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Presentation Overview 

●  AB 315:  California’s NRRA Implementing Legislation 

●  Principal Place of Business Defined 

●  Broker Responsibility 

●  Premium Tax 

●  Insurer Eligibility 

●  LASLI 

●  Exempt Commercial Purchaser/Commercial Insured Exemption 

●  Reporting and Record Maintenance Requirements 

●  “Business Done” Defined 

●  Transition Rules 
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AB 315:  California’s NRRA Implementing Legislation  

●  California introduced its NRRA implementing legislation (“AB 315”), on 
February 9, 2011. 

●  AB 315 was signed into law by the Governor on July 15, 2011. 

●  AB 315 amends certain sections of the California insurance and tax laws 
related to surplus line insurance: 
–  Incorporates the NRRA’s “home state” authority; 

–  Taxes on the entire premium charged on all nonadmitted insurance when 
California is the home state of the insured; 

–  Incorporates the NRRA’s “exempt commercial purchaser” concept; 

–  Incorporates insurer eligibility standards based on the NRRA; and 

–  Establishes a voluntary list of nonadmitted insurers meeting certain financial 
requirements. 

●  AB 315 does not authorize the commissioner to enter into a tax sharing 
agreement or compact. 
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Principal Place of Business Defined 

●  Determining the home state of the insured is imperative prior to making any 
placements with a nonadmitted insurer. 

●  Compliance with surplus line broker licensing, placement, insurer eligibility, and 
premium tax law will depend on the specific requirements of the home state of the 
insured. 

●  While the NRRA provides that “home state” is where an insured maintains its principal 
place of business or residence, the terms “principal place of business” and “principal 
residence” are not defined by the federal law. 
–  A recent supreme court decision interpreted the term “principal place of business” to mean 

the headquarters or the “nerve center”, where high-level officers direct, control, and 
coordinate the business activities for purposes of diversity jurisdiction. 

●  AB 315 includes a definition of “principal place of business” that was developed by the 
NAIC, but not adopted by most states. 
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Principal Place of Business Defined 

●  AB 315 defines the “principal place of business” as: 
–  The state where the insured maintains its headquarters and where the insured’s high-level 

officers direct, control, and coordinate the business activities; or 

–  If the insured’s high-level officers direct, control, and coordinate the business activities in 
more than one state, the state in which the greatest percentage of the insured’s taxable 
premium for that insurance contract is allocated; or 

–  If the insured maintains its headquarters or the insured’s high-level officers direct, control, 
and coordinate the business activities outside any state, the state to which the greatest 
percentage of the insured’s taxable premium for that insurance contract is allocated.  CIC § 
1760.1(e). 
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Broker Responsibility 

●  Effective last Thursday (July 21, 2011), surplus lines brokers must comply with the laws 
and regulations of the home state of the insured.   

●  As such, when placing surplus line insurance, brokers should ask the following questions 
to determine with which state law they must comply: 
–  Is the placement on a single state risk or a multi-state risk? 

♦  If the exposure is in only one state, the laws and regulations of that state apply. 

–  If the exposure is in more than one state, is the insured a business entity or an individual? 
♦  Business entity: Home State is where the insured maintains its principal place of business. 

♦  Individual:  Home State is where the insured maintains his or her principal residence. 

–  Is 100% of the exposure located out of the state where the insured maintains its principal place of 
business or his or her principal residence? 
♦  Home State is the state to which the greatest percentage of the insured’s taxable premium is allocated for 

that insurance contract. 

–  With respect to group policies, is more than one insured from an affiliated group named as 
insured on a single insurance contract? 
♦  Home State is the state where the member of the affiliate group that has the largest percentage of premium 

attributed to it under such insurance contract maintains its principal place of business or principal residence. 
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Broker Responsibility: Hypothetical A 

Facts   

Amy has a home in State X, where she lives from January through March.  She lives in State Y the 
rest of the year where she maintains her principal residence.  She wants to purchase homeowners 
insurance for the home in State X. 

Question 

Which state laws and regulations apply for the purposes of this placement? 

Answer 

State X 

Explanation 

Although Amy’s principal residence is in State Y, because 100% of the risk is located in State X, for 
purposes of this placement, Amy’s Home State is State X.  The surplus line broker placing the 
insurance must be licensed under the laws and regulations of State X and make placements 
according to the same, including ensuring that the nonadmitted insurer is licensed in the state of its 
domicile and meets the greater of either (1) State X’s minimum capital and surplus requirement, or 
(2) $15,000,000. 

Under the NRRA, the broker would be required to pay the premium taxes only as required by State 
X. 
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Broker Responsibility: Hypothetical B 

Facts   

Corporation B has employees in State X and State Y.  It wants to procure professional liability 
insurance for those employees.  Seventy percent (70%) of the taxable premium for the insurance 
contract will be allocated to State X and the rest (30%) will be allocated to State Y.  While 
Corporation B maintains offices in State X and State Y, its principal place of business is located in 
State Z. 

Question 

Which state laws and regulations apply for the purposes of this placement? 

Answer 

State X 

Explanation   

Although Corporation B maintains its principal place of business in State Z, because no premium is 
allocated to State Z, and State X has the greater percentage (70%) of the taxable premium allocated 
for the insurance contract allocated to it than State Y, State X will be considered the home state of 
Corporation B.  The surplus line broker placing the insurance must be licensed under the laws and 
regulations of State X and make placements according to the same, including ensuring that the 
nonadmitted insurer is licensed in the state of its domicile and meets the greater of either (1) State 
X’s minimum capital and surplus requirement, or (2) $15,000,000. 

Under the NRRA, the broker would be required to pay the premium taxes only as required by State 
X. 
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Broker Responsibility: Hypothetical C  

Facts   

Corporation C has offices in State X, State Y, and State Z.  It needs D&O liability insurance in all three 
states.  Fifty percent (50%) of the taxable premium for the insurance contract will be allocated to State 
X, forty five percent (45%) will be allocated to State Y, and only five percent (5%) will be allocated to 
State Z.  Corporation C maintains its principal place of business in State Z. 

Question 

Which state laws and regulations apply for the purposes of this placement? 

Answer 

State Z 

Explanation   

Although State Z has only 5% of the taxable premium allocated to it, because the insured maintains 
its principal place of business in the state, State Z will be considered the home state of Corporation C.  
The surplus line broker placing the insurance must be licensed under the laws and regulations of 
State Z and make placements according to the same, including ensuring that the nonadmitted insurer 
is licensed in the state of its domicile and meets the greater of either (1) State Z’s minimum capital 
and surplus requirement, or (2) $15,000,000. 

Under the NRRA, the broker would be required to pay the premium taxes only as required by State Z. 
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Premium Tax  

●  When California is the home state of the insured, only California may require a 
payment of premium tax. 

●  Effective July 21, 2011, surplus lines brokers are required to make premium tax 
payments on the entire premium charged, regardless of the amount allocated to 
California, when California is the home state of the insured.  CIC § 1775.5. 
–  Applies to all surplus line insurance policies placed on or after July 21, 2011 or with an 

effective date on or after July 21, 2011. 

–  Would include the portion of the premium attributed to non-U.S. risks. 

●  AB 315 does not authorize the commissioner to enter into a tax sharing agreement 
or compact. 
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Insurer Eligibility 

●  When California is the home state of the insured, brokers must ensure that the nonadmitted 
insurer with whom the broker is making the placement, is eligible under the new eligibility 
standard: 
–  In the case of a foreign insurer:  (1) licensed in the state of domicile; and (2) minimum capital and surplus 

totaling at least $45,000,000. 

–  In the case of an alien insurer: listed on the NAIC IID list. 

●  The CDI will not recognize that a nonadmitted insurer is eligible unless and until the nonadmitted 
insurer or the surplus line broker has submitted for filing the following: 
–  A certificate of capital and surplus issued by the insurer’s domiciliary jurisdiction; 

–  A certified copy of the insurer’s license issued by its domiciliary jurisdiction, plus a certification of good 
standing, certificate of compliance, or other equivalent certificate; 

–  Information on the insurer’s California agent for service of process; 

–  The complete address and phone number of the insurer’s principal place of business; 

–  If applicable, notice that the insurer is currently known to be the subject of any conservation, liquidation, or 
other receivership order or proceeding; or revocation or suspension of a license;  

–  A list of all California surplus line brokers authorized to issue policies on the insurer’s behalf; and 

–  Any additional information required by the Commissioner that pertains to the insurer eligibility requirements 
of section 1765.1 or the NAIC review of the insurer.  CIC § 1765.1. 
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LASLI: List of “Approved” Surplus Line Insurers 

●  Nonadmitted insurers who meet certain requirements in addition to the minimum 
eligibility requirements of section 1765.1 may be listed on the CDI’s List of Approved 
Surplus Line Insurers (“LASLI”).  See CIC § 1765.2. 

●  LASLI is a voluntary list, and insurers are NOT required to meet the additional 
requirements to be eligible to make placements through a surplus line broker. 

●  LASLI requirements are substantially similar to the old LESLI requirements. 

●  Being listed on LASLI does not necessarily provide additional benefits other than the 
assurance that the insurers listed on LASLI have been subject to review and 
“approved” by the CDI. 

●  Brokers are prohibited from placing nonadmitted insurance with insurers not meeting 
the eligibility requirements of section 1765.1. 

●  Brokers are permitted to place nonadmitted insurance with insurers listed on the 
LASLI. 
–  Insurers on LASLI will necessarily have met the minimum eligibility requirements of section 

1765.1. 
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Exempt Commercial Purchaser/Commercial Insured Exemption  

●  Brokers are not required to conduct diligent searches in the admitted market if they are 
placing nonadmitted insurance for exempt commercial purchaser (called “commercial 
insureds” in California) provided: 
–  The broker has disclosed in writing to the commercial insured that surplus insurance may or may 

not be available from the admitted market that may provide greater protection with more 
regulatory oversight; and 

–  The commercial insured has subsequently requested in writing that the broker procure or place 
surplus insurance from a nonadmitted insurer. 

●  Commercial insured is defined per the NRRA’s exempt commercial purchaser. 
–  Employs or retains a qualified risk manager to negotiate insurance coverage; 

–  Has paid aggregate nationwide commercial P&C insurance premiums in excess of $100,000 in 
the prior year; and 

–  Possesses a net worth in excess of $20,000; 

–  Generates annual revenues in excess of $50,000; or  

–  Employs more than 500 full-time employees. 

●  Brokers must ensure that the applicant is a commercial insured. 
–  The broker may reasonably rely on the information provided in good faith by the applicant, 

whether directly or through a producer. 
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Reporting and Record Maintenance Requirements  

●  When California is the home state of the insured, surplus line brokers are: 
–  Required to annually report the following information when remitting premium taxes: 

♦  The total amount of premium; 

♦  The total premium for single state risks where 100 percent of the premium is attributable to 
risks in California; and  

♦  For multi-state risks, the percentage of premium allocated to California and each other state. 

♦  The Commissioner may waive or modify any of the requirements by issuance of a notice to 
be published on the CDI website.  CIC § 1774(a).  

–  Surplus line brokers are required to maintain the following information for each policy: 
♦  Verification that the insured is a California home state insured; 
♦  Verification that the commercial insured (explained in slide 14) or the industrial insured 

qualifies for the applicable exemptions; 

♦  Whether the policy is a single state or multi-state policy; and 
♦  Data as necessary to allocate the premium to the states.  

♦  The Commissioner may waive or modify any of the requirement by issuance of a notice to be 
published on the CDI website.  CIC § 1768.  

●  These requirements apply to the “business done” by the surplus line broker. 
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Transition Rules 

●  Until October 18, 2012, the following transition rules apply to policies with an 
effective date prior to July 21, 2011: 
–  Policies with effective dates between January 1, 2011 and July 20, 2011 that were placed 

prior to July 21, 2011 are considered “business done” as of their effective dates (i.e., they 
are to be taxed under the law in effect on the policy’s effective date). 

–  Any cancellations or endorsements to policies with effective dates prior to July 21, 2011 are 
“business done” on the policy effective date (i.e., any resulting changes to premium will be 
taxed under the law in effect prior to July 21, 2011). 

–  Installment premiums for policies with effective dates prior to July 21, 2011 are “business 
done” as of the most recent invoice that includes premium tax changes issued prior to July 
21, 2011 (i.e., installment premiums will be taxed under the law in effect on the policy 
effective date). 

●  These provisions expire on October 18, 2012 (one year + 90 days after AB 315 
takes effect), and the surplus line law as amended by AB 315 will apply in all 
respects (including taxation) to endorsements, cancellations, and installment 
payments after that date. 


