IN THE COMMONWEALTH COURT OF PENNSYLVANIA

IN RE:
NO. 1 REL 2001

Reliance Insurance Company
In Liquidation

RE: ADMINISTRATIVE EXPENSES PAID

BY THE LIQUIDATOR FOR THE PERIOD

JANUARY 1, 2015 THROUGH DECEMBER 31, 2015
ORDER

AND NOW, this day of , 2016, upon

consideration of the Application for Approval of Administrative Expenses Paid by
the Liquidator for the Period January 1, 2015 through December 31, 2015
(“Application”), and the representations made therein, the Application is granted.
The administrative expenses incurred, authorized and paid by the Liquidator as set
forth in the Application, as well as in Exhibit C (excluding Guaranty Association

expenses), for the period of January 1, 2015 through December 31, 2015 are



hereby approved as class (a) claims which were necessary, reasonable, and

incurred in the best interest of the Estate.

Bonnie Brigance Leadbetter, Judge



IN THE COMMONWEALTH COURT OF PENNSYLVANIA

IN RE:

NO. 1 REL 2001
Reliance Insurance Company
In Liquidation

APPLICATION FOR APPROVAL OF ADMINISTRATIVE EXPENSES
PAID BY THE LIQUIDATOR FOR THE PERIOD
JANUARY 1, 2015 THROUGH DECEMBER 31, 2015

Teresa D. Miller, Insurance Commissioner for the Commonwealth of
Pennsylvania, in her official capacity as Statutory Liquidator (“Liquidator”) of
Reliance Insurance Company (“Reliance or Estate”), by and through her
undersigned counsel, hereby submits her Application for Approval of
Administrative Expenses Paid by the Liquidator for the Period January 1, 2015
through December 31, 2015 (“Application”).

BACKGROUND

1. Applicant, Insurance Commissioner for the Commonwealth of
Pennsylvania, was appointed Statutory Liquidator of Reliance pursuant to this
Court’s Order dated October 3, 2001 (“Liquidation Order”). The Liquidation

Order provided that



3. .. . the Liquidator or her designees (the “Liquidator’) are
directed to immediately take possession of Reliance’s property,
business and affairs as Liquidator, and to liquidate Reliance in
accordance with Article V of the Insurance Department Act of 1921,
as amended (40 P.S. 88211 et seq.) (the “Act”), and to take such
action as the interest of the policyholders, creditors or the public may
require.

4. The Liquidator is hereby VESTED with all the powers,
rights, and duties authorized under the Act and other applicable law.

2. Section 221.23 of the Act provides that the Liquidator shall have the
power “[t]o pay compensation to persons appointed and to defray all expenses of
taking possession of, conserving, conducting, liquidating, disposing of or otherwise
dealing with the business and property of the insurer.”

3. The administrative expenses of the Estate which are expressly
incurred and authorized or ratified by the Liquidator or his designees are class (a)
claims as provided in 40 P.S. §221.44:

(a) The costs and expenses of administration, including but not limited

to the following: the actual and necessary costs of preserving or

recovering the assets of the insurer; compensation for all services

rendered in the liquidation; any necessary filing fees; the fees and

mileage payable to witnesses; reasonable attorney’s fees; the expenses

of a guaranty association in handling claims.’

Class (a) claims are the first priority of claims to be paid and, as required by

40 P.S. §221.44, “[e]very claim in each class shall be paid in full or adequate

! Claims by the Guaranty Associations for administrative expenses will be submitted for approval pursuant to this
Court’s order of November 19, 2007 and Pa. R.A.P. 3784.



funds retained for such payment before the members of the next class
receive any payment.”

4. Beginning in June of 2003, the Liquidator began filing periodic
status reports with this Court which provide information regarding
administrative expenses incurred by the Estate and authorized by the
Liquidator. With the Quarterly Report of the Liquidator on the Status of the
Liquidation of Reliance Insurance Company as of June 30, 2003, filed on
November 10, 2003, the Liquidator began filing these status reports on a
quarterly basis (“Quarterly Status Reports”). The most recent Amended
Quarterly Status Report, as of March 31, 2016, was filed on June 24, 2016.
All of the Quarterly Status Reports submitted to the Court can be reviewed

on the Reliance website at www.reliancedocuments.com. The Quarterly

Status Reports for 2015 are listed on the website as document numbers 3544
filed June 12, 2015; 3574 filed September 22, 2015; 3592 filed December
15, 2015; and 3714 filed March 25, 2016.

5. These Quarterly Status Reports include a Statement of Cash
Receipts and Disbursements and Changes in Short and Intermediate
Duration Investments (“Cash Flow Statements”). The Cash Flow
Statements have provided specific totals regarding the administrative

expenses of the Estate with additional detail, descriptions and explanations


http://www.reliancedocuments.com/

provided in the body of the Quarterly Status Report. Significant additional
information can be found in the Quarterly Status Reports regarding the
assets, liabilities, and operating expenses incurred by Reliance and
authorized by the Liquidator.

INDEPENDENT AUDIT

6. Ernst & Young has performed an independent audit of certain cash
and investment assets, including cash receipts and disbursements of the Estate
from the beginning of the liquidation. This audit is performed on an annual basis
and the disbursements included in this Application were subject to that
independent audit and review process.

7. Ernst & Young issued an independent audit report (““‘Audit Report™),
including an unqualified opinion, regarding certain assets of Reliance for the
period from January 1, 2015 through December 31, 2015.2 The Audit Report, for
the year ending 2015 is attached as Exhibit A and includes the following

statements:

. ... We conducted our audits in accordance with auditing standards
generally accepted in the United States. . . .

2 The financial statements presented in the Quarterly Status Reports may differ in some respects from the financial
statements presented in the Audit Report due to the reclassification of certain items.



An audit involves performing procedures to obtain audit evidence
about the amounts and disclosures in the financial statements. ... An
audit also includes evaluating the appropriateness of accounting
policies used and the reasonableness of significant accounting
estimates made by management, as well as evaluating the overall
presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and
appropriate to provide a basis for our audit opinion.

In our opinion, the financial statements referred to above present
fairly, in all material respects, the certain assets (modified cash basis)
of Reliance Insurance Company (in Liquidation) at December 31,
2015 and 2014, and its cash receipts and disbursements and changes
in short and intermediate duration investments (modified cash basis)
for the years then ended, on the basis of accounting described in Note
1.

The Audit Report should be reviewed in its entirety, including the financial
statements and related notes, as part of any review of Reliance’s financial
information.

ADMINISTRATIVE EXPENSES

8. The administrative expenses of Reliance relate to efforts by the
Liquidator to recover, preserve and maximize the assets of the Estate for the
benefit of all Reliance policyholders and claimants. The administrative expenses
have been incurred in the process of, inter alia, reviewing and determining the

ultimate liabilities of the Estate, fulfilling the public policies and purposes of the



Act and the liquidation process, and investigating and holding accountable those
third parties responsible for the insolvency of Reliance.

9. Attached as Exhibit B to this Application is the Annual
Budget/Historical Comparison Report which indicates the total budget dollar
amount estimated for each operating expense category for the year ending
December 31, 2016 compared to the actual operating expenses for the year ended
December 31, 2015 and for each preceding year end back to 2003, and for the
fifteen months beginning October 3, 2001 and ending December 31, 2002. Exhibit
B also reports the amounts incurred and paid by the Estate for Loss/LAE, virtually
all of which is loss adjustment expenses (those expenses related to the Proof of
Claim process), as well as Guaranty Association administrative expenses. Exhibit
C is the corresponding Operating Expense Analysis submitted with the Quarterly
Status Report as of December 31, 2015, rounded to thousands. Attached as Exhibit
D is a graph, which displays the actual operating expenses, by time period,
summarized into four major categories: a) Salaries, Benefits and Taxes; b) Outside
Services; ¢) Legal; and d) All Other. Brief explanations regarding certain aspects
of the expenses are provided below, by category.

Operating Expenses

10. Salaries, Benefits and Taxes: This expense category includes total

compensation for all Reliance employees, including the performance incentive



program as well as severance for terminated employees, along with related benefits
and payroll taxes. At December 31, 2015, Reliance had a total of 75 employees in
both the Philadelphia and New York City offices. Reliance also continues to use
consultants to support operations, especially in the Information Technology (“I1T”)
area. At December 31, 2015, there were 14 consultants all of whom were related
to the IT business application systems. Staffing levels as of June 30, 2016 are 70
employees and 14 consultants. Attached, as Exhibit E, is a graph that summarizes
the change in number of staff and consultants since the date of liquidation.

11. IT Services: The IT services, consisting of several outsourcing
arrangements, coordinated by the Reliance IT staff, are designed to provide cost
effective, flexible and efficient services. RCGGS, which was a wholly owned
indirect subsidiary of Reliance, continues to provide consultants for production
support, maintenance, security, and development services for the Reliance business
application systems.

12. Legal Fees and Expenses: Legal fees and expenses include
payments to law firms, consultants, document management firms, and other
litigation and legal support service providers. The legal expenses of the Estate can
be divided into three general categories of legal matters: (1) Estate administration;
(2) general asset recovery; (3) and disputes regarding priority classification and

other liquidation issues, including disputes with guaranty associations. Litigation



has been necessary in many matters to protect and recover Reliance assets, and
Reliance has recovered significant amounts through such litigation. A detailed
legal fee expense schedule is included in each Quarterly Status Report filed with
this Court, and attached as Exhibit F is the listing of Legal Fees and Expenses
(excluding allocated loss adjustment expenses) submitted with the Quarterly Status
Report as of December 31, 2015.

13. Professional Services Expenses: The professional services expenses
include payments to or for investment managers, London market broker services,
document imaging services, auditing services, actuarial services, IT services and
tax services, as needed. The majority of the professional services expenses are
investment manager fees which are directly related to the size of the overall
investment portfolio. This category also contains entries for professional services
provided to Reliance by the Pennsylvania Insurance Department, either directly by
the professional staff of the Office of Liquidations, Rehabilitations and Special
Funds, or through specialized consultants engaged to assist the Liquidator in
administering the liquidation of Reliance. A detailed professional service expense
schedule is included in each Quarterly Status Report filed with the Court and
attached as Exhibit G is the listing of Professional Services Expenses submitted

with the Quarterly Status Report as of December 31, 2015.



14. Rent: Rent expense includes the cost of office space in Philadelphia
and New York plus the cost of storing archived documents.

15.  Other Operating: Other operating expenses include expenses for
liability and property insurance, voice and data communications, office supplies,
office equipment, furniture, employee travel, postage and mailing, and bank
charges.

16. Loss and Loss Adjustment Expenses: Loss, virtually all of which is
loss adjustment expenses, represent amounts incurred by the Estate for processing
and determining claims and Proofs of Claim; issuing Notices of Determination;
and for the majority of the related objection process.

Recommendation

17.  The administrative expenses reported above, as well as in Exhibit C
and described in this Application, as well as in the Quarterly Status Reports filed
with this Court, have been incurred and authorized by the Liquidator in the best
interest of the Estate, its policyholders, and creditors. The Liquidator has incurred
these administrative expenses in the process of taking possession of Reliance’s
property, business and affairs, and liquidating Reliance pursuant to the Act, the
Liquidation Order, and other orders issued by this Court. The administrative

expenses incurred and paid by the Liquidator have been proper, necessary and



reasonable in order to conserve, conduct, liquidate, dispose of or otherwise deal
with the business and property of Reliance, as authorized by 40 P.S. §221.23.
WHEREFORE, the Liquidator respectfully requests that this Court enter an
Order approving the administrative expenses reported above, as well as in Exhibit
C (excluding guaranty association expenses), as proper class (a) claims which were

necessary, reasonable, and incurred in the best interest of the Estate.

[REMAINDER OF PAGE INTENTIONALLY LEFT BLANK]
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Respectfully submitted:

PRESTON BUCKMAN (L.D. #57570)
Special Funds Counsel

Pennsylvania Insurance Department
Capitol Associates Building

Office of Chief Counsel

901 North 7" Street

Harrisburg, PA 17102

(717) 787-6009
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VERIFICATION

[, David S. Brietling, have been retained by the Insurance Commissioner of
the Commonwealth of Pennsylvania, and am responsible for the on-site insurance
and financial operations of Reliance Insurance Company (in Liquidation) as Chief
Liquidation Officer. I am also responsible for coordinating the activities of the
Pennsylvania Insurance Department’s Reliance liquidation team. I am authorized
by the Insurance Commissioner to make this verification on behalf of 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.

[ understand that this Verification is made subject to the penalties of 18 P.S.

§4904 relating to unsworn falsification to authorities.

Date: ﬂ(k}\!} 14 2016

P
P

/_/

DAVID S. BRIETLING
Chief Liquidation Officer
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