IN THE COMMONWEALTH COURT OF PENNSYLLVANIA

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

Defendant,

ORDER OF LIQUIDATION
AND NOW, this day of , 2001, upon consideration of

the Petition of M. Diane Koken, Insurance Commissionet of the Commonwéalth of
Pennsylvania, in her capacity as Rehabilitator of Reliance Insutance Company for
Liquidatioh in accordance with Article V of the Insurance Department Act of 1921, as
athended, 40 P.S. §211, et seq. and the Consent theteto, it is hereby ORDERED and
DECREED that said Petition is GRANTED.

It is furthet ORDERED and DECREED that:

1. The rehabilitation of Reliance Insurance Company (“Reliance” or the
“Company”) commenced under this Court’s Order of May 29, 2001 is hetreby
TERMINATED.

2. Reliance is hereby found to be and is declared INSOLVENT, as that term is

defined in 40 P.S. §§ 221.3, and as ptovided in 40 P.S. §§ 221.14(1) and 221.19.

114582.00600/20911463v1




3. Commissionetr M. Diane Koken and her successots in office (the
“Commissionet”) are hereby APPOINTED Liquidatot of Reliance and the Liquidatot or
her designees (the “Liquidator™) are directed immediately to take possession of Reliance’s
propetty, business and affairs as Liquidatot, and to liquidate Reliance in accordance with
Atticle V of the Insurance Department Act of 1921, as amended (40 P.S, §§211 et seq.) (the
“Act”), and to take such action as the interest of the policyholders, creditots ot the public
may requite.

4. The Liquidatot is heteby VESTED with all the powers, rights, and duties
authotized under the Act and other applicable law.

ASSETS OF THE ESTATE

5. The Commissionet, as Liquidator, is vested with title to all property, assets,
contracts and rights of action (“assets”) of Reliance, of whatevet nature and wherever
located, whether held directly or indirectly, as of the date of the filing of the Petition for
Liquidation. All assets of Reliance ate heteby found to be in custodia legis of this Court; and
this Coutt specifically asserts, to the fullest extent of its authority, (a) in rjm jurisdiction over
all assets of the Company whetever they may be located and regardless of whether they are
held in the name of the Company ot any othet name; (b) exclusive jutisdiction over all
determinations of the validity and amount of claims against Reliance; and (¢) exclusive

“jutisdiction over the detesmination of the distribution ptiority of all claims apainst Reliance.

6. The filing ot recotding of the Order with the clerk of the Commonwealth

Court ot with the recorder of deeds of the c;ounty in which the principal business of Reliance

is conducted, ot the county in which its ptincipal office ot place of business is located, shall
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impatt the same notice as a deed, bill of sale or other evidence of title duly filed ot recorded
with that recotder of deeds would have impatted.

7. All banks, inveétment bankets, companies, other entities ot other persons
having in theit possession. assets which are, ot may be, the property of Reliance, shall, unless
otherwise instructed by the Liquidator, deliver the possession of the same immediately to the
Liquidator, and shall not disburse, convey, transfer, pledge, assign, hypothecate, encumber or
in any manner dispose of the same without the priot written consent of, ot unless directed in
writing by, the Liquidatot.

| 8. All persons and entities are enjoined from disposing of or desttoying any
records pertaining to any transactions between Reliance and any patty.

9. The amount recoverable by the Liquidator from any reinsurer shall not be
ceduced as a result of this Order of Liquidation, regardless of any provision in a reinsutance
contract ot other agreement. Payment made directly by the reinsuser to an insured or other
creditor of Reliance shall not diminish the reinsurer’s obligation to Reliance, except to the
extent provided by law.

10.  All agents, brokers, and other persons having sold policiés of insurance issued
by Reliance shall account for and pay all unearned commissions and all premiums, collected
and uncollected, for the benefit of Reliance directly to the Liquidatot, within 30 days of
notice of this Order. No agent, broker, reinsurance intermediary ot other person shall
disbutse of use monies which come into their possession and are owed to, ot ate claimed by,

Reliance for any putpose other than payment to the Liquidatot.
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11, If requested by the Liquidator, all attorneys employed ot retained by Reliance
or performing legal setvices for Reliance as of the date of this Otder shall, within 30 days of
such request, repott to the Liquidator the name, company claim numbet (if applicable) and
status of each matter they are handling on behalf of Reliance. Said report shall include the
full caption, docket number and name and addtess of opposing counsel in each case and an
accounting of any funds received from or on behalf of Reliance for any purpose and in any
capacity.

12, Any entity furnishing telephone, water, electtic, sewage, garbage, delivery,
trash removal, or utility services to Reliance shall maintain such setvice and create a new
account for the Liquidatot as of the date of this Order upon instruction by the Liquidatot.

13.  Any entity (including any affiliate of Reliance) which has custody or control of
any data processing information and records (including but not limited to sousce documents,
all types of electronically stored information, master tapes or any othet recorded
information) relating to Reliance, shall transfer custody and control of such records in a
form teadable by the Liquidatot to the Liquidator as of the date of this Otder, unless
instructed to the contrary by the Liquidator.

14,  Any entity (including any affiliate of Reliance) furnishing claims processing ot
 data processing services to Reliance shall maintain such services and transfer any such
accounts to the Liquidator as of the date of this Order, unless instructed to the contrary by
the Liquidatot.

15.  Reliance, its affiliates, and their officers, directors, trustees, employees,

consultants, agents, and attotneys, shall: surrender peacefully to the Liquidator the premises
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where Reliance conducts its business; deliver all keys ot access codes thereto and to any safe
deposit boxes; advise the Liquidator of the combinations ot access codes of any safe ot
safekeeping devices of Reliance ot any password ot authorization code or access code
required for access to data processing equipment; and shall deliver and sutrender peacefully
to the Liquidator all of the assets, books, records, files, ctedit cards, and othet propérty of
Reliance in their possession o conttol, wherever located, and otherwise advise and
coopetate with the Liquidator in identifying and locating any of the foregding.

16.  Except for contracts of insurance and for reinsurance, all executoty contracts
to which Reliance is a patty as of the date of this Order may be affirmed or disavowed by the
Liquidator within 90 days of the date of this Ordet.

ATION AN CELLATION OF G

17. Al policies and contracts of insurance, whether issued within this
Commonwealth ot elsewhere, in effect on the date of this Otder shall continue in fotce only
with respect to sisks in effect at that time, for the lesset of the following: (a) thitty days from
the date of this Order; (b) until the normal expitation of the policy ot contract providing
insurance coverage; (c) until the insured has replaced the insurance coverage with equivalent
insurance with another insuter ot otherwise terminated the policy; or (d) until the Liquidator
has effected a transfer of the policy obligation pursuant to Section 221.23(8). All policies ot
contracts of insurance issued by Reliance are hereby cancelled and terminated for all

purposes effective thirty days from the date of this Order.
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WORKERS COMPENSATION AND -
PERSONAL INJURY PROTECTION CLAIMS

18.  Fot a period not to exceed 90 days from entty of this Otder, the Liquidatot 13
authotized bﬁt not obligated, in het sole discretion, to make arrangements for the continued
payment in full of the claims under policies of wotkets compensation and undet po]icies.

‘providing personal injury protection (P1P) by making the facilities, computer systems, books,
records and atrangements with third party administeators (to the extent possible) of Reliance
available for the processing and payment of such claims, to any affected guaranty assoclation
(ot other entity that is the functional equivalent) and to states and state officials holding
statutory deposits for the benefit of such wotkers compensation and PIP claimants,
provided, howevet, that such guaranty associations, states of state officials shall provide or
make available the funds to make the actual payment of such claims. In citcumstances
whete a guatanty association certifies in writing to the Liquidatot that it does not have the
immediate ability to fund the payment of workets compensation and PIP claims that are its
obligation by law, the Liquidator is authotized to advance the funds, if available, from

Reliance to pay such claims on a tempotary basis fot a period not to exceed 90 days,

provided that the guaranty association enters into a written agreement that such advances
shall be treated as a distribution pursuant to 40 P.S. §221.36. The Liquidatot shall have the
discretion to accept such interim assutances as she deems adequate in lieu of a formal

agreement.
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TICEAND P EDURE FOR FILING CILAIMS

19.  The Liquidatot shall give notice by first-class mail to all persons which or who
may hax_re claims against Reliance, contingent ot otherwise, as disclosed by its books and
recotds, and advising claimants to file with the Liquidator their claims together with proper
proofs thereof on ot befote the date (which shall be no eatlier than one yeat from the date
of the notice) the Liquidator shall specify therein. The Liquidatot shall also cause a notice to
be published in newspapets of general circulation whete Reliance has its principal places of
business, as well as in the national edition of the Wall Street Journal, (a) specifying the last
day for the filing of claims; (b) advising all persons of the procedure by which all persons
may present their claims to the Liquidator; (c) advising all persons of the Liquidatot’s otfice
wherein they may present theit claim; and (d) advising all persons of their right to present
their claim ot claims to the Liquidator. Any and all persons, firms, or corporations having ot
claiming to have any accounts, debts, claims or demands against Reliance, contingent or
otherwise, or claiming any right, ttle, ot intetest in any funds or property in the possession
of the Liquidator are requited to file with the Liquidator at the location designated in the
above-described notices, on ér before the date specified by the Liquidator as the last date
upon which to file a claim (which shall be no eatlier than one yeat from the date of the
notice), a propetly completed proof of claim or be thereafter barred as claimants against any
assets in the hands of the Liquidator, unless a late filing is pezmitted under 40 P.3. §221.37.

- No person shall participate in any distribution of the assets of Reliance unless such claims
are filed and presented in accordance with and within the time limit established by the

Liquidator, subject to the ptovisions for the late filing of claims in 40 P.3. §221.37.
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EXP ES, PAYME D SUITS

20,  Without filing a petition for disttibution, the Liquidatot shall have the
discretion to pay as costs and expenses of administration, pursuant to 40 P.S. §221.44, the
actual, reasonablé and necessary costs of preserving or recovering assets of Reliance and the
costs of goods ot services provided to and approved by Reliance (In Rehabilitation) ot this
Coutt duting the petiod of Rehabilitation and that are unpaid as of the date of. this Order.
The rights and labilities of Reliance and of its creditoss, policyholders, trustees,
shareholdets, members, and all other persons interested in this estate shall be determined in
accordance with the Act as of the date of the filing of the Petition for Liquidation.

21, Reliance, its affiliates, or their directors, officets, trustees, employees,
attorneys, brokets, consultants, agents, insureds, creditors, and any other petsons, wherever
located, ate enjoined from: (a) the transaction of further business; (b) transferring, selling,
concealing, terminating, canceling, destroying, disbutsing, disposing of or assigning any
assets, funds or other property of any nature; (¢) any interference, in any manner, with
Commissioner M. Diane Koken or her successors, or any of her designees in liquidating
Reliance’s business and affaits; (d) any waste of Reliance’s assets or propetty; (¢) the
dissipation and transfer of bank accounts and negotiable instruments; (f) the institution or
further prosecution of any actions in law ot equity on behalf of or against Reliance; (g) the
obtaining of preferences, judgments, attachments, garnishments ot liens against Reliance’s
assets, propetty and policyholders; (h) the levy of execution process against Reliance and its
assets, property and policyholders; (i) the negotiation ot execution of any agreement of sale

ot deed conveying personal or real property fot nonpayment of taxes of assessments ot for
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any other purpose; (f) withholding from the Liquidator ot her designees or removing,
concealing, transferting or destroying books, accounts, documents, policies ot policy related
documents ot othet records réiating to Reliance’s business; (k) making any assessments Or
indirectly collecting such assessments by setting them off against amounts otherwise payable
to Reliance; (1) attempting to collect unpaid premiums, deductibles ot self insuted retentions
from Reliance’s insureds; and () the taking of any other action which might lessen the value
of Reliance’s assets ot property, prejudice the tights and interests of policyholders and
creditors, ot interfere in the administration of the ptoceeding.

22 Unless the Liquidatot consents thereto in wtiting, no action at law or equity,
or arbitration ot mediation, shall be brought against Reliance or the Liquidatot, whether in
this Commonvwealth ot elsewhere, nor shall any such existing action be maintained or further
prosecuted after the date of this Order. All actions, including arbitrations and mediations,
cutrently pending against Reliance in the courts of the Commonwealth of Pennsylvania ot
clsewhete are hereby stayed. All actions, atbitrations and mediations, against Reliance or the
Liquidator shall be submitted and consideted as claims in the liquidation proceeding.

23. Al proceedings in which Reliance is obligated to defend a patty in any coutt
of this Commonwealth are herehy stayed for ninety (90) days from the date this Otdet. The
Liquidator, pursuant to 40 P.S. §221.5(a), her designees and/ot the Peansylvania Property
and Casualty Insurance Guaranty Association may petition this Court for extensions as
needed in the exercise of their respective discretion. With respect to suits and other
proceedings in which Reliance is obligated to. defend a patty, pending outside the

Commonwealth of Pennsylvania and in federal cousts of the United States, this Ordet
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constitutes the request of this Coust for comity in the imposition of a 90-day stay by such
coutts ot ttibunals, and that those courts afford this otder deference by reason of this
Coutt’s responsibility for and supetvisory authotity over the rehabilitation of Reliance, as
vested in this Coutt by the Pennsylvania Legislature The Liquidatot is avthorized to
coopetate in assisting any guaranty association in any jutisdiction to enforce any stay of any
action provided for in any relevant law of another state. Any person that fails to honor a
stay otdeted by this Couzt or violates any provision of this Otdet, where such person has a
claim against Reliance, shall have their claim subordinated to alt othet claims in the same
class, with no payment being made with respect 0 such claim until all others in the same
class have been paid in full, in addition to any other remedies available at law or in equity.

24, No judgment or order against Reliance or its insureds enteted after the date of
filing of the Petition for Liquidation, and no judgment ot ordet against Reliance entered at
any time by default ot by collusion, need be considered as evidence of liability ot quantum of
damages by the Liquidator.

25.  No action ot proceeding in the nature of an attachment, garnishment, or
execution shall be commenced ot maintained in this Commonwealth ot elsewhere against
Reliance or the Liquidator, ot their assets.

26.  All secured cteditors or patties, pledges, lienholders, collateral holdets or other
pesson claiming secured, ptiotity ot preferred interests in any property or assets of Reliance
are hereby enjoined from taking any steps whatsoever to transfet, sell, assign, encumbet,
attach, dispose of, or exetcise, putported rights in ot against any property of a3 sets of

Reliance except as provided in 40 P.S. §221.43.

10
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27, All references to “Reliance” herein shall include the former subsidiasies which
wege previously merged into Reliance Insurance Company with apptoval of the
Commissioner, including Reliance National Indemnity Company, Reliance National
Insurance Company, United Pacific Insurance Company, Reliance Direct Company, Reliance
Surety Company, Reliance Universal Insurance Company, United Pacific Insurance
Company of New York and Reliance Insurance Company of Iiinots.

08 This Otder shall be effective on the date of entry specified above and

supetcedes this Court’s Order of May 29, 2001,

James Gardner Colins, J.

11
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IN THE COMMONWEALTH COURT OF PENNSYLVANIA

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

Plaintiff,

£ 1)

v. DOCKET NO. 269 MD 2001

RELIANCE INSURANCE COMPANY,

Defendant.

PETITION FOR LIQUIDATION

Petitioner M. Diane Koken, Insurance Commissionet of the Commonweﬁlth of
Pennsylvania (the “Commissioner™), in her capacity as Rehabilitatos of Reliance Insurance
Company (the “Rehabilitator”), hereby seeks an order of liquidation of the business and
affairs of Reliance Insurance Company (in Rehabilitation) (“Reliance” or the “Company”),
effective immediately, putsuant to Article V of the Insutance Department Act of 1921 (the

“Act”), 40 P.S. §§221.14, 221.18(a), 221.19, and 221.20.

INTRQDUCTION

The serious financial difficulties faced by Reliance, which wete worse than known by
the Commissioner on May 29, 2001 when the Order of Rehabilitation was entered, were
exacerbated recently by the ramifications of the terrorist attack on the World Trade Center.
Specifically, Reliance’s main sousce of cash to pay claims, teinsurance receivables, has slowed
seriously since the attack from already unacceptable levels. This obviously unanticipated

development occurted in the context of the Commissioner’s receipt, during the last week, of
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financial statements as of March 31, 2001 showing a negative surplus of $1.05 billion (a
much mote negative level than was known on May 29), and financial modeling resuits that
indicate that Reliance will run out of cash as eatly as the current quarter of 2001 (assuming
no extraordinary soutces of cash). The coalescing of these three factors, any one of which
rendets impossible a successful rehabilitation whete all policyholder claims ate paid in full,
" has forced the difficult conclusion that Reliance should be placed in liquidation immediately.
Accordingly, the Commissioner, after extensive and diligent effott, has determined
that there is no alternative to the liquidation of Reliance, for the following reasons, as
explained more fully herein: the Commissioner has determined, putsuant to §221.18(a) of
the Act, that due to a vatiety of circumstances, any further attempts to rehabilitate Reliance
would substantially increase the tisk of loss to creditots, policyholders and the public, and
would be futile. Specifically, among other things, it has been determined that the assets of
Reliance will be insufficient to pay all policyholder claims in full, and accordingly, that the
equitable pro-rata disttibution of assets in liquidation is in the public intetest. The
Commissionet has further determined, pursuant to §221.14(1) of the Act, that Reliance is
insolvent, .and that absent the possibility of a xlriable rehabilitation plan, the further
transaction of business would be hazardous, financially, to its policyholdets, creditors and
the public. In addition, §221.19 of the Act provides that all gtounds for rehabilitation undet
§221.14, including consent of the insuret, are grounds for liquidation. Reliance, through the
Rehabilitator, acting puréuant to het authority under 40 P.S. §221.16(b), has consented to the
entry of the proposed Order of Liquidation due to the Futility of further efforts at

rehabilitation and the Company’s insolvent and financially hazardous condition.
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JURISDICTION
1. Jusisdiction is foundéd upon 42 Pa. C.8. §761(a) and 40 P.S. §221.4(d).
P IES

2, Plaintiff is M. Diane Koken, acting in her official capacity as Insurance
Commissionet of the Commonwealth of Pennsylvania and as Rehabilitator of Reliance. The
Commissioner maintains her principal office at 1326 Strawberry Squate, Hartistown State
Office Building No. 1, Hartisburg, Pennsylvania 17120.

3. Under the Act, the Commissioner is vested with the authortity and charged
with the duty to execute the insurance laws of the Commonwealth of Pennsylvania for the
protection of policyholders, creditots and the public, generally. 40 P.S. §221.1 et seq; see 40
P.S. §§41-42.

4. Reliance is primarily a property and casualty insurer organized and existing
under the laws of the Commonwealth of Pennsylvania. Reliance is domiciled in
Pennsylvania and maintains ptincipal places of business at Three Patkway, Philadelphia,
Pennsylvania, 19103, and 5 Hanover Street, 17t Floor, New York, New York, 10004.

BACKGROUND

5. Based upon its financial condition reported on November 16, 2000, the
Commissionér, with Reliance’s consent, placed Reliance under the formal supervision of the
Department on January 29, 2001, See 40 P.5. § 22111

6. On May 29, 2001, this Court, with the consent of Reliance, issued an Otrder of

Rehabilitation, appointing the Commissionet as statutory Rehabilitator of Reliance putsuant
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to the Act. See 40 P.S. §221.15. The Commissionet now brings this Petition for Liquidation
putsuant to the authority conferred on her by 40 P.8. §§ 221.18(), 221.19 and 221.20.

7. At the inception of the rehabilitation on May 29, 2001, more than halfway
through the second quartet of 2001, Reliance had not completed or delivered to the
Departrment its year-end December 31, 2000 financial statement. Reliance’s failure to deliver
timely ﬁnancial information to the Depattment prevented the Commissioner from accurately
evaluating the Company’s financial condition until well after the Commissioner took control
of the Company in tehabilitation. Only after May 29, when the Comfr:issioner and the
Rehabilitation T'eam moved into Reliance’s ofﬁcgs and had unfettered access, for the first
time, to Reliance’s books, records and employees (as were still available and cooperative), did
the Rehabilitatot have the opportunity té assess objectively Reliance’s claims exposure,
Reliance’s claims reserve adequacy, and Reliance’s reinsurance assets.

8. The Commissioner, as Rehabilitator, estimated that up to six months would be
needed to evaluate the financial condition of Reliance in sufficient detail to make a
reasonable assessmen; of the feasibility of a Plan of Rehabilitation for Reliance or whether
liquidation waé necessary. After four months of diligent efforts, the Commissioner has
determined (a) that the continued rehabilitation of Reliance would substantially increase the
tisk of loss to policyholders, creditors and the public, and would be futile; and (b) that the
Company is insolvent as that teem is defined in the Act. See 40 P.S. §§ 221.3, 221.18(a).
These conclusions ate suppotted by: (a) the just-completed fitst quarter (3 /31/01) financial
statements of Reliance, which show a sigxul:ﬁcantly worse financial position than wa.;; known

to the Rehabilitator as of May 29, 2001; (b) the ongoing shortfall in cash receipts (especially
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reinsurance) needed to pay Reliance policyholder claims and administrative expenses; and (c)
output from the long-term financial model prepated by Ernst & Young which shows, as of
September 29, 2001 and considering the recent rate of reinsurance collections, that Reliance

will be unable to pay policyholder claims as early as this fourth quarter of 2001,
ROUNDS FOR LIQUIDATI
A, Further Attempts to Rehabilitate Reliance Would Be Futile

9. Section 221.18(a) of the Act provides:

Whenever [s]he has reasonable cause to believe that further attempts to

rehabilitate an insurer would substantially increase the risk of loss to creditors,

policy and certificate holders, or the public, or would be futile, the

rehabilitator may petition the Commonwealth Court for an order of

liquidation. . ..
40 P.S. §221.18(z). The Commissioner, as Rehabilitator of Reliance, has determined that
further attempts to rehabilitate Reliance would substantially increase the risk of loss to the
policyholders, claitmants and creditors of Reliance and would be futile. Specifically, there will

be insufficient assets to pay all policyholder claims in full.

1, First Quarter Financial Statements Disclosed A
Fi i ndition Worse Than Previousl

10.  On November 16, 2000, Reliance provided the Department with a copy of its
2000 thitd quatter financial statements showing that as of September 30, 2000, the Company
had a surplus of approximately $624 million. Because the repotted surplué had decreased
dramatically, the Department informed Reliance that supervision under the Act would be
required, and the Department and the Company began negotiating the terms of a

supetvisoty order. On January 29, 2001, with the agreement of the Company, the

Commissioner entered an order placing Reliance under statutory supervision,

5
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11.  In Febtuaty, 2001, the Company notified the Department that its December
31, 2000 yeat-end audited financial statements were not complete and would not be
provided. In tesponse, the Department demanded additional information from Reliance’s
officets, directors and managers regarding whether and how much the Company’s financial
condition had deteriorated as compated with the 2000 third quarter financial statements.

12.  In April 2001, the Depattment placed a representative at Reliance to monitor
the Company while a consent to formal rehabilita’tion proceedings was negotiated between
the Department and the directors of Reliance. Reliance reported to the Department on
Aptil 4, 2001 that the 2000 year-end financial statements temained incomplete and further .
confirmed that, as of December 31, 2000, the Company’s surplus was negative $220 million.
The Department immediately took steps to finalize Reliance’s consent to rehabilitation
(which was believed desirable to avoid a potentially lengthy contested proceeding) and place
Reliance in rehabilitation,

13.  On May 29, 2001, the Company’s boatd of ditectors consented to the entry of
an Otder of Rehabilitation. The Commissioner, as Rehabilitatot, then took control of the
Company.

14.  Shottly after the commencement of rehabilitation,.when it became appatent
that Deloitte & Touche could not predict when the audited December 31 financials would
bé completed, the Rehabilitator dischatged the auditors and directed the Company to
immediately complete the 2000 yeat-end financial statements. In mid-August, 2001, the

Company provided the Rehabilitator with unaudited financial statements showing that, as of
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December 31, 2000, Reliance’s surplus was actually negative $730 million -- not the negative
$220 million reported by the Company in April, 2001.

15.  The Rehabilitator directed the Company to prepate the 2001 first quartet
financial statements for the petiod ending Match 31, 2001. On September 28, 2001,
Reliance completed the financial statements, which showed that as of Match 31, 2001, the
total admitted assets of Reliance wete §8.8 billion, The total liabilities of the Company, as of
that same date, wete approximately $9.9 billion, leaving a negative surplus of
$1,053,700,000. See Attachment “A”, First Quarter 2001 Balance Sheet.

16.  Since March 31, 2001, the financial condition of Reliance has continued to
deteriorate. Consequently, the negative sutplus reflected on the March 31 balance sheet
likely undetestimates the present financial condition of the Company. Reliance’s total asséts
of $8.8 billion assumes that all seinsurance recoverables (approximately $5.1 billion) are
collectible from the Company’s over 1000 reinsurers. The delays Reliance is expetiencing in
collection have increased since the Wotld Trade Center tragedy on September 11, 2001,
which has caused significant uncertainty in the insurance industry. Other assets have also
declined in value.

17.  Given that Reliance’s liabilities exceeded its assets by well over $1 billion as of
Match 31, 2001, combined with the deteriorating reinsurance collections, the continued
rehabilitation of Reliance would likely increase the risk of loss to the Company’s insuteds,

creditors and the general public and would be futile. See 40 P.S. §221.18(a).
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s in Receipt of Reinsurance Pr

18.  Reinsutance receivables and recovetables comprise Reliance’s largest pool of
assets and account fot ovet 65% of Reliance’s cash receipts. Reliance’s ability to meet its
daily policyholder claims and expense obligations depends on timely and continuing receipt
of teinsurance proceeds. Since the beginning of 2001, and throughout the period of the
rehabilitation, Reliance has been experiencing greater delays in receipt of reinsurance
proceeds from its reinsurers than it had experienced as a matter of course over the years.
The Rehabilitator made concerted efforts to expedite the payment of reinsutance proceeds
upon taking over Reliance, but has not seen improvement.

19.  Recent events have made timely coliections evén mote difficult. The Wotld
Trade Center complex housed several of Reliance’s reinsurets and reinsutance
intermediaties, and the destruction of those buildings and the loss of life on September 11
exacerbated the delay in receipt of seinsurance proceeds. Reinsurance receipts in Septembet
weze lower than ptojected, and lower than the receipts in July and August,

20.  Although Reliahce holds some non-reinsurance assets, most of these assets are
not readily marketable and considetable time will be required to accomplish sales of these
assets at commercially reasonable ptices. The delays in collection of reinsurance proceeds
will result, in the very near future, in Reliance being unable to pay claims as they become
due, threatening to inctease the risk of loss to Company policyholdets, absent the otdetly

liquidation process set forth in the Act.
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3, Clgims P nt Requirement in Comi hs Cannot Be Me

21.  Reliance’s current weekly cash needs for claims and expenses average between
$35 and $40 million. This figure increased from the last status report due to the expiration
of stays and the increase in litigation activity after the end of the summer slow-down.
Projections reflect that reinsurance teceipts are expected to average only between $12 and
$18 million per week in the near future. Reliance’s residual premium income is projected to
shrink from approximatély $17 million in the month of September to only $5 million in
December 2001.

22, Cash flow projections show that Reliance will lack available cash from all
otdinary sources to meet its obligations as they come due over the course of the next three
months. Indeed, without the projected but uncettain asset sales, commutations and
borrowings, Reliance has insufficient cash resoutces to meet its present financial obligations.

23.  'The most cutrently available information shows that for the month of
Septembet, 2001, Reliance’s paid losses, payroll and operat:'mg expenses totaled over $111
million. Reliance’s cash receipts in the month of Septembet, including the proceeds from
the sale of certain pieces of real estate and business operations, totaled only approximately
$80 million, resulting in a cash deficit of over $31 million. Reliance was forced to cover
Septembet’s deficit with, inter alia, botrowings from two if its wholly-owned subsidiaties and
utilizing most of its temaining available cash.

24, Cash flow projections fot the months of Octobet, November and December,
2001 reveal ever larger cash deficits resulting from anticipated delays in reinsurance receipts

and an increase in claims payments. The expected increase in claims payments results as
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previously stayed suits against insureds proceed to trial, result in verdicts or settle prior to
trial. Over 170 cases pending against Reliance insureds are scheduled for ttial in the next
sixty days. Payment of these claims in the next few months, either by settlement ot after
judgment, assuming coverage, will deplete Reliance’s limited cash resources even further.

25.  Reliance’s cash requitements ate also expected to rise in the future due to the
release from stays of the backlog of lazge-dollar cases in litigation. Reliance will run out of
all available cash eatly in the fourth quarter of 2001,

4, Inabili Access Deposits Held in Othet States

26.  Despite efforts of the Rehabilitator to obtain the types of agteements
approved by this Court’s August 2, 2001 Order regarding statutory deposits, many states,
including those holdiﬁg the most significant deposits, have refused to release Reliance’s
statutory deposits (amounting to over $400 million) to the Rehabilitatot to pay approptiate
claims, The inability of the Rehabilitator to obtain access to these statutory deposits has
conttibuted to Reliance’s serious cash flow deficiencies and supports the conclusion that
further efforts to rehabilitate Reliance would be futile.

5. Decline in Value of Symbol Technolo ommon Stock

27.  The most subétantial, readily matketable asset of Reliance consists of its
holdings of approximately 11.2 million shares of Symbol Technologies Inc. common stock.
By May 2001, just priot to the filing of the Petition for Rehabilitation, the stock was trading
at $26 a share. Since May 2001, Symbol "Technologies’ stock price has declined, trading at

apptoximately $10 a share on September 28, 2001,
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6. iance Group Continues to Hol Million in Reliance Assets

28.  The Rehabilitatot’s efforts, in both this Court and federal bankruptcy court, to
obtain $95 million in Relance assets held by RGH have been vigorously resisted by RGH
and its atrorneys. The inability to obtain these funds has also contributed to Reliance’s
liquidity crisis.

7. The Financial Model Shows Rehabilitation Is Not Feasible

29, After the entry of the May 29 Order, the Rehabilitator hited the accounting
and consulting fitm of Ernst & Young to develop a financial model (the “model”) that
would project the ability of Reliance to meet its policyholder obligations over a period of
years under continued rehabilitation by the Commissioner. The model prepared by Frnst &
Young, based on data and assumptions provided by Reliance and the Rehabilitation staff,
was delivered within the last week to the Rehabilitator. It shows that Reliance will have
insufficient cash assets to fund claims payments on a monthly basis as eatly as the curtent
quattet of 2001. The model also shows, with less precision due to the inherent
unpredictability of future claims activity and potential loss exposute, that Reliance’s assets
will be insufficient to meet its projected policyholder claims, in the aggregate.

30.  Given the financial condition of Reliance as of Match 31, 2001, advetse
developments in Reliance’s reinsutance collections, the refusal of key states to release the
Company’s statutoty deposits to the Rehabilitator for the payment of apptroptiate claims, the
decline in value of the primarjr marketable asset of Reliance, the inability to obtain the $95

| million held by RGH, and the projections set forth in the model, the continued tehabilitation

11

114582.00600/20911852v1




of Reliance is futile and not in the best interest of the Company’s policyholdets, claimants
and creditors.
B. Reliance Is Insolvent
31.  Section 221.19 of the Act provides that “[a]ny ground on which an order of
rehabilitation may be based, as specified in section [221.14], whether ot not there has been a
. priot otder of rehabilitation of the insurer, shall be grounds fot liquidation.” Seg 40 P.S.
1§221.19. Section 221.14 provides that an appropriate ground for liquidation is the
insolvency of the insurer. See 40 P.S. §221.14(1), The section states, “An order of
[liquidation] may be based on . . . the following ground[] . . . the insurer is insolvent, ot in
such condition that the furthet transaction of business would be hazardous, financially, to its
policyholders, creditors or the public.” Id.; see 40 P.8. §221.19.
32.  Por an insurer such as Reliance, the Act defines insolvency as:
[fThe inability to pay its obligations when they ate due, or whose admitted
assets do not exceed its liability plus the gteatet of (i) any capital and surplus

required by law fot its otganization, ot (i) its authorized and issued capital
stock.

See 40 P.S. §221.3

33.  Reliance’s total liabilities exceed its total assets by approximately
$1,053,700,000. (This deficit does not take into account the statutotily determined minimum
level of capital and surplus Reliance is required to maintain for the purpose of ensuring
sufficient assets to protect the interests of the Company’s insuteds, creditors and the public.
See 40 P.S. §221.3; see also 40 P.S. §§221.1-A ¢t seq. If the requited capital and surplus were

considered, the deficit would be considerably more than $1.1 billion).
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34.  Based on the outpuf of the Frnst & Young financial model, the sale of
Reliance’s non-cash assets will not improve the financial position of the Company to the
point where Reliance would be able to meet its policyholder liabilities at 100% while
maintaining the required minimum level of statutory capital and surplus,

35.  Inaddition, Reliance presently has insufficient cash assets to pay its
obligations as they come due. Seg 40 P.3. §221.3,

36.  Under 40 P.S. §§221.3 and 221.14(1), Reliance is insolvent, and the entry of an
Otdet of Liquidation is necessaty for the equitable protection of policyholders.

C. Reliance Consents To Liquidation

37.  Sections 221,14 and 221.19 provide that an Order of Liquidation may be
entered where “[tJhe board of directors . . . request ot consent to [liquidation] undet this
article.” 40 P.S. §221.14(12).

38, The Commissionet, as Rehabilitator, is vested with “all the powers of tﬁe
ditectors, officers and managers, whose authority shall be suspended, except as they ate
redelegated by the rehabilitator,” See 40 P.8. §221.16(b). Putsuant to her authority under 40
P.S. §221.16(b), the Rehabilitator of Reliance consents to the entry of an Order of
Liquidation in accordance with 40 P.S. §§221.14(12) and 221.16(b), as reflected in the
executed Consent to Entry of Otder Liquidation and Waiver of Notice and Heating,

39.  The consent provides independent and sufficient grounds fot the entry of an

Otder of Liquidation.
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WORKERS COMPENSATION AND
PERSONAL INJURY PROTECTION CLAIMS

40.  Upon entty of the proposed order of liquidation, televant state guaranty
association statutes are triggered and guaranty associations become obligated, to the extent
of their statutory coverage, for payment of the Elaims of Reliance insureds and claimants
under policies of insurance.

41, Upon entry of an otder placing Reliance in liquidation, delays of sixty to
ninety days ot mote may be experienced before the guaranty associations in the states and
tertitories of the United States ate able to administet, process and begin paying the coveted
claims of Reliance’s policyholdets.

42.  To maintain continued confidence in the insurance system, the Commissioner
seeks the apptoval of the Coutt to continue timely to pay workers compensation and
petsonal injury protection (I“PIP”) claims of claimants. The Commissionet’s request to pay
these claims would be subject to the conditions that (1) sufficient funds exist to make the
payments; (2) the guaranty associations would endeavor to assume the payment obligations
expeditiously; and (3) the Commissioner would have the discretion to pay fot a petiod up to
90 days and the discretion to cease payments at any time.

43.  Workers compensation and PIP claimants ate particulatly prejudiced by delay
in the pr.ocessing of claims payments. These individuals rely upon benefits payments to
cover medical and living expenses. A delay of sixty to ninety days could create significant
hardship for these claimants, as they may not have sufficient tresources to meet these

expenses.
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44,  Under all guaranty association statutes in evety state, claims for wotkers
compensation are covered 100% without limit. Effectively all PIP claims ate also covered.
Due to the inabi]ify to give the associations any sigtﬁﬁcant advance warning as to the filing
of this petition for liquidation, there is a need for the Liquidator to cooperate with guaranty
associations in transitioning covered claims.

45.  There also exist for the benefit of workers compensation claimants cettain
statutory deposits in certain states that may be available to pay wotkers compensation claims.

46.  'The pedtioner seeks authority to make the facilities, computet systems, books,
tecords and arrangements with thitd paty administrators of Reliance available for the
processing and payment of such claims, fot a period not to exceed 90 days, if she
detetmines, in her discretion, that to do so is in the best interests of the policyholdets and
the public interest.

47.  'To avoid the potential creation of preferences, as well as the possibility of
double tecovery by some claitants, the Commissioner futther requests that the Ordet of
Liquidation provide that the Liquidatos is authorized in exercising her discretion to enter
into agreements with gnaranty associations to have the guaranty associations fund the
payments of such workers compensation and PIP claims, but to use the systems, facilities,
third patty administrators and books and records of Reliance to effectuate payment, fof 2
petiod not to exceed 90 days. The Commissioner anticipates that some guaranty
associations may not have funds available on an immediate or short-tetm basis. In such
instances, the Liquidator should be authorized to exercise her discretion, if she chooses to

do so, to advance such funds from the estate, if the advancement is treated as an early
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access payment as desctibed in 40 P.S. §221.36. The Liquidator will eventually requite
written agreements memorializing the commitment by the guaranty associations to treat
advancement of moneys as eatly access.

STAY OF LITIGATION

48.  Section 221.26 of the Act ptovides that upon entry of an Order appointing the
Commissioner liquidator of a domestic insuter, ali existing actions brought against the
insuret are prohibited from continuing, The Section states: “Upon issuance of an order
appointing the liquidator of 2 domestic insutet[]] . . . no action at law or equity shall be
brought by ot against the insurer, whether in this Commonwealth or elsewhere, nor shall any
such existing actions be continued after issuance of such order.”” 40 P.S. §221.26(a).

49.  Dursuant to 40 P.S. §221.26, the Commissioner requests that the Otder of
Liquidation provide that all actions pending against Reliance, in the Commonwealth of
Pennsylvania or elsewhere, be stayed indefinitely.

50.  Upon eatty of an order declating an insurer insolvent, 40 P.S. §991.1819(a)
provides that actions pending in the Commonwealth of Pennsylvania against the company’s
insureds are stayed fot ninety days “to permit propet defense by the [guaranty] association of
all pending causes of acton.” 40 P.S. §991.1819(a). Given the size of Reliance and the fact |
that Reliance has over 75,000 policyholdets, many with claims that may be covered by the
Pennsylvania Property and Casualty Insurance Guaranty Association (“PPCIGA”), and
many with actions pending against them in this Commonwealth, the Commissionet reserves
the right to petition the Coutt for an extension of this ninety day stay undet Section

991.1819 as needed to protect the intesests of insureds, the PPCIGA, the estate of the
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insutet, or the public. Othet state guatanty association acts contain similar stay provisions
and the Liquidator requests the authority to coopetate with such associations in seeking the
implementation of such stays in other states. With respect to suits and other proceedings
outside the Commonwealth of Pennsylvania and in federal courts of the Uniteci States, the
Commissioner requests that the Order of Liquidation include 4 request by this Coust for
comity in the imposition of a 90-day stay by such céurts ot tribunals, and that those courts
afford this ordet deference by reason of this Court’s responsibility for and supervisoty
authotity over the réhabilitation of Reliance as vested in this Court by the Pennsylvania
Legislatute.
EFFECTIVE DATE OF LIQUIDATION
51. The Commissioner requests that the liquidation of Reliance be effective

immediately.
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WHEREFORE, Plaintiff respectfully requests that this Court grant the Petition, enter
an Order of Liquidation in the form attached hereto, and otder such other relief as this -

Court deems necessary and approptiate.

BLA E COMISKY & MCLAULEY LLP

Rchfex

ME R. RICHTER

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

Attorneys for Plaintiff

M. Diane Koken, Insurance Commissioner

of the Commonwealth of Pennsylvania, as
Rehabilitator. for Reliance Insurance Company

OF COUNSEL:

David F. Simon

Chief Counsel

The Pennsylvania Insurance Department
1341 Strawberry Square

Hartisburg, PA 17120

(717) 787-6009

Dated: October 3, 2001
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CERTIFICATE OF SERVICE

I, Anthony Vidovich, hereby certify that this day a true and cotrect copy of the
foregoing Petition fot Liquidation was setved on all persons listed on the attached Mastet

paid.

Service List by facsimile and U.S. Mail, postage pre '
Dated: October 3, 2001 % %Z
Anthonyyzfvich
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Master Service List

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

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

David F. Simon

Chief Counsel

Pennsylvania Insurance Department
1341 Strawberry Square
Harrisburg, PA 17120

(717) 787-6009

Marilyn K. Kincaid

Reliance Insurance Company in
Rehabilitation

5 Hanover Street

New York, NY 10005

(212) 858-6500

Hillary C. Steinberg

James Michael Matour

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

Philadelphia, PA 19103

(215) 568-6200

Jeffrey B. Rotwitt

Obermayer Rebmann Maxwell & Hippel
1 Perm Center, 19" Floor

Philadelphia, PA 19103-1895

(215) 665-3000

Bdward A. Perell
Debevoise & Plimpton
875 Third Avenue
New York, NY 10005
(212) 909-6000
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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

Brad S. Karp

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

New York, NY 10019

(212) 373-3000

Robert H, Levin

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

(215) 568-7515

Richard E. Poole

Potter Anderson & Corroon LLP
1313 North Market Street

P.0O. Box 951

Wilmington, DE 19895-0951
(302) 984-6006

Richard P. Coe

Weir & Partners, LLP

1339 Chestnut Street, Suite 500
Philadelphia, PA 19107

(215) 665-8181

Theodore E. Huenke

Huenke & Rodriguez

One Huntington Quadrangle, Suite 2502
Melville, NY 11747

(631) 756-2024




Andrew K. Stutzman

David Carl Franceski

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

(215) 564-8008

Roy S. Cohen, Esquire

Nicole L. Herman, Esquire

Cohen, Segalis, Pallas & Greenhall, P.C.
1515 Market Street, 11™ Floor
Philadelphia, PA 19102

(215)564-1700

Richard D. Batchelder, Jr., Esquire
Ropes & Gray

One International Place

Boston, MA 02110-2624

(617) 951-7000

Adam B. Kutinsky, Esquire

Hertz, Schram & Saretsky

1760 S. Telegraph Road, Suite 300
Bloomfield Hills, MI 48302

(248) 335-5000

Frank F. McGinn, Esquire
Bartlett Hackett Feinberg, P.C.
Suite 920

10 High Street

Boston, MA 02110

(617) 422-0200
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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 Commonwealth of Pennsylvania, pursuant to
40 P.S. § 221.16(a), to act on her behalf in her capacity as the Rehabilitator of Reliance
Insurance Company. I hereby verify that the facts set forth in the foregoing Petition for
| Liquidation are true and correct to the best of my knowledge, information and belief.

I understand that the facts stated in the Petition are made subject to the penalties of

18 D.S. § 4904 relating to unsworn falsification to authorities.

(S
Date: October _Z., 2001 WO \.&SD\EM—_ S . \ OV\.,,'&»—]

William S. Taylor

Deputy Insurance Commissioner for
Liquidations, Rehabilitations and
Special Funds
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Exhibit A




'+ RELIANCE INSURANCE COMPANY
CONSOLIDATED DOMESTIC STATEMENT OF ASSETS AND LIABILITIES (EXCLUDING CANADA)
MARCH 31, 2001 - UNAUDITED

{In Milllons)
Domestic
Consolidated
« Gross Basis
ASSETS
Cash and bank deposits 3 £0.5
Bands and ST invesiments 1,154.1
Preferred stocks 122.8
Symbol Technologles C/S 285.3
LandAmerica 13.7
Other common stocks and options 22.8
Real estate related investments 135.2
Other invested assets 17.1
Invested assets excluding affiliates 1,801.4
Reliance Life 11.0
Garnet - at market 48.0
Reliance Consulting Group 81.8
Forelgn insurance Afflliates 248.6 .
‘Non Consolldated Affiliates 26.6
investments In affiliates ' 413.9
Total invested assets 2,215.3
Premium halances ' 142.2
Acerued retrospective premiums 165.3
Accrued Interest and dividends 30.9
Reinsurance recoverablas - pald losses/LAE 852.9
Relnsurance recoverables - Direct 4,673.8
Reinsurance recoverables - Assumed 385.8
Cther assets 345.0
Total admitted assets _ $ 8,811.2
LIABILITIES & SURPLUS
Losses and loss adjustment expenses - Direct $ 72103
Losses and loss adjustment expenses - Assumed 1,283.5
Unearned premiums 327.1
Unauthorized reinsurance 201.1
Reinsurance funds held 563.0
Other liabilitles 270.9
Total liabliities ' 0,864.9
Total policyholders’ surpius (1,053.7)
Total liabilities and surplus $ 8,811.2

For internal use only. This data should not be used without fully understanding Reliance’s financlal
situation and accounting basis.
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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
RFLIANCE INSURANCE COMPANY, :
Defendant.

CONSENT OF RELIANCE INSURANCE COMPANY
1O ENTRY OF ORDER OF LIQUIDATION
AND WAIVER OF NOTICE AND HEARING

Petitioner M. Diane Koken, Insurance Comemissioner of the Commonwealth of
Pennsylvania (the «“Commissioner”), in her capacity as Rehabilitator of Reliance Insurance
Company (the «R ehabilitaror”), through William S. Taylot, Deputy Insurance Commissioner,
hereby consents 1o the entry upon petition of an order of liquidation for Reliance Insurance
Company (“Reliance” or the “Company”), and waives notice and hearing thereon, as
follow;s:

1. OnMay 29, 2001, the Corﬁmissioner petitioned the Commonwealth Court of
Pennsylvania for an order placing Reliance in rehabilitation under the provisions of the
Insurance Department Act of 1921 (the “Act”), 40 P.5. §§221.1 ¢t seq. The Board of
Directors of Reliance consented to the entry of said order. Immediately after congendng to

the Order of Rehabilitation, all of Reliance’s directors resigned. On that same day, the Court
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issued an Order of Rehabilitation appointing the Commissioner statutory Rehabilitator of
Reliance.

2. The Rehabilitator has “all of the powers of the directors, officers and
managers” of Reliance in rehabilitation as well as the “full powef to direct and manage . ..
the property and business of . . .” Reliance. 40 P.5. §22.1.16(b).

3. Pursuant to the aforesaid authority of the Rehabilitator, Reﬁmce hereby agrees
and consents to the entry of the proposed Order of Liquidation attached to the Petition for
Liquidation, filed October 2, 2001, including the declaration of insolvency contained therein,
and watves its right to any hearing before the Commonwealth Court with respect to said
Petition and the proposed Order for Liquidation (including the declaration of insolvency
contained therein). See 40P.S. § 221.20(b), (D).

4. Tam duly authorized to execute this consent on behalf of the Rehabilitator.

: | S
Date: October 2, 2001 LONM s S 1 T
William S, Taylor ‘
Deputy Insurance Commissioner for
Liquidations, Rehabilitations and
Special Funds
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