THE CALIFORNIA CODE OF REGULATIONS
Fair Claims Settlement Practices Regulations
Sections 2695.3. File and Record Documentation.

Summary: Insurers are required to maintain complete and legible files with
respect to insiders’ claims. These files must contain, among other things, hard
copies of all correspondence pertaining to the claim, and records of all pertinent
dates and occurrences with respect to the file. Files, both open and closed, must
be maintained for the current year and the preceding four years.

2695. 3.

(a) Every licensee’s claimfiles shall be subject to
exam nation by the Comm ssioner or by his or her
duly appoi nted desi gnees. These files shall contain
al | docunents, notes and work papers (including
copies of all correspondence) which reasonably
pertain to each claimin such detail that pertinent
events and the dates of the events can be
reconstructed and the |icensee’ s actions pertaining
to the claimcan be determ ned;

(b) To assist in such exam nation all insurers shall:

(1) maintain claimdata that are accessi bl e,
| egible and retrievable for exam nation so that
an insurer shall be able to provide the claim
nunber, line of coverage, date of |oss and date
of paynment of the claim date of acceptance,
denial or date closed w thout paynment; this
data nust be avail able for all open and cl osed
files for the current year and the four
precedi ng years;

(2) record inthe file the date the |icensee
recei ved, date(s) the |licensee processed and
date the licensee transmtted or mailed every
materi al and rel evant docunent in the file; and

(3) maintain hard copy files or maintain claim
files that are accessible, |egible and capabl e
of duplication to hard copy; files shall be
mai nt ai ned for the current year and the
precedi ng four years.

(c) The requirenents of this section shall be satisfied
where the |icensee provides docunmentation evidencing



inability to obtain data, nonexistence of data, or
difficulty in obtaining clear docunentary support
for actions due to catastrophic | osses, or other
unusual circunstances providing the |licensee
establishes to the satisfaction of the Comm ssi oner
that the circunstances alleged by the |icensee do
exi st and have materially affected the |licensee’s
ability to conply with this regulation. Any |icensee
that alleges an inability to conply with this
section shall establish and submt to the

Comm ssioner a plan for file and record
docunentation to be used by such licensee while the
circunstances alleged to preclude conpliance with
this subsection continue to exist.

Sections 2695.4. Representation of Policy
Provisions and Benefits.

Summary: Section 2695.4 requires full disclosure by insurers to claimants of all
of the benefits, coverage, time limits and other policy provisions which may apply
to a first party claim. If you are the named insured on an insurance policy and
assert your rights to recover following a disaster, you are a “first party claimant.”

2695. 4.

(a) Every insurer shall disclose to a first party
cl ai mant or beneficiary, all benefits, coverage,
time limts or other provisions of any insurance
policy issued by that insurer that may apply to the
claimpresented by the claimant. When additional
benefits m ght reasonably be payabl e under an
insured'’ policy upon receipt of additional proofs
of claim the insurer shall imrediately comunicate
this fact to the insured and cooperate with and
assist the insured in determ ning the extent of the
insurer'’ additional liability.

(b) No insurer shall conceal benefits, coverages or
ot her provisions of the bond which may apply to the
cl ai m presented under a surety bond.

(c) No insurer shall deny a claimon the basis of the
claimant’s failure to exhibit property, unless there
is docunentation in the file (1) of demand by the
i nsurer, and unfounded refusal by the claimant, to
exhibit property, or (2) of the breach of any policy



provi sion providing for the exhibition of property.

(d) Except where atinme limt is specified in the
policy, no insurer shall require a first party
cl ai mant under a policy to give notification of a
claimor proof of claimwthin a specified tine.

(e) No insurer shall:

(1) request that a claimnt sign a rel ease that
ext ends beyond the subject matter which gave
rise to the claimpaynent unless, prior to
execution of the release the |egal effect of
the release is disclosed and fully expl ai ned by
the insurer to the claimant in witing. For
pur poses of this subsection, an insurer shal
not be required to provide the above
expl anation or disclosure to a claimant who is
represented by an attorney at the tine the
release is presented for signature;

(2) be precluded fromincluding in any rel ease a
provision requiring the claimant to wai ve the
provisions of California Gvil Code Section
1542, provided that prior to execution of the
rel ease the legal effect of the release is
di scl osed and fully explained by insurer to the
claimant in witing. For purposes of this
subsection, an insurer shall not be required to
provi de the above explanation or disclosure to
a claimant who is represented by an attorney at
the time the release is presented for
si gnat ure.

(f) No insurer shall issue checks or drafts in partial
settlenment of a loss or claimthat contain or are
acconpani ed by | anguage rel easing the insurer, the
insured, or the principal on a surety bond from
total liability unless the policy or bond Iimt has
been paid, or there has been a conprom se settl enent
agreed to by the claimant and the insurer as to
coverage and anount payabl e under the insurance
policy or bond.

Sections 2695.5. Duties upon Receipt of
Communications.

Summary: Your insurer has an obligation, within fifteen (15) days after receipt of
your claim, to acknowledge your claim. Some policies require a written



acknowledgment, while a verbal acknowledgment is acceptable under others.
Check your policy to ascertain whether the notice must be in writing. Only if the
insurance policy or some endorsement thereto requires that it be in writing must
it be so. This notice is separate from a complaint or other legal action that may
be instituted against you for a claim the insurance company makes. An insurer
cannot simply serve a legal action and consider this notice. Unless you have an
attorney who has served a complaint or other legal action on an insurer, the
insurer must also provide necessary claim forms, instructions, and reasonable
assistance.

2695. 5.

(a) Upon receiving any witten or oral inquiry fromthe
Department of |nsurance concerning a claim every
Iicensee shall imrediately, but in no event nore
than twenty-one (21) cal endar days of receipt of
that inquiry, furnish the Departnent of |nsurance
with a conplete witten response based on the facts
as then known by the |licensee. A conplete witten
response addresses all issues raised by the
Department of Insurance in its inquiry and includes
copi es of any docunentation and claimfiles
requested. This section is not intended to permt
delay in responding to inquiries by Departnent
personnel conducting a schedul ed exam nation on the
insurer’s prem ses.

(b) Upon receiving any conmmuni cation froma cl ai mant,
regarding a claim that reasonably suggests that a
response i s expected, every |icensee shal
i mredi ately, but in no event nore than fifteen (15)
cal endar days after receipt of that conmunication,
furnish the claimant with a conpl ete response based
on the facts as then known by the |icensee. This
subsection shall not apply to require communi cation
with a claimant subsequent to receipt by the
licensee of a notice of |egal action by that
cl ai mant.

(c) The designation specified in subsection 2695.2 (c)
shall be in witing, signed and dated by the
claimant, and shall indicate that the designated
person is authorized to handle the claim All
desi gnations shall be transmtted to the insurer and
shall be valid fromthe date of execution until the
claimis settled or the designation is revoked. A
designation may be revoked by a witing transmtted
to the insurer, signed and dated by the clai mant,
indicating that the designation is to be revoked the



effecti ve date of the revocati on.

(d) Upon receiving notice of claim every |licensee or
claims agent shall imediately transmt notice of
claimto the insurer. Failure of the |licensee or
clainms agent to immedi ately transmt notice of claim
to the insurer shall constitute a separate and
distinct violation of California |Insurance Code
Section 790.03 (h) (3) and this subsection, where
the insurer has provided the appointed |icensee or
clainms agent wth witten instructions as to the
proper handling of a notice of claim Transm ssion
of the notice of claimby the |icensee or clains
agent to the insurer in conformty wth the witten
instructions received fromthe insurer shall satisfy
the licensee’s or clains agent’s duty under this
section to pronptly transmt the notice to the
i nsurer.

(e) Upon receiving notice of claim every insurer,
expect as specified in Subsection 2695.5 (e) (4)
bel ow, shall imrediately, but in no event nore than
fifteen (15) cal endar days later, do the follow ng
unl ess the notice of claimreceived is a notice of
| egal action:

(1) acknow edge recei pt of such notice to the
cl ai mant unl ess paynent is nmade within that
period of tine. If the acknow edgnent is not in
witing, a notation of acknow edgnent shall be
made in the insurer’s claimfile and dated.
Fai lure of an insurance agent or clains agent
to pronptly transmt notice of claimto the
insurer shall be inputed to the insurer except
where the subject policy was issued pursuant to
the California Autonobil e Assigned Risk
Pr ogr am

(2) provide to the claimnt necessary form
instructions, and reasonabl e assi stance,
including but not limted to, specifying the
information the clai mant nust provide for proof
of claim

(3) begin any necessary investigation of the
claim

(4) Subsection 2695.5 (e) shall not apply to
clainms arising frompolicies of disability
i nsurance subject to Section 10123.13 of the



| nsurance Code or life insurance subject to
Section 10172.5 of the Insurance Code.

(f) An insurer may not require that the notice of claim
under a policy be provided in witing unless such
requirenent is specified in the insurance policy or
an endor senent thereto.

Sections 2695.6. Training and Certification.

Summary: Your insurer also has an obligation to immediately begin any
necessary investigation of your claim. Your insurer must conduct investigations
using written standards and processes and must employ thoroughly and
adequately trained personnel.

2695. 6.

(a) Every insurer shall adopt and comrunicate to al
its clainms agents witten standards for the pronpt
i nvestigation and processing of clains, and shall do
so within ninety (90) days after the effective date
of the regulations or any revisions thereto.

(b) Al licensees shall provide thorough and adequate
training regarding the regulations to all their
claims agents. Licensees shall certify that their
cl ai ne agents have been trained regarding these
regul ati ons and any revisions thereto. However,

I i censees need not provide such training or
certification to duly licensed attorneys.

A licensee shall denonstrate conpliance with this
subsection by the foll ow ng nethods:

(1) where the licensee is an individual, the
| icensee shall annually certify in witing
under penalty of perjury that he or she has
read an understands the regul ations and any and
all amendnents thereto;

(2) where the licensee is an entity, the annual
witten certification shall be executed, under
penalty of perjury, by a principal of the
entity as foll ows:

(A) that the licensee’ s clains adjusting
manual contains a copy of these
regul ations and all anmendnents thereto;



and,

(B) that clear witten instructions regarding
the procedures to be followed to effect
proper conpliance with this subchapter
were provided to all its clainms agents;

(3) where the licensee retains independent
adj usters, the licensee nust provide training
to the i ndependent adjusters regarding these
regul ations and annually certify, in
decl aration executed under penalty of perjury,
that such training is provided. Alternately,
t he i ndependent adjuster may annually certify
in witing, under penalty of perjury, on an
annual basis, that he or she has read and
under st ands these regul ati ons and al
amendnents thereto or has successfully
conpleted a training sem nar which expl ai ns
t hese regul ati ons;

(4) a copy of the certification required by
subsections 2695.6 (b) (1), (2) or (3) shall be
mai ntained at all times at the principal place
of business of the licensee, to be provided to
t he Comm ssi oner only upon request.

(5) the annual certification required by this
subsection shall be conpleted on or before
Septenber 1 of each cal endar year

Sections 2695.7. Standards for Prompt, Fair and Equitable Settlements.

Summary: Discrimination by insurers against insiders is strictly prohibited.
Claims must be accepted or denied, in whole or in part, on a timely basis.
Denials must be made in writing.

2695. 7.

(a) No insurer shall discrimnate inits clains
settlenment practices based upon the claimant’s race,
gender, incone, religion, |anguage, sexual
orientation, ancestry, national origin, or physical
disability, or upon the territory of the property or
person insured.

(b) Upon receiving proof of claim every insurer,
except as specified in subsection 2695.7 (b) (4)
bel ow, shall imrediately, but in no event nore than



forty (40) cal endar days |l ater, accept or deny the
claim in whole or in part.

(1) Where an insurer denies or rejects a first
party claimin whole or in part, it shall do so
in witing and shall provide to the clainmnt a
statenent listing all bases for such rejection
or denial and the factual and |egal bases for
each reason given for such rejection or denial
which is then within the insurer’s know edge.
Where an insurer’s denial of a first party
claim in whole or in part, is based on a
specific policy provision, condition or
exclusion, the witten denial shall include
reference thereto and provi de an expl anati on of
the application of the provision, condition or
exclusion to the claim Every insurer that
denies or rejects a third party claimin whole
or in part, or disputes liability or damages
shall do so in witing.

(2) Subject to the provisions of subsection 2695.7
(k), nothing contained in subsection 2695.7 (b)
(1) shall require an insurer to disclose any
information that could reasonably be expected
to alert a claimant to the fact that the
subject claimis being investigated as a
suspected fraudul ent claim

(3) Witten notification pursuant to this
subsection shall include a statenent that, if
the clai mant believes the claimhas been
wongfully denied or rejected, he or she may
have the matter reviewed by the California
Departnent of I|nsurance, and shall include the
address and tel ephone nunber of the unit of the
Depart ment which reviews clains practices.

(4) The tinme franme in subsection 2695.7 (b) shal
not apply to clains arising frompolicies of
disability insurance subject to Section
10123. 13 of the Insurance Code, life insurance
subject to Section 10172.5 of the Insurance
Code, or nortgage guaranty insurance subject to
Section 12640.09 (a) of the Insurance Code, and
shal |l not apply to autonobile repair bills
arising frompolicies of autonobile collision
and conprehensi ve insurance subject to Section
560 of the Insurance Code.



(c) (1) If noretime is required than is
allotted in subsection 2695.7 (b) to determ ne
whet her a cl ai mshould be accepted and/ or
denied in whole or in part, then, every insurer
shal|l provide the claimant, within the tine
frame specified in subsection 2696.7 (b), with
witten notice of the need for additional tine.
This witten notice shall specify any
additional information the insurer requires in
order to make a determ nation and state any
continuing reasons for the insurer’s inability
to make a determ nation. Thereafter, the
witten notice shall be provided every thirty
(30) cal endar days until a determnation is
made or notice of legal action is served. If
the determ nation cannot be made until sone
future event occurs, then the insurer shal
conply with this continuing notice requirenent
by advising the claimnt of the situation and
providing an estimte as to when the

determ nati on can be nade.

(2) Subject to the provisions of subsection
2695.7 (k), nothing contained in subsection
2695.7 (c) (1) shall require an insurer to

di scl ose any information that could reasonably
be expected to alert a claimant to the fact
that the claimis being investigated as a
possi bl e suspected fraudul ent claim

(d) No insurer shall persist in seeking
i nformati on not reasonably required for or
material to the resolution of a claimdispute.

(e) No insurer shall delay or deny settlenent
of a first party claimon the basis that
responsibility for paynent should be assuned by
ot hers, except as may ot herw se be provi ded by
policy provisions, statutes or regul ations,

i ncludi ng those pertaining to coordination of
benefits.

(f) Except where a claimhas been settled by
paynment, every insurer shall provide witten
notice of any statute of limtation or other
time period requirenment upon which the insurer
may rely to deny a tinely claim Such notice
shall be given to the claimnt not |ess than
sixty (60) days prior to the expiration date;
except, if notice of claimis first received by



the insurer wwthin that sixty days, then notice
of the expiration date nust be given to the
claimant imrediately. Wth respect to a first
party claimant in a matter involving an

uni nsured notorist, this notice shall be given
at least thirty (30) days prior to the
expiration date; except, if notice of claimis
first received by the insurer within that
thirty days, then notice of the expiration date
must be given to the claimant imediately. This
subsection shall not apply to a clai mant
represented by counsel on the claimmatter.

(g) No insurer shall attenpt to settle a claim
by making a settlenent offer that is
unreasonably | ow. The Comm ssi oner shal

consi der any adm ssi bl e evi dence offered
regarding the followng factors in determ ning
whet her or not a settlenent offer is

unr easonably | ow;

(1) the extent to which the insurer considered
evi dence submtted by the claimnt to support
the value of the claim

(2) the extent to which the insurer considered
evi dence made known to it or reasonably
avai |l abl e;

(3) the extent to which the insurer considered
the advice of its clains adjuster as to the
anount of damages;

(4) the extent to which the insurer considered
the advice of its counsel that there was a
substantial |ikelihood of recovery in excess of
policy limts;

(5) the procedures used by the insurer in
determ ning the dollar anmount of property
damage;

(6) the extent to which the insurer considered
the probable liability of the insured and the
likely jury verdict or other final

determ nation of the matter;

(7) any other credible evidence presented to
t he Conm ssioner that denonstrates that the
final amount offered in settlenent of the claim



by the insurer is below the anount that a
reasonabl e person with know edge of the facts
and circunstances woul d have offered in
settlenment of the claim

(h) Upon acceptance of the claimand, when
necessary, upon receipt of a properly executed
rel ease, every insurer, except as specified in
subsection 2695.7 (h) (1) and (2) bel ow, shal

i mredi ately, but in no event nore than thirty
(30) cal endar days | ater, tender paynent of the
anmount of the claimwhich has been determ ned
and is not disputed by the insurer. In clains
where nultiple coverage is involved, paynents
whi ch are not in dispute and where the payee is
known shall be tendered imediately, but in no
event in nore than thirty (30) cal endar days,

if paynment would term nate the insurer’s known
liability under that individual coverage,

unl ess inpairnent of the insured’ s interests
woul d result. This subsection shall not apply
where the policy provides for a waiting period
after acceptance of claimand before paynent of
benefits.

(1) Subsection 2695.7 (h) shall not apply to
clainms arising frompolicies of disability

i nsurance subject to Section 10123.13 of the

| nsurance Code, of life insurance subject to
section 10172.5 of the Insurance Code, of

nort gage guaranty insurance subject to Section
12640.09 (a) of the Insurance Code, or of fire
i nsurance subject to Section 2057 of the

| nsurance Code, and shall not apply to
autonobile repair bills arising frompolicies
of autonobile collision and conprehensive

i nsurance subject to section 560 of the

| nsurance Code.

(2) Any insurer issuing a title insurance
policy shall either tender paynent pursuant to
subsection 2695.7 (h) or take action to resolve
t he probl em which gave rise to the claim

i mredi ately upon, but in no event nore than
thirty (30) cal endar days after, acceptance of
the claim

(1) No insurer shall informa claimnt that his
or her rights may be inpaired if a formor
release is not conpleted within a specified



time period unless the information is given for
t he purpose of notifying the claimant of any
applicable statute of limtations or policy
provision or the tine limtation within which
clainms are required to be brought against state
or local entities.

(j) No insurer shall request or require an
insured to submt to a pol ygraph exam nati on
unl ess aut horized under the applicable

i nsurance contract and state | aw.

(k) Subject to the provisions of subsection
2695.7 (c), where there is a reasonabl e basi s,
supported by specific informati on avail able for
review by the California Departnent of

| nsurance, for the belief that the clai mant has
submtted or caused to be submtted to an

i nsurer a suspected false or fraudulent claim
s specified in California |Insurance Code
Sections 1871.1 (a) and 1871.4 (a), the nunber
of cal endar days specified in subsection 2695.7
(b) shall be:

(1) increased to eighty (80) cal endar days; or,

(2) suspended until otherw se ordered by the
Comm ssi oner, provided the insurer has conplied
with California Insurance Cody Section 1872.4
and the insurer can denonstrate to the

Comm ssioner that it has made a diligent
attenpt to determ ne whether the subject claim
is false or fraudulent within the eighty day
period specified by subsection 2695.7 (k) (1).

(1) No insurer shall deny a claimbased upon
informati on obtained in a tel ephone
conversation or personal interview w th any
source unl ess the tel ephone conversation or
personal interview is docunented in the claim
file pursuant to the provisions of Section
2695. 3.

(m No insurer shall make a paynent to a

provi der, pursuant to a policy provision to pay
medi cal benefits, and thereafter seek recovery
or set-off fromthe insured on the basis that

t he anmount was excessive and/or the services
where unnecessary, except in the event of a
proven fal se or fraudulent claim subject to



the provisions of Section 10123. 145 of the
California I nsurance Code.

(n) Every insurer requesting a nmedica

exam nation for the purpose of determ ning
[iability under a policy provision to pay

medi cal benefits shall do so only when the
insurer has a good faith belief that such an
exam nation is necessary to enable the insurer
to determ ne the reasonabl eness and/ or
necessity of any nedical treatnent.

(o) No insurer shall require that a cl ai mant
wi thdraw, rescind or refrain fromsubmtting
any conplaint to the California Departnent of
| nsurance regarding the handling of a claimor
any other matter conplained of as a condition
precedent to the settlenent of any claim

Sections 2695.9. Additional Standards Applicable to Fire and
Extended Coverage Type Policies with
Replacement Cost Coverage.

Summary: Insiders who have fire and extended coverage type policies with
replacement cost coverage are entitled not only to repair and replacement of
damaged property, but to repair of any damage incurred in making such repairs
or replacements. When items or parts are replaced, such items or parts should
be of the same quality as those they are replacing.

2695. 9.

(a) Wien a fire and extended coverage insurance policy
provi des for the adjustnment and settlenment of first
party | osses based on repl acenment cost, the
foll ow ng standards apply:

(1) Wien a loss requires repair or replacenent of
an itemor part, any consequential physical danage
incurred in making the repair or replacenent not
ot herwi se excluded by the policy shall be included
in the loss. The insured shall not have to pay for
depreci ati on nor any other cost except for the
appl i cabl e deducti bl e.

(2) When a loss requires replacenent of itenms and



the replaced itens do not match in quality, color
or size, the insurer shall replace all itens in

t he danmaged area so as to conformto a reasonably
uni f or m appear ance.



