
filed on September 1, 1991.

The proposed regulations have been filed on an emergency basis
with the Office of Administrative Law and will be effective on or
about June 28, 1991 (upon their filing with the Secretary of
State), unless the Office of Administrative Law instructs
otherwise. Because of the short time allowed to comply with the
filing requirement as it pertains to "ongoing™ alien nonadmitted
insurers, the Association has chosen to notify you immediately
rather than await the effective date of the regulations. If there
is a change in the text or status of the regulations you will be so
notified by either the Association or the California Department of
Insurance. A public hearing will be noticed by the Department of
Insurance sometime after the regulations become effective.

If you have further questions, please contact Al Gershaneck of
the Association’s financial department (415) 434-4900; 800-334-0491

or Carol Fistler, Counsel, State of cCalifornia, Department of
Insurance (415) 557-3840.

&

A. D. Freeman’ Jr.
Manager

ADF : mm

Enclosure
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I  John Garamendi, Commissioner
I News Release
FOR IMMEDIATE RELEASE: " CONTACT:
June 20, 1991 Elena Stern 213/738-2389

NEW GARAMEND! REGULATIONS CRACK DOWN

ON UNLICENSED INSURERS
Commissloner Also Issues Revised Rollback Regulations

Moving on two fronts to protect California automobile Insurance consumaers, [nsurance
Commissioner John Garamendi today released nsw regulations to crack down on unlicensed insurers
dotng business in California, and issued revised regulations on Proposition 103 rollbacks.

He halled these new regulations as representative of a new day for Insurance consumers in
Califomia.

Garamend| has been cracking down on insurers that operate on the fringes ot the law since
he toek office. He initiated four different enforcement actions against FGS Insurance, onca the most
notorious exploiter of Californla insurance consumers, resulting in the congervation and liquidation
of the company. He aiso has recently started to stamp out a group insurance scam sold by dozens
of brokers otfering policies from non-admitted companies with the lure of cheap Insurance premiums. .
The unlicensed companies, cften based in the Caribbean, frequently dont provide the minimum
coverage required by Callfornia law nor do they have the financial stability to meet their 6bllgatlons
to policyholders.

"Too many California consumers have baught insurance from unficensed Insurers and have
baen left holding the bag when they try to make a claim, * Garamsndi said. "These ragulations will
ensure there's actually money in the bank when the policyhclders neaed it."

Garamend! today released tough new regulations that will force alien non-admitted insurers
to meet minimum financial standards if they want to do businessg In the California insurance market.
Highlights of these regulations Include:

e Besfore insurance policles may be placed with non-admitted Insurers, they must provide
financial documents to verlfy their financial stability and solvency. Insurers not admitted in the
Californla market must show at least $5.4 million In capital and surplus (this is the minimum amount
required for licensed Insurers); _

e Non-admitted's must demonstrate that they have been in the Insurance business for no
leas than three years. This Is called the "seascning” requirement;
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e A trust account must be established and maintained in the United States for those
businesses not based hera. This will ensure that there will be accessibie funds in the U.S. to meet
cbligations to policyholders.

"The recent explosion of autc Insurance abuses by unlicansad companies Is the result of a
tack of atfordable insurance from lagitimate markets,” said Garamendi. "The Legisiature and the
Governor must act now to adopt a low-cost auto insurance plan so that consumers needn't turn to
dubious unlicensed companies promising lower rates.”

Revi ollback R lons

Bringing Californians one step closer to receiving insurance roliback checks, insurance
Commissicner John Garamend| tcday outlined the depanment's revised and likely final Prepaosition
103 roliback regulations. "

Upon taking office in January, Garamend! repealed his predacessor's regulations govarning
Proposition 103 rollbacks, which had been tied up In costly administrative procsedings and litigation
for over & year, He propcsed new regulations that wera designed to deliver the maximum rofibacks
permitted by law and be better able to survive coun challenges. Garamendi's original propossd
reguiations included industry-wide efficiency standards and a formula by which the roliback would
be determined. It also contalned:

-- strict regulation of company profit levels;

-- penalties for ineflicioncy;

-- Incepandent evaluation of company claims;

-- total-return ratemaking; and

- denlal of profit on surplus "surplus.”

In March, Garamendl proposed changes to streamling regulatory oversight of speciaity
~ commercial insurers, facilitate the entry of new companiss into the California market and provide
greatar scrutiny of the allocation of national insurers’ Countrywide expenses to Callfornia. The March
changes also permitted: charitable contributions to be a permissible expense; investment income to
be evaluated by each company's own @xperlence rather than by industry-wide average; and
company s!ze t¢ be considered by the Commissioner In reaching decislans on genaric rating factors.

"t have repeatedly sald that getting the people of Caiifornia the rollbacks and fair long-term
rate regulation they voted for in 1988 Is my first priority as Insurance Commissioner,” Garamend!
sald. "These unprecedented regulations, and the apirit with which they are proposed, should renew
Callfornlans’ faith that the Depanment of Insurance Is first and foremost a consumar protection
agency. Rollback checks will be issued this year and thers will continue to be a freeza on any rate
increasea until the rollbacks have been delivered.”
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The amanded reguiations released today reflect comments received from consumaers, insurers,
agents and brokers and as a result of intermal department review. They fine-tune the previous
regulations and strengthan the department’s ability to get consumers the biggaest rollpacks possible
as soon as possible. The latest changes to the regulations include:

-- minor changes to the roilback computation formula; .
-- specification of explicit circumstances under which insurers may obtain a varlance from the
formula; and '

-- Exclusion from the efficiancy standard of expenses associated with paying specific
claims.

Hearings on satting spegific values that will plug into the rollback f&rmula are nearly complete.
The Commissioner will select the maximum rate of return and allowable surplus levels within two
weeks. Determinations regarding limits on executive compensation, efficiency standards, and
standards for review of Insurars’ reserves wiil be made by mid-July, after one more week of
hearings in San Francisco.

The unlicensed insurer regulations have been submitted to the Office of Administrative Law
for approval as emergency regulations. Once the OAL has approved the regulations, the department
will open a 45-day public comment peried.

In these last stages of the rofiback regulations, thers will be a 15-day public comment perod
before Garamendi can give final approval to the regulations.

R K
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2174+ Slacament af I[~surance «itn Alflen Nagnadmitted ~a_rscs

{a) SeqQuized Jagunments

5

Ty sdralus line D:oker ang sgacial llnes' surslus

2 sToxker snall fi tha following documents #itn =ra
,u-,-_s Line associ ation af Callifoznia (sre
"Asscciation®) as agent for the Imsurancs Cuﬂniss ney
im ordsr t3 gemanstrata tha flimangial statlligy,
jovarrmental ragulazlan, and managerial c-moe.e.:a a
tAzegricy of any alian (as cefined in Lnsuranc Cade
Sacticn 1330) surzslus line insurer procpasec r~ 258
such Zooker:

(L} Amnyal Statements -

Three (3) most recent annual statements wnhnizsn
snall:

(A) oe Iin written farm,
(8) ©oe in English,

(Z) show cperations unger the same
management, and

-
L)
.t

De expresssag in U-~ited States currency
based on ax¢hange rates as of the gata
of the statement,

(2) Report of Examinatian

The most Tecent Report of Examinatlion of the
insurer wnich shall be:

(&) in Englisnh,
(8) not clder than three (3) yaars,

() 1in agcord with the rules and regulations
of the domic¢illary country, and

- (0) certified by the domicillary country's
insurance regulatory agency.



:? no report Ls available, the sponsoring broker
muse furalsn a complets wrltten explanation in
Englisn as to why Ao such report 13 availagle, [°?
the domiciliary sountcy does noht, as a mattar af
Course, osrepara such reports, a latter in Znglisnm
Faom the domiciliarcy country's Lnsurance
regulatary agency stating that reports 2f
axamlnatigns a2e nQt prepared and that =na l{nsurer
is In goca standing and otnerwlse acceptadls L1l
syfflce, Tne Department reserves the rignt 3
deem a proposed allen naonadmitteg {nsurer
wnacceptasle Lf the explanation o7 cartiflcatian
regarding tne Rapert of Cxaminatlion ang tne
standing of the insurer {3 lncomplste, invalidg,
lnaccurate or mlaleading,

auclt Regort

A certifled indepencent audit repoft on the
insyrer which ls:

(a) {n English,

(83) im accord wlth generally acceptsg
auditing standards (GAAS) that
prescribaes gemerally accepted accounting
principles ?GAAP), ar International
Accounting Standards (IAS) published by
the Intarnational iccounting Stangards
Committee and the Internatlonal Auditing
Guidelines (IAG) punlished by the
International Auditing Practice
Committes (IAPC) of the Internatlonal
Federation of Accountants (IFAC),

(C) not elder than one (1) year,

(D) not materially misleading, Lnaceurate or
incomplets,

(E) and inmcluces a summary of its
signi{ficant accounting practices as part
of the notes to its financlal statement,.

(F) performed by an auditor licensed in the
auditor's state or country of domicile.
To substantiata sueh licensure, plaase
provide an original certification in
znglish of such licenss from the
licensling authorlty.



{3)

(&)}

A consolldateq report Ls acceptaole tur sne
Jacartment Teserves the rignt to regqulire an
1ydit repart on tne arcpcsed allen
renacmitted insyrer alane when nmecassary
slarlfy tne fimancial conaitlion 2f tha 3l
nonadmitcad insuler. AM acgcgountant raviay
TECCTS anad an accountant egmpllatiasn L Liay
af an indepengent auglt -agort will =gt 2a
accestanla.,

. A
-l
ta

sl

Nartative-Z0l Fgorm 4 - Jay, 5/91

A ~arrative regort 9n tre {nsurer's operaticng
sTag3raes Sy tne wnscerer in Eagllisnh ang in tne
farmat of OCI 7atm A Rav. 3/91 (Appenmalx 4},

Q. fgrm 3 - [ay, 5/91

Campleta flnancial informatlon preovided cm 0GI
Farm B {Appendix 8)., The answers I1n 0QL Form 8
snall fcllow tne Insurance Solvency Internatianal
guide =0 Allen Reporting Format - Standard
Cafinltions of Aceccounting Items., Any answer which
coas nct agree witn a standard definition must be
fully explained in the D0I Form 8 - Rav, 5/91. If
tme lnsyrer is llated 2y the Insurances Solvency
Inzarnatlional (ISI) fimancilal report service, the
NAIID (Nonadmitted Allan IAasurer Infcrmation
iffice), or coth, a copy of the mast recent annual
fimanclal data furnished el:<er to ISI or NAIIO
must also be filed with the Surplus Line
Asscclation,

Capital and Surplus

Nemonstration of a minimum of five millicn four
nundred thousand dollars ($3,400,000) in capital
and surplus consisting of asasts acceptadle under
the Callifornia Insurance Code., This demonstratian
must De refleacted in its most recant annyal
rinancial statement, and its recent audit report
filed pursuant to (a)(l) and (a)(3). It should be
noted that letters of credit are NQOT acceptable
assats under the California Inmsurance Cade.

If the alisn nonadmitted insyrer is an assoclation
0T syndicate which has individuals or

unincorporated insurers as members, the sponsoring
broker must provicde avidence that the insurer has
astaplishad and malntained in the United States a
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(8)

(9)

(10)

(1)

trust fung Ln the standard NAIC (National
Association of Insurancea Commissioners)«NALID
format lm a Federal Resarve System memder Bank in
an angunt not less than ome hundred million
dollare ($13232,000,00C0) for tne crotastion of all
of Lts United States pollicyncldars. A c¢ccpy ¢f thea
trust fung ajreement myust Da flled with tne
Assaclation, Tne ccrpus ¢f tne trust fund muse bae
in eash 9r securitlas of the game charagiar and
quality as spezifiad In Secsions 1L70 throough Lise2
cf e Califeoonia Irsuranca C3de,

Seasoning

Cemaonstraticn of ¢complliance by the insurer wi:n
the seasoning requirsments preseTlibed by Section
7.6 3f na Callfornly Imsurance Cade unl2ss :ins
aliesn nonadmitces {nszurer wculd quallfy far
exznptlian uncer {(a), {(b), aor (¢} of Sectian 716,

Cazti?lication

An original certificastion in Englidnh from the
gomiciliary country's lasuyrance regulatory agency
stating tnhat tne allen nonadmitted imsurer (s
Jlcensea to transact insurance on risks locatsd in
{vs domiediliary country and the date gn wnicn it
first received such autharity/licensa from its
damiciliary gcuntry,

U, S. Tryst Agecaunt

A trust account must Re estatlisned ang malatalned
In the United States i{n the stangard NAIC~NALIID
format in a Fgaeral Reserve System member bank in
an amount not less thanm five million four hundrea
thousand aollars ($5,400,000) for the protection
of all of lts Unltec States policyholders, A
verlfied copy of tne Llasuret's U, S, Trust account
shall be filed,

The corpus of the trust *und must Be in cash g
securlties of tne same character and quality as
spacifled {n Secticons 1170 tnrough 1182 of the
California Insurance Code.

Agent for Service of Processe-The insurer must
provide Informaticn on L1ts agent for service of
process in callfernia,

Principal Place of Businesg--The insurer must

provide the address ang telephone numder of i4s
principal place of businass,

wla



{p)

(@)

(e)

()

(12) Cansumes Arotection-<An original zerctlificatizn :n
tngllsn fram the demlcillary zcuntoy's lasucancs
tagulazary authozity tnat the insurer is in gagu
3tancing and axplalning Lts consumer comglaiss
recgra and performance {n that zcuntry.,

azznent may nave fyll access Lo 31l the documents
i%0 <me Assgciactizn ang may raguire the assccilaticn
4322 £3 1t any cor all of tne documents.

20
W

Lo |

Umaceeozanls/Ilsurarse Sade Sa=tlan 1765.1

Tme Insurance Zommissisner has the 2ight to objact ta tre
Jse 3f any alisn nonadmitted Insurer at anytime, whether
before or after placement, pursuant £o InsuTance Cage

Sectian 1765,1,

Updates

The sponsoring suzplus line broker and speclal lines'
surplus line proxer shall provide annual updatss to tnas
documents criginally filed with the Assaclation. Tne
updates snall oe filed no latar than September 1 of tne
*ollcewing year, If no update is flled, tne ingsurer will bde
presumad unacceptadle. The Departmer: may require the
assacclation ta forwara any cr all of :ne update documents

to it.

Pronizitlion A aidst Placement af Insurance with Alienm
Ngnaamitteg Insyrers for Price Alone

Placement of insyrance with allen nonadmitted insurers must
cemply «ith Insurance Code Section 1763, In accord with
that statute, exportation for price alone is pgronibitaa,

"New" Allen Nonadmitted Insurers

Any "new" alien nonadmitted insurers, that i3, a
nonadmitted allen insurer which has not B&en ysed as of the
effective date of this regulation, cannot be used until the
sponsoring brokar files all of the items listed in
Paragraph (a) with the Assoceclation,

-

-5-



(3)

(7))

"Qngoing® Alien Naonadmitted Insyrers

As t0 "ongolng" allen nenmadmitied Insurers, <hat is, an
allen ngnagmizted insurer usad hHefgre the affaciive “a-a g*
tme regulation, the brokar must flle all tne doguments
raquized in paraggaph {(a) no latser than Septamper 1, 159,

all dcoeumentation requlited Dy Paragrapn (a) for any
53i43" allen nonadmitted insurar is ngt flillea by

temoer L, 1991, the I{nsurer will jutématlically be -Hagmasg
ec

-1
aptadle pursuant to Insurance Code Sectiaon 1765,1, ang

suralus linre brokers and special lines' suralus lime
kars must cease placamants [n the insurer.

MO

|
l

Fw O W

vy be

Jltimate Resaonsibllity

The ultimate responsinility far placeamsmt af insuranmce witn
any allen nonadmitted insurer rests exclusively wlen itne

placing broker.

Authorlty: Ingurance Coda Section L1763
Refarenca: [nsurance Code Section 1763, and 1763.1

Coc.

#0021s (formerly Doc. #8431s)
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AFPENDIX A
20I FCRM A (Rav, 0%/91)
COMPANY INFCRMATION

Insuzer snall pravice a rmarrative of its zlan of cperaticn irmelyging tre

ezilowing Information:

a, Cata of incsrperatiom, or Lf unincorgoratec, date of crzanization,
Dats of comencement 2f Susiness, If (ncorgorated, capltal stoex
authorizea, lssued ana gutstanding snaras,

2.  An exalanaticn of tns cwnarshio and c¢ontrol of tra insurer, lts
apiscical managament, ana 1ts sutsidiarles and affiliatas,

a., Territorias of cperatisn,

2. Lines 2f ousiness transacted 3nowing grass sremiums, reinsurarce

assumed, reinsurance caded and ret cremiums,

An exslanmatizn of the largest 3ross cremium amount writien cn ara

risk and type of Iinsurange.

an axplanation ¢f the mathod used for asset valuaticn,

3. Cces the company have lagal title amd/or similar cwnership 2ignts to
all assets reocrtad {n the bHalance shaet?

n, If any assets are ancumbered, pledged or restrictad In any manner, a
catalled explanatisn should De gpraviced for esach asget,

1. A schequle for eacnh asset scual toc 10X or more of fthe total assaty or
5X of imsurer's adlustsd ahareholcer funds, whichever is the lassar
as of the financlal statament cata, The schedule should descrlbs the
assat, list its cost, amortized value, market value in U.S. currency,
and/or any cther mathad af valuatien,

Jo If the insurer nas its loss raserves reviewed Dy an actuary feor
acequacy and reascnableness, 3 copy of any loss rassrve certification
l3suad snall te filed. If no such reviaw ls done, the {nsursr shall
provide a completa explanaticn of iis reserving methodslogy.

k, A scheduls of relnsurance ger Schadule R,

1. Provide the total for the largast amount written on amy ona risk and
type of i{nsutance.

Provide name ang address of United Statas Counssl (or representative),

Pravide name and adoress of supervisory officlal at the insurance

regulatory agency of the countey of domicile.

Describe any legal or regulatory action taken agalnst the insyrer ang/er

any of its officers or directors. Suomit coples of underlying documents

when appropriate,

Describe any major and/or matarial transaction which {3 pending or has

sceurred during the past year that affects the operaticn of the company.

Submit ccples of uynderlying documents when appropriats.

Provide information regarding U.S. Trust account,



INSTRUCTIINS FCR COMPLETING SCHEDULE R

Zalumn
=

1
-

2.

I

9.

3icase provide NAID Identifizatizn Numpers, allen/gomestic,

Sal?eaxzlanatsly/see lassruction far Celumn 43,
-ist != alomaternizal orae

camganry.

-3

2y gsuntry, then izt {~ alsnacetlcal sozer

4]
~

Tmsers {7 tnls calemn, L apollcacla, the following lecter zesigmaticn:

(2) Selnsyter 13 susject 0 calincuency sroceedings (i.s., consesvation,
renapilitastisn, receiversnip, llcquidaticn, or equivalent groceecings).

(M) A Siscute axists #iin tne company which may affect the recovezanilisty
of all or nazt of the 2aliance shown, A disputas exists, for the
aurpcses of tnis gisclosura, when the relinsurer has contestad the
valizity ¢of coverage, or tne caalng or assuming imsurer has {nitiatadq
aroitratian or othnerwise {nstitutad legal acticns concerning any
amount claimeg to me rscoverabls,

(N) Aall or part cf the Dalances recoveranla ara past cue, A past cue
talance {s cefineq "sr the purpcses of this disclcsure, as a
teinsurance clalm which remains unpaid for a pericd of 180 days aftsr

cayment is aue yncer the tarms and conditions of the rainsurancs
agreement.,

If applicablae
I? acplicapla
Salf-explanatory

I? applicaole
If caversd by letters of credit, please ldentify Dy appencding "L".

Da Minimis Provision

{a)

(B)

Facultative business

Individual recoverablas amounting to less than 2% of capital and surplus
may be caombined.

Treaty business

All amounts (by reimsurer) lass thanm 2% of gross pramium income on
Proportional (Quota Share) reinmsurance and all amounts (by reinsurer) less
than 5% of premium ceded on Nen-propertional and/or Excess of Loss
reinsyrance may bs combineq,
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APPENDIX 8
00 FSRM 3 (Rev, 05/31)
ITINANCIAL REPORTING “JRMAT)
JURAT

{Name of .nsursr)

COLNTRY OF JCMICILI:

cmasurance Salvency Intar-aticmal {(ISI) Numcer:

OFFICT2S JR DIRECTORS®
(Names and Titlas)

President Secretary

Treasurer

The ungersigned being duly sworn, state that they are tne above described
officers of said insurer, and that as of the last day of the flsgal/calendar
year just ended, all of the herelin described assats were the atbsclute property
of sald lnsurer, free and clear from any liens or claims thereocn, excest as
hereim stated, and that tnis financlial statement, together with schedules and
explanations tharein contained, annexed or referred interrogatories nerstc are
a full and true statement of aLl the asssts and liabilities and of the
conaition and affairs of said insurar as of the last day of the
fiscal/calendar year just ended, and of its income and decuctions therefrom
for the year ended on that date, according to the baest of their Information,
knowledge and beliaf, respectively,

Subscribed and sworn to before

me this day of Prasident
1991 Secretary
Treasursr

*~lease place an asterisk besice any directors added within the previcus
twalve months.



) 2CI-FORM 8 (Rev, 35/91)
jtandarzs Financlal Report

(Name ¢7 company )

Uniked States Troush Account IAfomacticn

-

yame and acgoress of United Statses comtacth:

2. Nama ang azgress 2f United States Trust Account Trustae:

3. U,S, Trust Aczognt-Terms and conditions of enforceapility as
scacifleg Iin tne NAIC Stancard Trust Agreemant:

Terms and Canditlons of anfcrseaplility

{(5) Cpen Sndad witn 5-yr,

(1}  Judgment Cbtaired
cancellatign clayse

—

I
|
_ (2)  Judgment Final ! __ (8) Exsiration Data:
|
__ (3} Judgment Filec with | (7} Vvia_Lasation of trust:
| $
__ (4)  Expiration cf 30 days |
Major Lines of Coverage:
Section 3
Sunmary of flnancial Data CJrreant Year Jrior Year
Total Assets tvesrremanacasssesd
Total Liabilities PRSI -

Total Capitll ang S.Irplus Fundﬂ---—-r--s
Cash and Invested AS§etS——macacce—aca}
Policynolder Reservege~cmvacancnaanaaa$
Grass wWritsen F‘ruhiumi---------_--....-;

—l=



Assats

1. 30MdS, e=-—eea- e bt $
2. Siccks, SNaAIsSeescsacaw——o———- -~
3. Rgal £873152 emsmcamavamcase————a
4, Afflliato8enncavsavcasaanacnaa -
5, INSULance CeCtSemacansaccsasaaa
§, Casn, Depgsltis-m-ancaccecnca- -
7. other d3setg=———umeee- “memweea -
8, Total A558t5aceer—ccanr—ceswan=

Liabilities
9. Tachnical RBSAIVeSacacsasancaan
10, Laoss Rasarvas {Unpaid L3ss2g)--
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