IN THE COMMONWEALTH COURT OF PENNSYLVANIA

M. DIANTE KOKEN
Insutance Commissioney of the
Commonwealth of Pennsylvania,

Plaintiff, : :
v. ~:  DOCKET NO. 269 MD 2001
RELIANCE INSURANCE COMPANY, : =9
Defendant. @
g
£
ORDER

This matter having come before the Coutt on the Emergency Petition of M. Biane N
Koken, Insurance Commissioner of the Commonwealth of Pennsylvania as Liquidator of

Reliance Insurance Company, for Apptoval of Sale of Advantage Capital Florida Pattners I,

I..P. Senior Notes (“Notes™);
IT IS on this ___ day of Decembey, 2001, hereby ORDERED that the Emergency

Petition is GRANTLED;
TT IS furthet ORDERED that the Liquidator is AUTHORIZED to accept the bid

on the Notcs, submitted through Credit Suisse First Boston, provided that the actual
putchase price for the Notes at the time of closing shall not be less than $6,660,929.03.

IT IS further ORDERED that the Liquidator is AUTHORIZED, pursuant to het

authotity set forth in 40 P.S. § 221.23 and consistent with the terms of this Otder, to

execute, delivet and perform any agteement effectuating the sale of the Notes after

acceptance of the bid.

James Gardner Colins, Judge
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IN THE COMMONWEALTH COURT OF PENNSYLVANIA

M. DIANE KOKEN @
Insurance Commissioner of the
Commonwealth of Pennsylvania,
Plaintiff,
V. . DOCKET NO. 269 MD 2001
RELIANCE INSURANCE COMPANY,

Defendant.

EMERGENCY PETITION FOR APPROVAL OF SALE OF
ADVANTAGE CAPITAL FLORIDA PARTNERS 1, L.P. SENIOR NOTES

Petitioner M. Diane Koken, Insutance Commissionet of the Commonwealth of
Pennsylvania (“Commissioner”), as Liquidator of Reliance Insurance Company
(“Liquidator”), respectfully requests that this Court enter an otder, on an emergency basis,
approving the sale of Senior Notes owned by Ré].iance Insurance Company (“Reliance™), and
issued by Advantage Capital Florida Partners I, L.P. (“Advantage Capital Florida™), to a
presently un-named insurance company client of Credit Suisse First Boston (“CSFB”).

In support of this Petition, the Liquidator avers the following:

L. Advantage Capital is a venture capital firm based in New Otleans, Louisiana
that makes venture capital investments in a variety of states .\Vhich provide insurance
companics with premium tax credits for “qualified” ventute capital investments.

2. On Aptil 7, 1999, Reliance putchased privately placed Senior Notes (“Notes”)
issued by Advantage Capital Florida, a limited pattaership whose general pastner is

Advantage Capital Co. FL-GP I, LI.C. As patt of a program sponsoted by the State of
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Flotida to create investment incentives in that state, the Notes provide the holder with
substantial tax credits for qualified insutance premium income earned in the State of Flotida.
Thetefore, while the original par amount of :he Notes is $3,931,131.56, Reliance, because of
these tax benefits, paid 2.08242 times par value for the Notes, resulting in a total purchase
price of $8,186,283.69.

3 The Notes ate secuted by an indenture which created a security intetest in the
assets of Advantage Capital Flotida. The collateral includes non-callable, zero coupon
Treasuty secutities matuting on ot near each cash ptincipal payment date.

4. The Notes do not provide Reliance with “interest” income. Rather, in
addition to principal payments, Reliance receives additional value from the Notes in the
form of premium tax credits for taxable premium income carned in the State of Flotida.
The tax credits are based upon the original putchase price of the Notes, not the pat value,
and total annually $818,628.00. The ctedits commenced in tax year 2000 and run through
calendar year 2009. For the year 2000, Reliance did not have sufficient qualified ptemium
income in the State of Florida to use the entite $818,628.00 tax credit. Rather, Reliance used
only $237,342.00 in tax credits, tesulting in unused Florida ptemium tax credits of
$581,286.00 for the year 2000. The tax credits provided by the Notes, howevet, may be
cartied forward until December 31, 2017. Advantage Capital has represented to Reliance
and CSER that the tax credits and catry-forwards are freely transfetable under Florida law to
a subsequent purchaser of the Notes.

5. Principal payments on the Notes ate payable in five equal annual installments,

and commenced on May 15, 2000. The principal payments total $786,226.32 each. On or
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about May 15, 2000 and May 15, 2001, Reliance received two ptincipal payments, leaving a
temaining principal balance of $2,358,678.92 to be tepaid over the next three yeats.

G. Upon entty of the Liquidation Otder on ?)ctobcr 3, 2001, the Liquidator
directed Reliance to matket the Notes fot sale. Reliance retained two investment firms to
market the Notes, namely Lehman Brothers and CSFB. These investment firms solicited
bids from the pool of insurance companies who would be able to take advantage of the tax
credit features of the Notes. Reliance received two anonymous bids from the investment
firms on behalf of un-named insurance companies.

7. 'The first bidder, ptocured by Lehman Brothers, did not W‘ls.h to puréhasc all
of the Notes and submitted an offet of 2.75 times par value for a 1/3 portion of the Notes’
remaining principal balance. ‘The Liquidator considered this bid but latet tejected it in favor
of the second bid which was received shortly thereaftet.

8. ‘The second bid, submitted through CSFB, sought to purchase all of the Notes
and offered 2,93 times the remaining principal balance, for a total cash purchase price of
$6,910.929.23. The dollat figure of the second bid is tied to certain treasuty securities. Thus,
as the yield values of these benchmark securities tise ot fall based on matket fluctuations, the
actual pprchase price Reliance would receive if the second bid was accepted would similazly
fluctuate.

9. After obtaining the second bid, the Liquidatot evaluated whether the
putchase price of $6,910.929.23 in cash constituted fair value 10 the estate of Reliance. See
40 P.S. § 221.23(7), (9) (authorizing the Liquidator to sell assets of the insurer on fair and

reasonable terms). Unlike the fitst bid, the second bid was for the full remaining principal

11458200600/ 20958567v1




balance on the Notes and offered a higher multiple of par. The Liquidator, consideting (1)
the limited marketability of the Notes; (2) that the Notes were marketed by two reputable

*
investment firms to the pool of potential insurance companies able to take advantage of the
Notes’ tax credits and only two bids were retuned; and (3) that the tax credits which drive
the value of the Notes ate of no value to Reliance given that the Company, since entering
run-off and now liquidation, will not generate the qualified premium income in Florida
necessaty to obtain the benefit of the tax credits, and after congultation with the investment
firms, her staff and the investment staff at Reliance, has determined that the second bid
provides fair and reasonable vatue to the estate of Reliance.

10.  Given Reliance’s ptesent operating and financial condition, the Notes have no
value to the Company over the remaining principal balance. The premium tax credits which
the holder of the Notes receives can only be used by an insurance company writing
premiums in Florida and only for qualified premium income. These requirements render the
tax credits valueless to Reliance given its present status and substantially nactows the
universe of potential buyersl for the Notes. Fven given this limited pool of potential buyers,
the second bid not only petmits the estate of Reliance to recover the full amount of the
remaining principal balance, it permits Reliance to realize over §4.5 million in cash in excess
of the temaining principal balance of the Notes from the sale of tax credits which are no
longet of value to the Company.

11, The second bid also permits Reliance to recover in full the original purchase

ptice of the Notes. In addition, should the sale of the Notes to the second bidder be

apptoved by the Court, and market conditions remain relatively stable through closing, the
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estate of Reliance will realize 2 modest profit from the transaction. Reliance purchased the
Notes for $8,186,283.69 and has alteady received two principal insta]]ment payments totaling
$1,572,452.64. Deducting the value of the year 2000 tax credit, $237,342.00,‘?fr0m the
remaining ptincipal balance of $6,613,831.45, Reliance’s cuttent cash basis in the Notes is
$6,376,489.15. In Iaccepting the second bid with a curtent cash value of $6,910,929.23,
Reliance will realize a gain of $534,440.08 from the sale of the Notes. The existence of this
profit further supports the Liquidator’s determination that the sale of the Notes to the
second bidder is in the interests of Reliance’s policyholdets and claimants and will yield fair
and treasonable value to the Company’s estate.!

12, Given the telatively limited matket for the Notes and the fact that the second
bidder will likely have qualified premium income for the year 2001, the Liquidatot requests
that this Petition be considered on an emesgency basis. The premium tax credits afforded by
the Notes for 2001 will bé available for 2001 credit for the benefit of the second bidder only
if the ttansaction closes by the end of this year. If the transaction does not close by the end
of 2001, the present value of the Notes to the second bidder, and any similarly situated
potential purchasets, if any, diminishes as the purchaset will be unable currently to take
advantage of the tax credits for 2001 and, as a result, under the terms of the Notes, these
credits will be deferred until 2010 ot after, Defertal of the 2001 tax credits until 2010 will
impait the value of the Notes as the discounted value of tax credits useable only after 2010 is

likely to be substantially less than $818,628.00.

1 Reliance’s ability to realize a profif ftom the sale of the Notes is conditioned upon the value of the second bid
remaining constant through closing of the transaction, Should the value of the bid be revised due to a change in market
conditions, see Y] 14 infta, the profit realized on the sale of the Notes will be affected.
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13.  Accotdingly, delay in closing the sale of the Notes will negatively impact the
value and usefulness of the tax ctedits to the second biddet, ot any potential purchaser, as
well as permanently impair the value of the Notes as the tax credits for 2001 become ’
unavailable for custent use to any potential purchaser. Because the terms of conveyance
documents will have to be negotiated after accepting any bid for the Notes, it is important
that the Liquidatos be authotized to accept the second bid on behalf of Reliance 4s soon as
possible so that the transaction may close before year-end and maximum value for the Notes
can be obtained.

14.  Furthermore, the second bid, offering 2.93 times the remaining principal
balance, was calculated by the potential purchaser based on (1) the prevailing yield of certain
treasury securities in the matket, on the date the bid was submitted, and (2) a spread on top
of the yield for those securitics to account for the tisk in the transaction to the purchaset.
Because the value of the second bid is tied to the current matket yield for the benchmark
treasuty sccurities, the actual purchase price for the Notes will fluctuate, tracking the market
performance of the benchmark securities. If, at the time the Liquidator is authorized to
accept and close on the second bid, interest tates tise, thus affecting the yield of the
benchmatk treasury securities, the second bid will suffer a decrease in value. To minimize
¢his, and to take advantage of the current relative market stability for the benchmark
securities, the Liquidatot respectfully requests that this Petition be considered on an
emergency basis. See note 1 supra. Also, to account for the floating chatacteristics of the

second bid, the Liguidator requests that she be authorized to accept the second bid provided
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that the actual puschase price for the Notes is no less than $6,660,929.23 at the time of
closing as a result of changing matket conditions,

15.  Undet the present matket coﬁditions, the second bid, submitted through
CSFB, ptovides fair and reasonable value to the estate of Reliance and in the best interests of
the insuret’s estate, its policyholders, claimants and the general public. Seg 40 P.S. §
221.1(c); see also 40 P.S. § 221.23(7) (authorizing the Liquidator to “conduct public and
ptivate sales of propetty of the insuet” and to “acquire, hypothecate, encumber, lease,

improve, sell, transfer, abandon or othetwise dispose of or deal with, any property of the

insurer at its market value or upon terms and conditions as are fait and reasonable.”)
(emphasis added). On November 30, 2001, this Court entered an Otder setting forth
guidelines governing the disposition of the assets of Reliance by the Liquidator. See Order
of the Court (Now. 30, 2001). Patagraph 3 of the asset guideline order permits the
Liquidator to dispose of assets of the Company valued in excess of $4 million with approval
of the Court, provided that sales are at arms length and based on written evaluations. See id.
The Notes wete matketed through outside and independent investment fitms using trading
desks fot these types of private placement investments. As is common in the invéstment
industty, bids are solicited and obtained orally. The prevailing bid is the leading indicator of
market valye. As a tesult of the manner in which these types of market transactions ate
conducted, the Liquidator was not able to obtain a “written evaluation” of the fairness and
reasonableness of the second bid. The urgent timing of this transaction and the delay and

expense associated with obtaining an independent, third-patty, written evaluation of the
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fxirness of the second bid may lkely cause the Liquidator to lose the present bid and may, as
discussed above in Y 12, permanently impair the value of the Notes.?

16.  The Liquidatot further believes that the sale of the Notes will help her in
achieving the objectives of liquidation under the Insurance Department Act, 40 PS8, § 2211
et seq. ‘This transaction will assist the Liquidator in maximizing and marshalling the insutret’s
assets to minimize and apportion cquitably any unavoidable loss to policyholders, claimants
and creditors resulting from Reliance’s insolvency and hazardous financial condition. See 40
P.S. § 221.1(c).

17.  Accordingly, the Liquidator respectfully requests that this Coutt (1) authorize
the Liquidator to accept the sccond bid on behalf of Reliance; (2) authorize the Liquidator to
negotiate and exccute documents and agreements necessaty to convey the Notes to the
second bidder on terms substantially similar to those set forth above, specifically a purchase
price of $6,910,929.23 ot the cutrent matket equivalent at the time of closing (provided that
the actual purchase price shall not be less than $6,660,929.03); and (3) authorize the
Liquidator to pesrform any agreement 1:egarding the transfer of the Notes pursuant to het

authority under 40 P.S. § 221.23.

2 If the Coutt so requites, the Liquidator is prepared to present to the Court at hearing the oral testimony of Mr. Arthur
Maullin in support the fairness and reasonableness of the second bid.
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WHEREFORE, the Liquidatot respectfully requests that this Coutt grant the
Emergency Petition, entet an Order in the form attached heteto, and order such other telief

as this Court deems necessary and appropriate.

BLANKROME COMISKY & MCCAULEY LLP

ME R. RICHTER

B. LAUPHEIMER
ARPHONSO B. DAVID
One Logan Squate
Philadelphia, PA 19103-6998
(215) 569-5500

Attotneys for Plaintiff

M. Diane Koken, Insurance Commissioner
of the Commonwealth of Pennsylvania, as
Liquidatot of Reliance Insurance Company

OF COUNSEL:

David . Simon

Chief Counsel

The Pennsylvania Insurance Department
1341 Strawberry Squate

Hastisburg, PA 17120

(717) 787-6009

Dated: December Q, 2001
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VERIFICATION

I, William S. Taylor, Deputy Insurance Commissioner of the Pennsylvania Insurance
Department, Office of Liquidations, Rehabilitations and Special Funds, am authorized by M.
Diane Koken, Insurance Commissioner of the Commonwealch of Pennsylvania, pursuant to
40 P.S. § 221.23, 10 act on her behalf in her capacity as the Liquidator of Reliance Insurance
Company. I hereby verify that the facts set forth in the foregoing Petition are true and
correct to the best of my knowledge, information and belief.

T understand that this Verification is made subject to the penalties of 18 P.S. § 4904

relating to unsworn falsification to authorities.

Date: December 4 , 2001 L)\DLMM S . \CM-»'\./QJ"
William S. Taylor
Depury Insurance Commissioner of the

Pennsylvania Insurance Department

10
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CERTIFICATE OF SERVICE

I, Anthony Vidovich, heteby certify that this day a true and cotrect copy of the

foregoing Emergency Petition was served on all persons listed on the attached Master

Setvice List by facsimile and U.S. Mail, postage ptepaid. /
Dated: December _QO_, 2001 / ﬂg

A(n\lslz!ony Vidovidd”

11
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Master Service List

M. Diane Koken, Insurance Commissioner of the Commonwealth of Penmsylvania

V.

Reliance Insurance Company
No. 269 M.D, 2001 (Commonwealth Court of Pennsylvania)

Jerome R. Richter

Ann B, Laupheimer

Blank Rome Comisky & McCauley LLP
One Logan Square

Philadelphia, PA 19103

(215) 569-5500

(Attorneys for M. Diane Koken,
Insurance Commissioner of the
Commonwealth of Pennsylvania)

David F. Simon

Chief Counsel

Pennsylvania Insurance Department
1341 Strawberry Square
Harrisburg, PA 17120

(717) 787-6009

(Attorney for M. Diane Koken,
Insurance Commissioner of the
Commonwealth of Pennsylvania)

Marilyn K, Kincaid

Reliance Insurance Company
(in Liquidation)

5 Hanover Square

New York, NY 10004

(212) 858-6500

(Attorney for Reliance Insurance
Company (in Liquidation))

Hillary C. Steinberg
James Michael Matour

Hangley Aronchick Segal & Pudlin, P.C.

One Logan Square
Philadelphia, PA 19103

(215) 568-6200

(Attorneys for Reliance Group
Holdings, Inc.)
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Jeffrey B. Rotwitt

Obermayer Rebmann Maxwell & Hlppel
1 Penn Center, 19" Floor

Philadelphia, PA 19103-1895

(215) 665-3000

(Attorneys for M. Diane Koken,
Insurance Commissioner of the
Commonwealth of Pennsylvania)

Edward A, Perell

Debevoise & Plimpton

875 Third Avenue

New York, NY 10005

(212) 909-6000

(Attorneys for Reliance Group
Holdings, Inc.)

William Charles Bensley

George Whittaker Howard

Edward M. Nass

Howard Brenner & Nass, P.C,

1608 Walnut Street, Suite 1700
Philadelphia, PA 19103

(215) 546-8200

(Attorneys for Francine and Ted Forman)

Brad S. Karp

Paul, Weiss, Rifkind, Wharton & Garrison
1285 Avenue of the Americas

New York, NY 10019

(212) 373-3000

(Attorneys for Reliance Group

Holdings, Inc.)

Robert H. Levin

Adelman Lavine Gold & Levin, P. C.

1900 Two Penn Center Plaza

Philadelphia, PA 19102

(215) 568-7515

(Attorneys for Committee of Policyholders)




Richard E. Poole

Potter Anderson & Corroon LLP
1313 Northt Market Street

P.0O. Box 951

Wilmington, DE 19899-0951
(302) 984-6006

(Attorneys for Jason Pauley)

Richard P. Coe

Weir & Partners, LLP

1339 Chestnut Street, Suite 500
Philadelphia, PA 19107

(215) 665-8181

(Attorneys for Forestal Village Community
Services Association, Inc., and Sutton
Woods Condomininm Assoc., Inc.)

Theodore E. Huenke

Huenke & Rodriguez

One Huntington Quadrangle, Suite 2802
Melville, NY 11747

(631) 756-2024

(Attorneys for Hanover Ins, Co.)

Andrew K. Stutzman

David Carl Franceski

Stradley, Ronon, Stevens & Young, LLP
2600 One Commerce Square

Philadelphia, PA 19103-7098

(215) 564-8008

(Attorneys for Citicorp North America, Inc.)

Roy S. Cohen

Nicole L. Herman

Cohen, Segalis, Pallas & Greenhall, P.C.
1515 Market Street, 11" Floor
Philadelphia, PA 19102
(215)564-1700

-and-

Richard D. Batchelder, Jr.
Ropes & Gray

One International Place

Boston, MA 02110-2624

(617) 951-7000

(Attorneys for Miami Cruiseline
Holdings LLC)

114582.00600/20621504v1

Frank F. McGinn

Bartlett Hackett Feinberg, P.C.
Suite 920

10 High Street

Boston, MA 02110

(617) 422-0200

{(Attorneys for Flatley Company)

James W, Creenan_

Francis X, McTiernan

Wayman, Irvin & McAuley

1624 Frick Building

Pittsburgh, PA 15219

(412) 566-2970

(Attorneys for Consolidated Freightways)

Janet S. Baer

Kirkland & Ellis

200 Bast Randolph Prive, Suite 6500
Chicago, IL 60601

(312) 861-2200

(Attorneys for AmeriServe Food
Distribution, Inc.)

Robert D, Rhoad

Dechert Price & Rhoads

Princeton Pike Corporate Center

P.0O. Box 5218

Princeton, NJ 08543

(609) 620-3200

(Attorneys for Acumen Re Management
Corporation)

Robert A. Kaufman

Michael L. Browne

Reed Smith Shaw & McClay LLP
2500 One Liberty Place

Philadelphia, PA 19103

(215) 851-8262

(Atiorneys for Vitas Healthcare Corp.)




Thomas J. Madigan

Christopher A. Coppula

Cohen & Grigsby, P.C,

11 Stanwix Street, 15™ Floor
Pittsburgh, PA 15222

(412) 297-4900

(Attorneys for O’Brien-Kreitzberg
& Associates, Inc.)

Stephen C. Becker

Becker Law Office

P.O. Box 192991

San Francisco, CA 94119-2991

(415) 434-8000

(Attomeys for Great Western Collection
Bureau)

Terence R. Savage

Employment Development Department
State of California

800 Capito! Mall, Legal Office
Sacramento, CA 95814

(916) 654-8410

(Attorneys for Employment Development
Department, State of California)

Peter J. Boyer

McCarter & English, LLP

One Commerce Square

2005 Market Street, Suite 3600
Philadelphia, PA 19103

(215) 557-7700

(Attorneys for Brand Scaffold Services, Inc,

and Magellan Ins. Co. Ltd.)

Philip A. Ignelzi

Michael A. Murphy

Ogg, Cordes, Murphy & Ignelzi, LLP
Riverview Place

245 Fort Pitt Boulevard

Pittsburgh, PA 15222

(412) 471-8500

(Attorneys for the Estate of Richard
MecClintock)
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John Norig Ellison

Timothy Patrick Law

Anderson, Kill & Olick P.C.

1600 Market Street, 32" Floor
Philadelphia, PA 19103

(215) 568-4202

-and-

Marvin L. Wilenzik

Elliott Reihner Siedzikowski & Egan, P.C.
925 Harvest Drive

P.O. Box 3010

Blue Bell, PA 19422

(215) 977-1050

(Attorneys for Synagro Technologies, Inc.)

Jeremy J.O. Harwood, Esquire

Healy & Baillie, LLP

29 Broadway

New York, NY 10006-3293

(212) 943-3980

(Attorneys for Steamship Mutual
Underwriting Association (Bermuda) Ltd.)

Daniel J. DiGiacomo, Esquire

Law Offices of DiGiacomo & Baffa

1601 Market Street, 16™ Floor
Philadelphia, PA 19103

(215)568-3700

(Attorneys for Parthenia Ponder Vicks,
Adminstratrix of the Hstate of Antwanette
Ponder and Murray Garson)

Thomas V. White, Esquire

Joseph P. Rusnak, Esquire

Tune, Entrekin & White, P.C.

AmSouth Center, 21% Floor

315 Deaderick Street

Nashville, TN 37238

(615) 244-2770

(Attorneys for Home Builders Association
of Tennessee Self-Insured Trust)




Charles Jay Schleifer, Esquire

Eisenberg, Rothweiler, Schleifer, Weinstein
& Winkler, P.C.

1634 $pruce Street

Philadelphia, PA 19103

(215) 546-6610

(Attorneys for Dean Goshert and Stephanie
Goshert)

N. Christian (Glenos

Walston Wells Anderson & Bains

Suite 500 505 20" Street North
Birmingham, AL 35203

(205) 251-9600

(Attorneys for Healthsouth Corporation)

Robert D. Brown

Donato Minx & Brown

Suite 2310, 3200 Southwest Freeway
Houston, TX 77027-7525

(713) 877-1112

(Attorneys for Andy’s Marine, Inc.)

Mike Crane, Esquire

Law Office of McManus & Crane, LLP

209 West Juan Linn

P.O. Box 2206

Victoria, TX 77902-2206

(361} 575-6764

(Attorneys for Iris Kramer, Individually and
as Guardian of the Person and Estate of
Nicky Lee Kramer, an Incapacitated Person,
and as Next Priend of Joshua Kramer, Minor
Child of Nicky Lee Kramer, Jason Kramer
and Jagon Tarver)
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IN THE COMMONWEALTH COURT OF PENNSYLVANIA

M, DIANE KOKEN
Insyrance Commissioner of the
Commonwealth of Pennsylvania,

Plaintiff
V.
RELIANCE INSURANCE COMPANY, No. 269 M.D, 2001
Defendant :

AFFIDAVIT OF ARTHUR W, MULLIN
IN SUPPORT OF EMERGENCY PETITION
TO APPROVE SALE OF ADVANTAGE CAPITAL FLORIDA I, L.P. SENIOR NOTES

ARTHUR W. MULLIN, being duly sworn, deposes and says:

1. I am fully familiar with the facts and circumstances set forth herein.

2. I am the Executive Vice President of KMR Management, Inc., in Willow Grove,
Pennsylvania.

3. I have been retained by M. Diane Koken (the “ iquidator™), Insurance Commissioner of
the Commonwealth of Pennsylvania as Liquidator of Reliance Insurance Company (“Reliance™), to
provide consulting services in the areas of asset management, business disposition, and investment
management to Reliance in Liquidation.

4, As part of my duties, [ have become familiar with the circumstances surrounding the

marketing and proposed sale of Senior Notes (“Notes™) held by Reliance and issued by Advantage
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Capital Florida Partners I, L.P. (“Advantage Capital Florida”). I submit this Affidavit in support of the
Liquidator’s Emergency Petition for Approval of the Sale of the Notes to a presently un-named
insurance company client of Credit Suisse First Boston (“CSFB”).

5. Advantage Capital is a venture capital firm based in New Otleans, Louisiana that makes
venture capital investments in a variety of states which provide insurance companies with premium tax
credits fbr “qualified” venture capital investments.

6 On April 7, 1999, Reliance purchased the privately placed Notes issued by Advantage
Capital Florida, a limited partnership whose general partner is Advantage Capital Co. FL-GP I, L.L.C.
The Notes provide the holder with substantial tax credits for qualified insurance premium income earned
in the State of Florida, The original par or principal amount of the Notes is $3,931,131.56. Because of
the substantial tax credits, Reliance paid 2.08242 times par value for the Notes, a total purchase price of
$8,186,283.69,

7. The Notes are secured by an indenture which created a security interest in the assets of
Advantage Capital Florida. The collateral includes non-caltable, zero coupon Treasury secutities
maturing on or near each cash principal payment date.

8. In addition to principal payments, Reliance receives value from the Notes in the form of
premium tax credits for taxable premium income earned in the State of Florida. The tax credits are
based upon the original purchase price of the Notes, not the par value, and total annually $818,628.00.
The credits commenced in tax year 2000 and run through calendar year 2009. For the year 2000,
Reliance used only $237,342.00 in tax credits, resulting in wnused Flotida premium tax credits of

$581,286.00. The tax credits provided by the Notes may be carried forward until December 31, 2017,
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Advantage Capital has represented to Reliance and CSFB that the tax credits and carry-forwards are
freely transferable under Florida law to a subsequent purchaser of the Notes.

9, Principal payments on the Notes are payable in five equal annual installments, and
commenced on May 15, 2000. The principal payments total $786,226.32 each. Reliance has received
two principal payments, leaving a remaining principal balance of $2,358,678.92 to be repaid over the
next three years.

10.  Shortly after entry of the Liquidation Order, Reliance retained the investment firms
Lehman Brothers and CSFB to market the Notes. Reliance received two bids from the investment firms
on behalf of un-named insurance companies.

11.  The first bid, submitted by Lehman Brothers, was on behalf of an insurance company that
did not wish to purchase all of the Notes and offered of 2.75 times par value for a 1/3 portion of the
Notes’ remaining principal balance. The Liquidator considered this bid but later rejected the bid in
favor of the second bid, submitted through CSFB.

12.  The second bid, submitted by CSFB on behalf of an insurance company, sought to
purchase all of the Notes and offered 2.93 times the temaining principal balance, for a total cash
purchase price of $6,910.929.23. The dollar figure of the second bid is tied to certain treasury securities
such that as the yield values of these benchmark securities rise or fall based on market fluctuations, the
actual purchase price Reliance would receive if the second bid was accepted would similarly fluctuate.

13.  After obtaining the second bid, the Liquidator, with the assistance of her staff and
Reliance staff members, evaluated whether the purchase price of $6,910,929.23 in cash constituted fair
value to the estate of Reliance. The second bid was preferred over the first because it offered to

purchase the full remaining principal balance on the Notes and offered a higher multiple of par, The
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second bid not only permitted the estate of Reliance to recover the full amount of the remaining
principal balance, it permitted Reliance to realize over $4.5 million in cash in excess of the remaining
principal balance of the Notes from the sale of tax credits which are no longer of value to the Company.

14.  Given Reliance’s present operating and financial condition, the Notes have no value to
the Company over the remaining principal balance. The premium tax credits which the holder of the
Notes receives can only be used by an insurance company writing premiums in Florida and only for
qualified premium income. These requirements render the tax credits valueless to Reliance because the
Company, since entering run-off and now liquidation, cannot generate the qualified premium income in
Florida necessary to obtain the benefit of the tax credits.

15.  The second bid also permits Reliance to recover in full the original purchase ptice of the
Notes. In addition, should the sale of the Notes to the second bidder be approved by the Cout, and
provided that market conditions remain relatively stable through closing, the estate of Reliance will
realize a modest profit from the transaction, In accepting the second bid with a current cash value of
$6,910,929.23, and assuming interest rates remain relatively constant, Reliance will realize a gain of
over $500,000.00 from the sale of the Notes.

16.  The premium tax credits afforded by the Notes for 2001 will be available for 2001 credit
for the benefit of the second bidder only if the transaction closes by the end of this year. If the
transaction does not close by the end of 2001, the present value of the Notes to the second bidder, and
any other potential purchasers, diminishes as the purchaser will be unable currently to take advantage of
the tax credits for 2001. These unused tax credits will be deferred until 2010 or after. Deferral of the
2001 tax credits until 2010 will impair the value of the Notes as the discounted value of tax credits

useable only after 2010 is substantially less than $818,628.00.
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17. Because the value of the second bid is tied to the current market yield for the benchmark
treasury securities, the actual purchase price for the Notes will fluctuate, tracking the market
performance of the benchmark securities. If interest rates rise, affecting the yield of the benchmark
treasury securities, the second bid will suffer a decrease in value. To account for the floating
characteristics of the second bid, I have recommended to the Liquidator that a price floor be established
with regard to the second bid such that the transaction should be permitted to go forward provided the
market value of the second bid is no less than $6,660,929.23 at the time of closing.

18,  Based on the above, specifically the limited market for the Notes, the value of the second
bid, and current market conditions, I have informed the Liquidator that the sale of the Notes to the
second bidder will yield fair and reasonable value to the estate of Reliance. My opinion is supported by
the fact that the second bid will permit Reliance to recover the original purchase price for the Notes plus

a modest profit of approximately $500,000.00.
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19.  Based on my recommendation and the information provided by the Investment
Committee and Reliance staff mémbers familiar with this investment, as well as his independent review
of the transaction, Mr, William S, Taylor, the Liquidator’s designee, has determined that the sale of the
Notes to the second bidder will enhance the Liquidator’s ability to facilitate the statutory goals of
liquidation, particularly her ability to marshal the assets of the estate. He has further informed me that
the Liquidator believes the sale of the Notes to the second bidder is in the best interests of Reliance’s

policyholders, certificateholders, creditors, and the public.

othonr ), Meeone

ARTHUR W. MULLIN

Sworn to and subscribed
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