STALTE TF CALIFORMIA CHUCK DJACKENBLUGH, Insurasre Comwnigine:

DEFARTMENT GF INSURANCE

% Frampeai SLbeer, 23d Flaor
VAN FRANCISCD, O 94105

Danns ©. ward
Tel; (415] 53B-2367

Cepterber z&, 15%8

M, Thecdcre M, Pierce

Execubkive Jirector

Toe Surplus Line Association of Califernia
388 Market Streec, 11th Floor

Ban Franciscec, CR 34111

Dear ¥r, C1etrce:

The Cepartiment of Znsurance has received aporcval from the Qffice
of Admin:strative Law to amend the record kecping regulaticns for
insurance groducers. A copy of the amended regulaticn, which
tares effect con Sentemcer 28, 19898, is attached. Your assistance
in distributing the amended regulaticn Lo your mambe-s would be
appreciated.

some of the important cnanges are summarized below:

* This r*esgulaticn seve forth the recerds relating to insurance
trensactions thaz zgents, brokers, and, now, surplus line BProKers
rMust main<ain amd wake avsilable far the commisszloncr’s
ruEmpEstisn,

* Specific records relating to surplus line transactions are now
emcng the reguired records that Tist be malntained pursuant to
—rc Begulstion. Specifically, the 5L-1 [Report of flacement.,
5L-2 { Diligen:t Search Report), ani D-1 {Lisclosure Etatement]
for egch transaction mush be maintained for & yesrs from the
cxpirsticnf/cancellation date of the colicy .

* The szurplus line kroker wno signs the =l-1 must fiie a copy
with tne SIE and retain *he original in kisfher recarcs.

* The agen=, broker, @r suroplus tine brokecr who signs the SL-s
Tust maintain the originels; and, send copies to al. other agents,
Lrokers, or surplus line brokezs invelved in the transaction.
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- Tne agent, broker, cr surplues line Grokes who recaives the
sriginally zigned D-. from the ngured must maintain Lhe nriginal
and send copies of the D-1 to all ciher agentis, brokers, or
surclus Line krokerss invelwed in The transacTicn.

+ The term “copy” as used in the regulaticn has heen cxzanded r:z
include any reprofuectics which provides a reasonshly clear imacge

sf tre rzguired record :noluding, for gXanp.e, an clectronically
transmitied digital reproduction. Thils provision will pesmat Lhe
Ticenzes Lo ogenerale and maintazin certain glestrocnic sriginal

docuTenls, suchn 28 the SL-1, which Are Then filed clecoronically

Wiz~ the ZLA.

+ Tse acent, broker, or surblis line SXoRers Wil FOCOR1VALS B DOopY
of the 5L-7 or -1 must maizrain the copy in nisfher records fos
a verind of O years.

* Sank recoris, sUch oas asoount statemnents, Cancel-oed checks,
ebr., Tust be meintaipes for every account Into whioh Oreniums
zre deposized irrezpeccive of whethor or not the scoount 1S
Tdinte:nes as a trust =CnoUnt,

Thank you Zor your aszistance.

Very Tru.y Yours,

._Jzzla?mr~+¢ iﬁ_ﬂ{,gLprfF
Jannis ©. Ward, Chief
Enfornemcnt Mivisicn



CALIFORNLA CODE OF REGULATIONS, TITLE 10, AMENDED SECTIORS

2150, 219005, 2190.1, 2190.2, 2190.3, 2190.4, 2190.5, 2190.6, 11190.7, 2190.8 in Article 7
Production Agency Records and 2509.14 in Article 9.5 Workers’ Com pensaticon Insurance
Deposits. These sections bave been amended. The portions in strikecut indicate 1be paris
that have been sliminated and ihe underlined portions indicate the parts that have heen
added. These amendments become effective September 28, 1998,

Article 7 Production Agency Records
Section 2190 Awhonty
These repulabions ate promulgated pursuant to the authorty granted the Commissioner

under the provisions of Sections 1727,1763 and 1763, of the Insurance Code, They apply to
every agent or braker oF surplus Yine broker o special lines' surplus lines broker licensed by the
Cormemissioner. 3 1 cpectal lines” | ]

AELT t
Note; Autharity eited; Sectiong 1727,_1763 and ¥ Y68, California Insurance Code.

- j 717 T ' L ;

Section 219005 Definitions
(23 The tepm "agent” as used in these regulations, means 2 personaathonzed-by-nd-on
: : " o] y ;
{b1The term “broker™ means srperson-whe—for-compensatonand-an- bkt ot anether
. - - - | ] ]. :I_| L] E 1 I 1 ] ]F F o -
: ]Ij ] H:E ::|11 EE]IEEd ]u th:ﬁﬂ IEE]]tﬂt]Eﬂﬁ [I1eans gny [m[shl;li;”l” L WE|'|C|iﬂ
reaspnabby clear image of the form, repart or statement is provided. ineludine the image ofthe

W

{d)The term "secondary office” means an office of a resident agent or broker of surplus
tines broker or speeiad lines® surplys lines brokerjother than the prinvipal office,
I L:MMWiS'lli:iil'iil' i Divisi Part ;

21501 General
(a)Ali record-keeping systems, whether manual or mechanical, must provide an audit trait

so that details underlying (he swmmary date, such as invoices, checks, and stalements, may be
identificd and made available oo request. All such systems must provide the means to frace any
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eransaction back o its origina source or forward to final entry, such as is accomplished by a
conventional double-snty bookkesping system. When automatic data processing sysiems are
used, a description of the system must be available for review by the Department.

This description must comtain statements and (llustrations sufficiently detailed to wndicate
the application or process being performed, the procedures crmployed in each application or
process, (such as flow charts, block diagrams or other satisfaciory descriptions of input or outpul
procedures) and the controls used to insure accurate an reliable ProCessing.

(b1AN record-kecping systems, including autamatic data processing systems and
computer output microfilms, must be designed and pro prammed 1o produce the required
information in an intelligible form. Identification of coding systems shall be readily availahle
whenever they are used to record and maintain any of the informalion required under Sectons,
2190.2, 2190.3 and 2190.4
NOTE: Awhariry cited; Sections 1727, 1763 and 1768, California [osurance Code
Relesence: Seclions 1727, 1763 and | 768, California Insurance Code,

Sertion 2190.2 Required BEecords
wherever applicable, ke following records shall be maintained by every agent or broker

or surplus lpes broker of special lines” surplus Hnes brokertwith respect to sach and every
insurance transaction_for at Ve e it i 1
(a¥ame of insurcd,
(b)Name of Insurer,
{¢iPolicy number,
(d}Effective date, lermination date and mid-term cancellation date of coversge,
feyamount of gross premium,
{iparmount of net premium,
{ghAmount of commission and basis on which computed,
(hyNames of persons who receive, or are promdsed, any sommissions or other valuahle
consideration related 1o the transaction. _
{i)Amount of premium reccived ncluding itemization of any partial payments or
additicnal premivm,
{j)Datc preminm received by agent or broker,
(k)Date deposited in trestes bank account o1 bank depository into which premiums are

(Iy¥ame and address of bank and mumber of trustes account in which premium 1%

deposited; I

(m)Date premium paid by agent or broker to the person entitled thereto and identification
of the means of transmittal,

{niAmount of pet and gross reflim premiurm,

{c)Date Return premium j¢ received from insurer by agent or broker which may be the
date the credit 15 taken from (he insurer or the date the check or draft is received, and

(piDate gross return premium is remifted to person cotitied thereto by agenl or braker and
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identification of means ¢f transmitial.

. . - e
Sections 1727, 1733, 1734, 1763 and 1768, California Insurance {ode.

Section 21983 Records by File
{ZlWherever applicable, the follewing recards shall be maintained by every agent aod
broker ' : jal lines” ' in g file periaining o &
particular insured i ]

{#]1)3dentity of each person wha rransacted the insurance, rencwals and any change in
COVETARE,
(b2 R ecords of 4l binders, whether writien or oral, showing the names of insured and
insuret, nature of coverage effective and termination dates and premium for binder or palicy ta
be jssued,

{¢3)Copy of application or memorandLm of request for insurance, end

{#41Comespondence reccived, copies of correspandence sent, memaoranda, notes af
conversation, or any other record neeessary 10 describe the trapsaction.

w a

Section 2150.4 Direct Billing
{@1With respect to any business transacted on a direet billing basis, the following records

may be maintziped in liew of the records tequired by Section 2190.2;

(a1} palicy resord card or sheet or declapation page,

(B2)Copies of premium payment receipls of other memeoranda thercof for premiims
colletted when collected by the apent or broker,
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(e3iRecords of premivm payrents made by the agent or broker,

{¢3)Copics of memaoranda of any additional ot retum premiam received by the agent of
broker,

(e3Menthly or other periodi¢ statements from the insurer showing premium feceipls on
the agent's or broker's business, and

{(#6)Copy of any cancellation notice, or letter of cancellation notice, or lelter of
cancsltation for cause.

t] 4 J

maintained for st least five years after expiration or cancelation date of the policy,
MOTE: Authority cited: Sections 1727, 1763 and 1768, Califomia Insurance Cods, Eoference:
Sectipns 1727, 1763 and 1762, Califormia Insurance Code,

Section 21905 Bank Records
{a)The fallowing bank records shall be maintained at all times;
{8l Perindic statements of account suppiied by the hank for all trestes accounts or

depositones MWMMW%W

(b2¥Records of all deposits made into such trostes
accounts or depositones into which preiniucs are deposited or maintainsd in acrosd with Section
1793 of the | ol | e — htaed
Section 1734 of the Insurgpee Code,

(#3)Canceled checks drawn on, of records of withdrawal of funds from, such
yrastesaccnunts or depositories into which prominms are deposited of maintained i accord with

. ; .
pursuant to Section 1734 of the Insurance Code,
Iothine i thi e intended to 4l ] i ] o

Section 2190.6 Interest Bearing Accounts
Whenever a principal has authorized an agent or hroker gr suplus lines broker or special

lines’ surpius Bines brokerite maintun funds received 1o a Aduciary capacity, as defined m
Sections 1733 and 1734 of the Insurance Code, in an interest bearing accownt and Lo retain
interest eamed (ie,, savings account or certificate of deposit), suech authorization shall be in
writing and the orginal thereof shatl at all times be maintained as part of the pertinent records of
the agent or broker and shal] be readily available on request, for so long as Aduciary funds are 50
maintained for such msurer-

Cection 1733 and 1734, Califorgia o

21907 Placez Where Records Kept
(a3Al records deseribed in Sections 2190.2, 21 00,4, 2190.5 and 2190.6 shai] be kept In
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the principal office in the State of the resident agent oc broker or surplus lines broker of specia)
lipes' surplus lines broker sxcept where otherwise specifically authonzed by the COMUTLISS10NE-

(b)Al records deseribed by Scction 2190.3 shall be maintaned at the office servicing the
mmenred,

(c)An agent operating under an ¢xclusive contract with an ingurer, including ene msuret
and its subsidiarics or affiliates, shall, upon termination of the appointment, be required to
maintain ooly such records as such sontract authorizes him to retain, provided that the insurer
shall bear the respensibility of maintaining within this State all other records which would have
atherwise been required to be maintained by the agent, subject ta the time limications set Ferth In
2106-5=2190.2, 71903 and 2190.4.

{€)Al] records shall be maintained in an ordetly manper so that the nformation {hetein 15
readily available and shall be vpen to inspsction of examination of the commissioner at all times
and the commmissioner may &l any time require such licensee to furnish him any information
maintained or required to be maintained,

(eY0me year after cancellation or expication of a policy, records petiaining ihereto may be
stored off premises so long as they are tetrievable within bvo business days.

(fjAn agenl or broker may maintaio the records, which are piberwise required by (s
article 1 be kept at the principal office, at a secondary office upon obtaining specific wntlen
autharization from the Insurznce Commissicner, which authorization may impose any eondilions
ot restrictions which the Insurance Cotnmissioner deems io be necessary and proper.

ity cited: ' 723, 1763 7 ] ]

Article 9.5 Warkers' Compensation Insurance Deposits
Section 250914 Election of Dieposilory

{(2)Any werkers' compensation insurer electing to deposit securities in the Califorma
affice of a duly licensed bank, savings and loan asgoctation or trust company shall do 5o subject
tn the approval of the Commyssioner, The stlected Depasitory shall have deposits of no less than
seven hundred fifty million dallars (S750,000,000). If such election is made, no more than
one{ 1) office of any bank, savings and loan association of trust company shal] be selecied as the
tatder of the required deposit. The holder is defined herein as the center of control and
teporting, Alf records pertaining to the deposit shall be maintained in (he selected holder-office.
The deposited assets shall be maintained in this State.



Al

(h}¥here a depository is used, the outside depository trust company shail 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 deposil of federal
secunities may be issucd through the Deposilory iigelf boeanse it s 11 4 member bank in the
Federal Reserve Sysiem located in California pr 23 a depositery institution which has its own
direct account at the Federal Reserve System lecated in Califarnia, whether or not the definitive

certificales are available upon express request.  The member-bandea Depositary shaill monitar
the transactioos and maintain the book-eniry secunitics. It shall expressly undertake the same
respansibilities, oblipations, dutics and repocting requirements far these sec urities as for afl other
deposited secunties.

{c)Subjcct ta the bank, savings and 10an association or tust COMpPETTY's right to terminate
the agreemenl pursuant to which a depesit is held, no insurer may change its ehertion mare
frequeniby than once in any twelve (12} month period. Any change in Depo iy shall be subject
to the prior approval of the Commissioner. Notwithstanding the forcgoing, an insurer may elect
to file a worker's compensalion bond ar a tetier of credit with the Commissioner, or make a
secunties deposit with the State Treasurer.

NOTE: Authority cited; Seetion 11715, Insurance Code. Reference: Sectian 11715, Insorance

Coade.



