IN THE COMMONWEALTH COURT OF PENNSYLVANIA

M. DIANE KOKEN,
Insurance Commissioner of the
Commonwealth of Pennsylvania

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

ORDER

AND NOW, this ____day of » 2002, upon consideration of the Petition
filed by M. Diane Koken, Insurance Commissioner of the Commonwealth of Pennsylvania in her
official capacity as Stattory Liquidator of Reliance Insurance Company (“Liquidator™), the
Court finds that Citicorp Insurance USA, Inc. (“CIUSA™) and Citicorp USA, Inc (“Citicorp™) are
in compliance with 40 P.S. § 221.34 , the “Guidelines For Enforcement of 40 P.S. §221.34” and
the Order of this Court dated April 26, 2002.

Therefore, in accordance with the Liquidator’s recommendation, the Court hereby
confirms the approval by the Liquidator and further approves CIUSA’s assumption of a direct
coverage obligation to Citicorp upon the terms set forth in CIUSA’s request and supporting
documentation and api)roves the direct payment to Citicorp by CIUSA in accordance with its

direct payment obligations resulting from the assumption.

BY THE COURT:

James Gardner Colins, President Judge




IN THE COMMONWEALTH COURT OF PENNSYLVANIA

M. DIANE KOKEN,
Insurance Commissioner of the
Commonwealth of Pennsylvania

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

Petition for Approval of Direct Payment
Pursuant t0 40 P.S. § 221.34 by Citicorp Insurance USA, Inc.

e ————— 3 S M

Petitioner M. Diane Koken, Commissioner of the Insurance Department of the
Commonwealth of Pennsylvania, in her official capacity as Statutory Liquidator (“Liquidator”)
of Reliance Insurance Company, respectfully requests that this Court enter an Order in the form
attached approving the direct payment by Citicorp Insurance USA, Inc. (“CIUSA”™) to Citicorp
USA, Inc, and its subsidiaries (“Citicorp™) in accordance with the direct coverage obligations
assumed by CIUSA for policies of insurance issued by Reliance to Citicorp, as set forth below.
For purposes of this Petition, “Reliance” will refer to Reliance Insurance Company (In
Liquidation).

1. Pursuant to various policies of insurance, Reliance issued policies of
insurance to Citicorp for antomobile liability and workers compensation risks as listed below:

NKA 1499371-00
NKA 1499372-00
NWA 1499374-00
NWA 1499373-00
NWA 1499373-01

NWA 1499374-01
NKA 1499371-01



NKA 1499372-01
NWA 1499374-02
NWA 1499373-02
NKA 1499371-02
NKA 149937202
NKA 0109602-00
NKA 0111096-00
NKA 0110083-00
NWA 1499373-03
NKA 1499371-03
NKA 1499372-03
NKA 0109602-01
NKA 0111096-01
NWA 1499373-04
NKA 1499371-04
NKA 1499372-04
NKA 0109602-02
NKA 0111096-02
NWA 1499373-05
NWA 0123167-00
NKA 1499371-05
NKA 1499372-05
NKA 0109602-03
NKA0111096-03
NWA 1499373-06
NKA 1499371-06
NKA 1499372-06
NKA 0109602-04
NWA 1499373-07
NKA 1499371-07
NKA 1499372-07
NKA 0109602-05
NWA 1499373-08

Copies of the Declaration Pages evidencin & coverage provided to Citicorp under these policies
(“Citicorp Policies”) are attached to this Petition as Exhibit “A.” With respect to two automobiie
policies listed above, NKA 1499371-00 (covering the period of April 1, 1991 to July 1, 1992)
and NKA 1499371-01 (covering the period of July 1, 1992 to July 1, 1993), after due diligence,

CIUSA, Citicorp and Reliance have been unable to Jocate these policies. All indications are that




these policies were issued and were reinsured:; accordingly, these policies are included in this
Petition but the declarations pages are not included in Exhibit “A”

2. The Citicorp Policies identified in Exhibit “A” and issued by Reliance
were reinsured by CIUSA. The relevant reinsurance agreements are attached to this Petition as
Exhibit “B.”

3. Following an Order of Liguidation declaring Reliance insolvent on
October 3, 2001, the Liquidator petitioned this Court for the approval of “Guidelines for
Enforcement of 40 P.S. § 221.34” (“Guidelines™) relating to the process and standards for
permitting a reinsurer of Reliance to make direct payments to a Reliance policyholder. The
Guidelines_ were approved, and by Order of this Court dated April 26, 2002, the Guidelines
established the necessary conditions precedent to any agreement by the Liquidator to permit
direct payment by a reinsurer.

- 4 Pursuant to Paragraph 3 of the Guidelines, CTUSA submitted a written
request to the Liquidator seeking approval of direct payments by CIUSA to Citicorp. The
written request of CIUSA is attached to this Petition as Exhibit “C.”

5. Upon submission of documentation in support of CIUSA’s application to
the Liquidator, the Liquidator has approved the written request of CIUSA seeking approval of
direct payment of reinsurance to Citicorp. The Liquidator has concluded that CTUSA’s
reinsurance contracts comply with 40 P.S. § 221.34, the Guidelines and the Order.

6. Specifically, the Liquidator has reviewed the CIUSA reinsurance contracts
and determined that they are binding contracts which specifically provide for a direct coverage
obligation (a “cut through”) by CIUSA to Citicorp in the event of the insolvency of Reliance in

place of and in substitution for any obligations of Reliance to Citicorp, as required by Paragraph



4(b) of the Guidelines, 40 P.S. § 221.34 and the Order. In Article XHI. C. of each of the
Teinsurance agreements attached as Exhibit “B,” the agreement provides as follows:
It is further agreed and understood that as to all reinsurance

made, ceded, renewed or otherwise becomin g effective hereunder,

in the event of insolvency of [Reliance] the reinsurance shall be

payable by [CIUSA] to the Named Insured under the Policies when

[CIUSA] with the consent of the Named Insureds under the

Policies has assumed the obli gations of [Reliance] under any of the

Policies as direct obligations of [CTUSA] to the payees under any

such policy and in substitution for the obligations of [Reliance) to
such payees.

This language of the reinsurance agreements allows CIUSA to pay the Named Insured, Citicorp,
directly if CIUSA assumes the obligation and Citicorp consents. This is accomplished by the
execution of the “Assumption and Substitution by Reinsurer” document and the “Informed
Consent to Substitution of Reliance” document, both of which were executed and are discussed
in Paragraphs 8 and 9 below, as Exhibits “D” and “E,” respectively.

7. In addition, the Liquidator determined that the CTUSA reinsurance
agreements in Article XIII. C., quoted in Paragraph 6 above, specifically identify that the “cut
through™ payment is to be made to “the Named Insured under the Policies.” Article
LA (Definitions) of the reinsurance agreements defines “Policies” as policies of insurance issued
by Reliance to Citicorp “as described in Schedule [.” Schedule I to the reinsurance agreements
identifies the insured as Citicorp, together with the relevant policy numbers of the Citicorp
Policies issued, as identified in Paragraph 1 above. This identification of the payee with
particularity within the reinsurance agreements complies with Paragraph 4(a) of the Guidelines,
40 P.S. § 221.34 and the Order.

8. CIUSA executed an “Assumption and Substitution by Reinsurer” on a
form authorized by the Guidelines and the Order. This document provides that CTUSA has

unequivocally assumed a direct coverage obligation to Citicorp, that the “cut-through” payment

4.



will be made in satisfaction of the coverage obligations assurned by Reliance to Citicorp, and
that CIUSA releases Reliance from all liability as required by Paragraphs (b), (c) and (e) of the
Guidelines, 40 P.S. § 221.34 and the Order. The Assumption and Substitution by Reinsurer is
attached to this Petition as Exhibit “D.”

0. Citicorp executed an “Informed Consent to Substitution of Reliance” on a
form authorized by the Guidelines and the Order. This document provides for Citicorp’s
informed consent to the direct coverage relationship, which is in substitution for the relationship
between Citicorp and Reliance and consents to the release of Reliance for all claims by Citicorp
against Reliance relating to coverage assumed by CTUSA as required by Paragraph 4(e) of the
Guidelines, 40 P.S. § 221.34 and the Order. The Informed Consent to Substitution of Reliance is
attached to this Petition as Exhibit “E.”

10.  In accordance with Paragraph 4(e), the Liquidator has determined that
there are no other contractual provisions that CIUSA and Citicorp have to comply with, other
than obtaining the consent of the insured, which they have done by obtaining the informed
consent of the insured as described in Paragraph 9 above.

11. Pursuant to Paragraph 11 of the Guidelines and the Order, the Liquidator

submits the CTUSA documentation to this Court and recommends approval of direct payment by

CIUSA.

Accordingly, M. Diane Koken, Commissioner of the Insurance Department of the
Commonwealth of Pennsylvania, in her official capacity as Statutory Liquidator of Reliance
Insurance Company, hereby respectfully requests that this Court grant this Petition and enter the
Order attached confirming the approval of the Liquidator and permittin g the direct payment from

Citicorp Insurance USA, Inc. to Citicorp USA, Inc. and its subsidiaries.



By:

OF COUNSEL.:

David F. Simon

Chief Counsel

The Pennsylvania Insurance Department
1341 Strawberry Square

Harrisburg, PA 17120

(717) 787-6009

Jerome R. Richter

Ann B. Laupheimer

Anthony Vidovich

Blank Rome Comisky & McCauley LLP
One Logan Square

Philadelphia, PA 19103-6998

(215) 569-5500

Dated: July 15, 2002

Respectfully submitted,

PEPPER HAMILTON LLP

sl S/

DEBORAH F. COHEN
ERIC ROTHSCHILD

3000 Two Logan Square

18" and Arch Streets
Philadelphia, Pa. 19103-2799
(215) 981-4000

Attorneys for Plaintiff

M. Diane Koken, Insurance Commissioner

of the Commonwealth of Pennsylvania, in her
official capacity as Statutory Liquidator of
Reliance Insurance Company




VERIFICATION

L, William S. Taylor, Deputy Insurance Commissioner of the Pennsylvania
Insurance Department, Office of Liquidations, Rehabilitations and Special Funds, am duly
authorized to make this Verification for and on behalf of M. Diane Koken, Insurance
Commissioner of the Commonwealth of Pennsylvania, as Statutory Liquidator (“Liquidator™) of
Reliance Insurance Company. I have read the Petition for Approval of Direct Payment of
Reinsurance Proceeds Pursuant to 40 P.S. § 221.34 by Citicorp Insurance USA, Inc. to Citicorp.
USA, Inc. and verify that the matters stated therein are true and correct to the best of my
knowledge, information and belief.

I understand that this Verification is made subject to the penalties of 18 Pa. C. S.

§ 4904 relating to unsworn falsification to authorities.

Executed on July V2. , 2002.

b Msaen &%’M&‘ "

William S. Taylor

PHLEGAL: #1281976 v (RH6G011.DOC)



CERTIFICATE OF SERVICE
I hereby certify that on July 15, 2002, I caused a copy of the foregoing Petition for

Approval of Direct Payment Pursuant to 40 P.S. § 221.34 by Citicorp Insurance USA, Inc. to
Citicorp USA, Inc. by Petitioner M. Diane Koken, Insurance Commissioner of the
Commonwealth of Pennsylvania, in her official capacity as Statutory Liquidator of Reliance
Insurance Company, Proposed Order and Verification to be served by first class mail, postage
prepaid, addressed to all persons listed on the attached Master Service List and:

Charles T. Locke

Locke & Herbert

900 Third Avenue

New York, NY 10022

(212) 355-7493
(212) 355-7674 (fax)

Dﬁb(ﬂ@h =+ Ci)h,a»h [

Deborah F. Cohen



Jerome R. Richter

Ann B. Laupheimer

Blank Rome Comisky & McCauley LLP
One Logan Square

Philadelphia, PA 19103

David F. Simon, Esquire

Chief Counsel

Pennsylvania Insurance Department
1341 Strawberry Square
Harrisburg, PA 17120

Marilyn K. Kincaid, Esquire
Reliance Insurance Company
(in Liquidation)

Three Parkway

Philadelphia, PA 19102

Hillary C. Steinberg

James Michael Matour

Hangley Aronchick Segal & Pudlin, P.C.
One Logan Square

Philadelphia, PA 19103

Jeffrey B. Rotwitt

Obermayer Rebmann Maxwell & Hippel
1 Penn Center, 19th Floor

Philadelphia, PA 19103-1895

Edward A. Perell
Debevoise & Plimpton
919 Third Avenue
New York, NY 10022

William Charles Bensley
George Whittaker Howard
Edward M. Nass

Howard Brenner & Nass, P.C.
1608 Walnut Street, Suite 1700
Philadelphia, PA 19103

Brad S. Karp

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

New York, NY 10019




Robert H. Levin

Adelman Lavine Gold & Levin, P. C.
1900 Two Penn Center Plaza
Philadelphia, PA 19102

Richard E. Poole

Potter Anderson & Corroon LLP
1313 North Market Street

P.O. Box 951

Wilmington, DE 19899-0951

Richard P. Coe

Weir & Partners, LLP

1339 Chestnut Street, Suite 500
Philadelphia, PA 19107

David Carl Franceski

Mark Jason Dorval

Stradley, Ronon, Stevens & Young, LLP
2600 One Commerce Square
Philadelphia, PA 19103-7098

Richard D. Batchelder, Jr.
Ropes & Gray

One International Place
Boston, MA 02110-2624

Frank F. McGinn

Bartlett Hackett Feinberg, P.C.
Suite 920

10 High Street

Boston, MA 02110

James W. Creenan

Francis X. McTieman
Wayman, Irvin & McAuley
1624 Frick Building
Pittsburgh, PA 15219

Janet S. Baer

Kirkland & Ellis

200 East Randolph Drive, Suite 6500
Chicago, IL 60601

Robert D. Rhoad

Dechert Price & Rhoads
Princeton Pike Corporate Center
P.O. Box 5218

Princeton, NJ 08543




Robert A. Kaufman

Michael L. Browne

Reed Smith Shaw & McClay LLP
2500 One Liberty Place
Philadeiphia, PA 19103

Thomas J. Madigan
Christopher A. Coppula
Cohen & Grigsby, P.C.

11 Stanwix Street, 15th Floor
Pittsburgh, PA 15222

Stephen C. Becker

Becker Law Office

P.O. Box 192991

San Francisco, CA 94119-2991

Terence R. Savage

Employment Development Department
State of California

800 Capitol Mall, Legal Office
Sacramento, CA 95814

Peter J. Boyer

McCarter & English, LLP

One Commerce Square

2005 Market Street, Suite 3600
Philadelphia, PA 19103

Philip A. Igneizi

Michael A. Murphy

Ogg, Cordes, Murphy & Ignelzi, LLP
Riverview Place

245 Fort Pitt Boulevard

Pittsburgh, PA 15222

John Norig Ellison

Timothy Patrick Law
Anderson, Kill & Olick P.C.
1600 Market Street, 32nd Floor
Philadelphia, PA 19103

Marvin L. Wilenzik

Elliott Reihner Siedzikowski & Egan, P.C.

925 Harvest Drive
P.O. Box 3010
Blue Beil, PA 19422




Jeremy J. O. Harwood, Esquire
Healy & Baillie, LLP

29 Broadway

New York, NY 10006-3293

Thomas V. White, Esquire
Joseph P. Rusnak, Esquire
Tune, Entrekin & White, P.C.
AmSouth Center, 21st Floor
315 Deaderick Street
Nashville, TN 37238

Robert D. Brown

Denato Minx & Brown

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

Mike Crane, Esquire

Law Office of McManus & Crane, LLP
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Victoria, TX 77902-2206
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