STATE OF CALIFORNIA CHUCK QUACKENBUSH, /nsurance Commissioner

DEPARTMENT OF INSURANCE

45 Fremont Street, 23rd Floor
SAN FRANCISCO, CA 94105

Dennis C. Ward
Tel: {415) 538-4367

September 25, 1998

Mr. Theodore M. Pierce
Executive Director

The Surplus Line Association of California
388 Market Street, 11th Floor
San Francisco, CA 94111

Dear Mr. Pierce:

The Department of Insurance has received approval from the Office
of Administrative Law to amend the record keeping regulations for
insurance producers. A copy of the amended regulation, which
takes effect on September 28, 1998, is attached. Your assistance
in distributing the amended regulation to your members would be
appreciated.

Some of the important changes are summarized below:

* This regulation sets forth the records relating to insurance
transactions that agents, brokers, and, now, surplus line brokers
must maintain and make available for the commissioner’s
inspection.

* Specific records relating to surplus line transactions are now
among the required records that must be maintained pursuant to
the Regulation. Specifically, the SL-1 (Report of Placement),
SL-2 ( Diligent Search Report), and D-1 (Disclosure Statement)
for each transaction must be maintained for 5 years from the
expiration/cancellation date of the policy.

* The surplus line broker who signs the SL-1 must file a copy—
with the SLA and retain the original in his/her records.

* The agent, broker, or surplus line broker who signs the SL-2
must maintain the original; and, send copies to all other agents,
brokers, or surplus line brokers involved in the transaction.
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* The agent, broker, or surplus line broker who receives the
originally signed D-1 from the insured must maintain the original
and send copies of the D-1 to all other agents, brokers, or
surplus line brokers involved in the transaction.

* The term “copy” as used in the regulation has been expanded to
include any reproduction which provides a reasonably clear image
of the required record including, for example, an electronically
transmitted digital reproduction. This provision will permit the
licensee to generate and maintain certain electronic original
documents, such as the SL-1, which are then filed electronically
with the SLA.

* The agent, broker, or surplus line broker who receives a copy
of the SL-2 or D-1 must maintain the copy in his/her records for
a period of 5 years.

* Bank records, such as account statements, cancelled checks,
etc., must be maintained for every account into which premiums
are deposited irrespective of whether or not the account is
maintained as a trust account.

Thank you for your assistance.

Very truly yours,

ey e’
Dennis C. Ward, Chief
Enforcement Division



CALIFORNIA CODE OF REGULATIONS, TITLE 10, AMENDED SECTIONS

2190, 2190.05, 2190.1, 2190.2, 2190.3, 2190.4, 2190.5, 2190.6, 21190.7, 2190.8 in Article 7
Production Agency Records and 2509.14 in Article 9.5 Workers' Compensation Insurance
Deposits. These sections have been amended. The portions in strikeout indicate the parts
that have been eliminated and the underlined portions indicate the parts that have been
added. These amendments become effective September 28, 1998.

Article 7 Production Agency Records
Section 2190 Authority

These regulations are promulgated pursuant to the authority granted the Commissioner
under the provisions of Sections 1727,1763 and 1768, of the Insurance Code. They apply to
every agent or broker or surplus line broker or special lines’ surplus lines broker licensed by the

: 7 a
Section 2190.05 Definitions »
(2)The term "agent" as used in these regulations, means persen-suthorized-by-and-on
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2190.1 General

(a)All record-keeping systems, whether manual or mechanical, must provide an audit trail
so that details underlying the summary data, such as invoices, checks, and statements, may be
identified and made available on request. All such systems must provide the means to trace any
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transaction back to its original source or forward to final entry, such as is accomplished by a
conventional double-entry bookkeeping system. When automatic data processing systems are
used, a description of the system must be available for review by the Department. '

This description must contain statements and illustrations sufficiently detailed to indicate
the application or process being performed, the procedures employed in each application or
process, (such as flow charts, block diagrams or other satisfactory descriptions of input or output
procedures) and the controls used to insure accurate an reliable processing.

(b)All record-keeping systems, including automatic data processing systems and
computer output microfilms, must be designed and programmed to produce the required
information in an intelligible form. Identification of coding systems shall be readily available
whenever they are used to record and maintain any of the information required under Sections,
2190.2, 2190.3 and 2190.4

Section 2190.2 Required Records

Wherever applicable, the following records shall be maintained by every agent or broker
or surplus lines broker or special lines” surplus lines brokeriwith respect to each and every
insurance transaction_for at least fijve years afte ancellation date he poli

(a)Name of insured,

(b)Name of insurer,

(c)Policy number,

(d)Effective date, termination date and mid-term cancellation date of coverage,

(e)Amount of gross premium,

(HAmount of net premium,

(g)Amount of commission and basis on which computed,

(h)Names of persons who receive, or are promised, any commissions or other valuable
consideration related to the transaction.

(i)Amount of premium received including itemization of any partial payments or
additional premium, : :

(j)Date premium received by agent or broker,

(k)Date deposited in trastee bank account or bank depository i
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(m)Date premium paid by agent or broker to the person entitled thereto and identification
of the means of transmittal, -

(n)Amount of net and gross return premium,

(0)Date Return premium is received from insurer by agent or broker which may be the
date the credit is taken from the insurer or the date the check or draft is received, and

(p)Date gross return premium is remitted to person entitled thereto by agent or broker and
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k)

identification of means of transmittal.

Section 2190.3 Records by File :

(a)Wherever applicable, the following records shall be maintained by every agent and
broker and surplus lines broker and special lines’ surplus lines broker in a file pertaining to a
particular insured for a period of eighteen months after the transa tion describex e

(a1)Identity of each person who transacted the insurance, renewals and any change in
coverage,

(®2)Records of all binders, whether written or oral, showing the names of insured and
insurer, nature of coverage effective and termination dates and premium for binder or policy to
be issued,

(¢3)Copy of application or memorandum of request for insurance, and

(é4)Correspondence received, copies of correspondence sent, memoranda, notes of
conversation, or any other record necessary to describe the transaction.

(b)The following records © plus line transactions shall be mai

Section 2190.4 Direct Billing : _

(a)With respect to any business transacted on a direct billing basis, the following records
may be maintained in lieu of the records required by Section 2190.2: '

(21)A policy record card or sheet or declaration page,

(2)Copies of premium payment receipts or other memoranda thereof for premiums
collected when collected by the agent or broker,
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(e3)Records of premium payments made by the agent or broker,
(d4)Copies of memoranda of any additional or return premium received by the agent or
broker, '

(e5)Monthly or other periodic statements from the insurer showing premium receipts on
the agent's or broker's business, and

(£6)Copy of any cancellation notice, or letter of cancellation notice, or letter of
cancellation for cause.

Section 2190.5 Bank Records
(2)The following bank records shall be maintained at all times:
(21)Periodic statements of account supplied by the bank for all
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(b2)Records of all deposits made into such trustee
accounts or depositories into whi i i intai
1733 of the I Code. ] - e -
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(¢3)Canceled checks drawn on, or records of withdrawal of funds from, such
trusteeaccounts or depositories jnto whi i : fotal :
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Section 2190.6 Interest Bearing Accounts

Whenever a principal has authorized an agent or broker, - or surplus lines broker or special
lines® surplus lines brokerjto maintain funds received in a fiduciary capacity, as definedin
Sections 1733 and 1734 of the Insurance Code, in an interest bearing account and to retain
interest earned (ie., savings account or certificate of deposit), such authorization shall be in
writing and the original thereof shall at all times be maintained as part of the pertinent records of
the agent or broker and shall be readily available on request, for so long as fiduciary funds are so

maintained for such insurer.
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2190.7 Places Where Records Kept
(aYAll records described in Sections 2190.2, 2190.4, 2190.5 and 2190.6 shall be kept in
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the principal office in the State of the resident agent or broker or surplus lines broker or special
lines’ surplus lines brokeriexcept where otherwise specifically authorized by the commissioner.

(b)All records described by Section 2190.3 shall be maintained at the office servicing the
insured.

(¢)An agent operating under an exclusive contract with an insurer, including one insurer
and its subsidiaries or affiliates, shall, upon termination of the appointment, be required to
maintain only such records as such contract authorizes him to retain, provided that the insurer
shall bear the responsibility of maintaining within this State all other records which would have
otherwise been required to be maintained by the agent, subject to the time limitations set forth in

(d)All records shall be maintained in an orderly manner so that the information therein is
readily available and shall be open to inspection or examination of the commissioner atall times
and the commissioner may at any time require such licensee to furnish him any information
maintained or required to be maintained. /

(¢)One year after cancellation or expiration of a policy, records pertaining thereto may be
stored off premises so long as they are retrievable within two business days.

(f)An agent or broker may maintain the records, which are otherwise required by this
article to be kept at the principal office, at a secondary office upon obtaining specific written
authorization from the Insurance Commissioner, which authorization may impose any conditions
or restrictions which the Insurance Commissioner deems to be necessary and proper.

: Authority cited: Sectiorn 7. 1763 and 1768, California Insurance Code, Rei¢

Article 9.5 Workers' Compensation Insurance Deposits
Section 2509.14 Election of Depository

(2)Any workers' compensation insurer electing to deposit securities in the California
office of a duly licensed bank, savings and loan association or trust company shall do so subject
to the approval of the Commissioner. The selected Depository shall have deposits of no less than
seven hundred fifty million dollars ($750,000,000). If such election is made, no more than
one(1) office of any bank, savings and loan association or trust company shall be selected as the
holder of the required deposit. The holder is defined herein as the center of control and
reporting. All records pertaining to the deposit shall be maintained in the selected holder-office.
The deposited assets shall be maintained in this State.



(b)Where a depository is used, the outside depository trust company shall be approved in
advance for such purpose by the Commissioner. In such a case, book-entry accounting is
acceptable for the deposit. The Federal Reserve book-entry program for deposit of federal
securities may be issued through the Depository itself because jtis 1) a member bank in the
Federal Reserve System located in California or 2) a depository institution which has its own
direct account at the Federal Reserve System located in California, whether or not the definitive
certificates are available upon express request. The member-bank-as Depository shall monitor
the transactions and maintain the book-entry securities. It shall expressly undertake the same
responsibilities, obligations, duties and reporting requirements for these securities as for all other
deposited securities.

(c)Subject to the bank, savings and loan association or trust company's right to terminate
the agreement pursuant to which a deposit is held, no insurer may change its election more
frequently than once in any twelve (12) month period. Any change in Depository shall be subject
to the prior approval of the Commissioner. Notwithstanding the foregoing, an insurer may elect
to file a worker’s compensation bond or a letter of credit with the Commissioner, or make a
securities deposit with the State Treasurer.

NOTE:Authority cited: Section 11715, Insurance Code. Reference: Section 11715, Insurance
Code.



