THE STATE OF NEW HAMPSHIRE
MERRIMACK, SS. SUPERIOR COURT
Docket No. 03-E-0106
In the Matter of the Liquidation of
The Home Insurance Company
Docket No. 03-E-0112
In the Matter of the Liquidation of

US International Reinsurance Company

AFFIDAVIT OF PETER A. BENGELSDORF,
SPECIAL DEPUTY LIQUIDATOR, IN SUPPORT OF
MOTION FOR APPROVAL OF AGREEMENTS

I, Peter A. Bengelsdorf, hereby depose and say:

1. 1 was appointed as Special Deputy Liquidator of The Home Insurance
Company (“The Home”) and US International Reinsurance Company (“USI Re”) by
Paula T. Rogers, Commissioner of Insurance, as Liquidator of The Home, effective June
11, 2003. I submit this affidavit in support of the Liquidator's Motion for Approval of (1)
Short Term Transition Services Agreement and (2) Asset Transfer Agreement with Risk
Enterprises Management (the “Motion™).

2. The Liquidator has determined to create stand-alone liquidation operation
for The Home and USI Re (collectively, the “Companies”) in liquidation to achieve cost
efficiency. As part of my duties as Special Deputy Liquidator, I have been charged with

assembling a liquidation staff and preparing facilities, including computer systems, to

conduct the liquidations,



3. Risk Enterprise Management Limited (“REM™) had administered the run-
off of the Companies since 1995 pursuant to a Services Agreement with the Companies
dated June 12, 1995, as amended. The Liquidator disavowed the Services Agreement by
notice dated June 19, 2003,

4, REM has possession of many of the records and information of The Home
and USI Re, including data contained on computer systems that have been operated and
maintained by REM. The computer systems holding the Companies’ financial,
reinsurance, policy, claims and other operational information include intermingled data
concerning both the Companies and other of REM’s clients. REM has developed system
enhancements and applications to handle and provide access to the Companies’ data.
Further, certain of the computer software and applications are owned by REM. Any
“download” of the Companies’ data from REM systems must be accomplished by the
migration of that data to new software and hardware capable of accessing that data.

5 It will greatly assist in promptly establishing a cost-effective stand-alone
liquidation operation, to acquire title to and interests in the computer software and
applications, and other non-information processing related assets, owned by REM that
have heretofore been used to administer the run-off of the Companies. In order to help
her in valuing those assets the Liquidator engaged Cap Gemini Ernst & Young U.S. LLC
(*CGE&Y™), consulting arm of Ernst & Young.

6. The transfer of the records and information of the Companies, in particular
the data on the computer systems, to the new stand-alone facilities and computer systems
is a complicated undertaking, and one that needs to be accomplished quickly and in an

organized fashion. The Liquidator needs to have immediate access to the existing




computer systems and the data on those systems and to minimize any disruption in access
to organize and run the liquidations. Access to the information and systems is important
for a number of functions, including: (a) the processing of information concerning claims
and other matters that continues to flow to the companies, (b) keeping records of the file
transfers to guaranty associations, (c) billing and collecting reinsurance, (d) keeping
records of proofs of claims as they are mailed and returned, (e) providing coverage and
claims payment information to guaranty associations so they can handle claims,
(f) processing vendor invoices, and (g) arranging for the transfer of the foregoing
information to computer systems being established for the liquidations. The transfer of
records and computer data would be more quickly and efficiently made with the
assistance of the company that has been maintaining those records and operating the
computer systems,

T. For these reasons, the Liquidator has negotiated two agreements with
REM: (a)an Asset Transfer Agreement to acquire rights to software and applications, as
well as other non-information processing related assets, to permit the stand-alone
liguidation operation to readily maintain, access and process the Companies’ financial,
reinsurance, policy, claims and other operational information, and (b) a short-term
Transition Services Agreement to provide a smooth transfer of records and computer data
access and processing and quickly establish a functioning, stand-alone liquidation
operation. Copies of the Asset Transfer Agreement and the Transition Services
Agreement are attached to the Mation.

8. The Asset Transfer Agreement provides for REM to transfer to the

Liquidator all right, title and interest in a number of technology assets, including among

Lad




other things the Assumed Reinsurance System, the modifications and enhancements to
the Ceded Reinsurance System and Claims System made by REM, software rights to all
systems used by REM for the business of the Companies, all data and databases
developed for or used for the business of the Companies, and any and all other REM
proprietary systems, links and applications used for the Companies (including financial,
accounts payable, accounts receivable, and budget systems).

S The Liquidator agrees to pay $7.5 million for the assets. The Asset
Transfer Agreement will only become effective when approved by the Court. The
payment will be made within two business days of that approval, and title will be
transferred to the Liquidator at that time. The payment is fair and reasonable based on
the evaluation by CGE&Y. CGE&Y has estimated the total value of the assets to be
acquired pursuant to the proposed Asset Transfer Agreement, excluding REM proprietary
intellectual property and non-business related software, to fall between a range of $6.8 to
9.17 million. A copy of CGE&Y evaluation letter is attached as Exhibit 1.

10, In order to facilitate and expedite the transition to an independent
liquidation operation able to fully use the computer systems and information, the
Liquidator entered into the short-term Transition Services Agreement. That Agreement
provides that REM will perform a number of essential tasks, including providing support
for follow-up mailings of notices to potential claimants, delivering an operational proof
of claim system, assisting the Liquidator separating and transferring the Companies’ data
to the Liquidator’s systems and accessing the data, upgrading personal computers and

servers to be used by the liquidation operation, assisting the Liquidator in installing



computers and creating a separate data center and in transferring mainframe and related
systems, and training liquidation staff to operate the systems.

11.  The Liquidator will compensate REM for these services by paying fees
consisting of (i) the employee compensation and benefits of REM personnel during the
term of the Agreement multiplied by the portion of their time spent performing services
for the Liquidatar, (ii) an allocation of REM’s costs relating to the provision of the
Services, and (iii) the sum of $295,000 for REM’s extraordinary transition costs. The
cost of the Agreement to the liquidation thus will depend on the amount of services called
for by the Liquidator. The Liquidator also agrees to indemnify REM against claims and
expenses arising from the services performed for the Liquidator. The Transition Services
Agreement’s term begins on the liquidation date, June 11, 2003, and ends 45 days after
Court approval of the Agreement; however, the Agreement only becomes effective when
approved by the Court. (Until that time, the Liquidator will pay REM on the basis of a
letter dated June 20, 2003 providing for interim payments after disavowal of the prior
Services Agreement.)

12. I believe that the Asset Transfer Agreement and the Transition Services
Agreement will facilitate and expedite the establishment of an independent liquidation

operation for a price that is fair and reasonable.




Signed under the penalties of perjury this fﬁ;ﬂk day of July, 2003,

/ / Peter Bengelsdorf\ \

Peter A. Bengel'sdcrf”
Special Deputy Liquidator

STATE OF NEW YORK
COUNTY OF NEW YORK

Subscribed and swomn to, before me, this W'deay of July, 2003

/INelly Gomezi\

Nutar{y.P.ubiicPﬂ ustice of the Péace

NELLY M. GOMEZ
Notary Fub@ﬂ:ara of Mow York

Qualifiad in uun
Cartificata Filpd |rih C#:un
Commission Expires Dag mbﬂr







Exhibit 1

CAP GEMINI
"~ ERNST 3 YOUNG

July 18, 2003

Paula T. Rogers, New Hampshire Insurance Commissloner, solely in her capacity as
Liquidator (the “Liquidator”) for The Home Insurance Company In Liguidation ("The
Home") and US International Reinsurance Company In Liguidation ("USI-RE"; The
Yome and USI-RE are collectively referred to as “the Companles”)

59 Maiden Lane

New York, NY 10038

Dear Commissioner Rogers,

Cap Gemini Emst & Young U.S. LLC ("CGE&Y") was retained by the Liquidator to
perform an assessment of the assets being transferred from Risk Enterprise
Management Limited (“REM") to the Liquldator as detailed In, and governed by the terms
of our Letter of Understanding, dated July 17, 2003 (the "LOU"). The “transferred
assets” are outlined in the Asset Transfer Agreement between the Liquidator and REM
attached hereto as Appendix A. This serves as the Deliverable defined in the LOU. Itis
comprised of CGE&Y's findings of a reasonable range of value for these assets.

The process undertaken by CGEY consisted of reviewing the assets outlined In the
Asset Transfer Agreement and determining which items have residual value or no value.
Those with value were furiher analyzed to produce an acceptable range.

Eased on CGEY's review of the transferred assets, the following are deemed to have
asset value and therefore included In the overall range:

. Assumed Relnsurance System. This is a valued asset developed by REM.
The valuation for this asset was derived by estimating the replacement cost
for a new Assumed Reinsurance System package. This includes the
purchase, customization, insiallation, and converting of the data.

s Links/Interfaces developed by REM that support Home reinsurance
processing. This includes, but Is not limited to, the interfaces and data
feeds that exist batween the Pyramid Claims System, Assumed
Reinsurance System, Great Plains Financial Sysiern gnd all systems
residing on the Zurich Mainframe and AS400, The valuation for this asset
was derived through Interviews with REM and Liquidator employees and
estimating metrics from other CGEY interface engagemenis.

* Institutional Knowledge required by REM to develop, Implement, and
enhance the links and interfaces. The valuation for this asset was derived
through Interviews with REM and Liquidator employees and estimating
metrics from other CGEY Interface engagements

. All data and databases required for Home Insurance. The valuation for this
assst was derived through Interviews with REM and Liquidator employees
and estimating metrics from other CGEY interface engagements

Reinsurente System Assassment Project Pageiofd
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For several applications, Home already owns the rights fo the licensa and is considered
2 Home asset. Therefore, these applications were assigned zero value in terms of the
assets belng transferred by REM. These applications include:

. Pyramid Claims System. The Home license includes the base software
and all enhancements to source code to support Home functionality.

. Applications reslding on the Zurich mainframe or AS400, Although REM
pays Zurich the fees for this service , Home pays REM its share of fhe
expense that Is then paid to Zurich. An assumption exists, that Home will
be able to directly pay Zurich an amount equal to or close to the amount
REM is currently paying on behalf of Home

“ Great Plains Financial System. Home owns a separate license for this
soffware.

The range of asset values excludes proprietary REM intellectual propsrty such as clalm
handling best practices, manuals, procedures, techniques, and know-how. Additionally
all non-business related software including, but not limited to, operational maintenance
software, security: networks, and operating systems Is not included in the range of asset
value, 3

As a result, CGEY has provided a range of asset value as follows:

Assumed Reinsurance System Replacement Low Range | High Range |
Base cost for 100 licenses (75 full, 25 read only, | $4.4M 25.57M

| 8B0% retall discount), 1 year support and
malntenance, training, customization, 100-120
canned reports/gueries, data conversion

interfaces/Links, Additional Data and Databases, | Low Range | High Range
and Institutional Knowledge
Interfaces, links andior data feeds, and databases | $2.4M $3.6M
required for Home Insurance and the institutional
knowledde required for their development

The total value for the assets transferred from REM is estimated to fall between a range
of $6.8M and $8.17M. The $7.5M belng considersd by the Liquidator would fall within

this estimated range.

The Liquidator acknowledges that the range of asset value outlined in this assessment Is
a joint effort of CGE&Y and the Liquidator. The Liquidatar understands and agrees that
CGE&Y's sarvices are advisory In nature, and the Liquidator shall have full responsibility
for the use of, and the results obtalned from, CGE&Y's services .

Relnsurance System Assessment Project Fags 20fB
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Please feel free to contact Scott Bacchi (scotl.becchi@cgey.com) - (W) 571-382-66885 or
(C) 703-830-3344 if you have any questions regarding this document or any related

matiers,

Very truly yours,

//Scott Beechith

Scott Becchi
Vice President
Cap Gemini Ernst & Young U.S. LLC

Relnsurance System Assessment Project Page 3of B
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Appendix A: Copy of Asset Transfer Agreement Between Liquidator and REM
ASSET TRANSFER AGREEMENT

This ASSET TRANSFER AGREEMENT (“Agreement”) is made as of the 16th day of
July, 2003, by and between the Commissioner of Insurance of the State of New Hampshire,
solely in her capacity as Liguidator (“Liquidator”) of The Home Insurence Company, 2 stock
insurance company in liquidation in New Hampshire, and U.S. Intemational Reinsurance
Company, a stock refnsurance company in liquidation in New Hampshire, and Risk Enterprise
Management Limited, a Delaware corporation ("REM'). The Liguidator and REEM shzll be
referred to individually as *Party”™ and collectively as “Parties.”

WHEREAS, pursuant {o an Order of Liquidatien entered June 11, 2003, by the Superior
Court of Merrimack County, New Hampshire (“New Hampshire Court”), which was superseded
by an Order of Ligundation entered June 13, 2003, The Home Insurance Company (“The Home™)
was placed in liquidation, and purspant to an Order of Liquidation entered June 13, 2003, by the
Wew Hampshire Court, U.S. Intermational Reinsurance Company (“USI Re™ and, together with
The Home, the “Companies™ was placed in liguidation; and pursuam to the Orders of
Liquidation the Commissioner of Imsurance of the State of Mew Hampshire was appointed
Liguidator of the Companies (the two Junc 13, 2003 orders shall be referred 1o collectively as the
“Orders of Liquidarion™);

WHEREAS, the Liquidator mtends lo create an effective, stand slone liguidation
operation for the Companies in liquidation;

WHEREAS, REM owns or poseesses rights to certzin assets, including hardware,
software, and applications that will substantially assist the operation of the Companies in
Haquidation;

WHEREAS, the Liquidator desires to purchase those assets [rom REM to facilitate the
orderly liquidation of the Companies, and REM is willing and able to scll such assats to the
Liquidator, in accordance with this Agrecment;

NOW, THEREFORE, in consideration of the mutual promises and agreements as set
forth hereint and other good and valuable consideration, the receipt and sufficiency of which are
berehy acknowledpged, the Liquidator and REM, hereby agree as follows:

Section 1. Transfer of Assets.

REM agrees to trensfer to the Liquidator its rights, title, or interests in all of its assers used o
provide services o the Companies in 2002 and 2003 (“Assets™) as follows:

(2) As respecls REM's Intellectual Property and Technology: the mon-exclusive, non-
transfcrable, perpetual license to use, subject to the obligations of Confidentiality
under Section 2(b), any REM-developed softwary, including object and source code,
all data and databases used by or for the Companies during 2003 and 2002, whether
located on REM's, the Liquidator's, or, as applicable, third party vendor’s Hardware,
solely for purpose of liquidating (he Companies. Such license rights shall include
existing passwords, keys, source codes, disks and files, manuals and procedures.
Such license rights shall mclude rights to:

Relngurance Sysfem Assessment Project Page4of 8
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(1) The Assumed Reingurance Systemn and all modifications and enhancements (o
the Ceded Reinsurance Systern made by REM:

(if) All modificstions and enhancements made by REM to the Pyramid Claims
System, including modules and custom documentation apd the add-on applications for:

(1) menagement reporting consisting of the Standard Reports VB application and
Crystal reporis and Claim Index/Inquity;

(2) additional elaim handling processes including Check Extract Processing,
TPA Account Information Setup, Transfer Claims, Restore Claims, Financial
Adjustments;

(3) Accounting fimetions including Bank Check and Recovery Reconciliations
and Financial Adjustments.

(iif) All system software, other than 1 (2) (i) and (ii) developed and owned by
REM and used for the Companies in 2003 and 2002;

(1v) All Data and Databases developed or used for the business of the
Companies;

(v) Any and ell other REM proprietary systems, links, data, and epplicatons
used for the Companies in 2003 and 2002, including but not limited to financial, accounts
payable, accounts receivable, and budget systems.

{b) Asrespects REM proprietary Intellectual Property other than software, data and
databases; the non-exclusive, non-transferable, perpetusl ri ght to use solely for
purpose of liquidating the Companies the REM-developed Best Praclices & leakage
management processes, manuals, procedures, techmiques, and know-how.

(¢) Asrespects REM personal property, ownership of the security system for the offices
at 59 Maiden Lane, New York, New York and 286 Commercial Street, Manchester,
MNew Hampshire: ;

(d) Liquidator may (i) nstall the Assets in its own facilities; (if) use, execute, and store the
Assets on 113 computer(s) for purposes of liquidating the Companies; (1if) usc and alter
the source code of any of the Assets; and (iv) make copies of the Assets in machine-
readable, object code form, for nonproduetive baelup purposes and for use by a third
party servicer engaged by Liquidator, provided that such seérvicer cxecimes a
Confidentiality Agreement with Liguidator, conteming terms substintially as provided
under Section 2 (b) hercin, end agreeing that servicer shall use the Assers only for
purposes of serving the needs of Liquidator to liquidate the Companies and not for any
other purpose, The Liquidator shall provide a copy of each such Confidentiality
Agreement fo REM.

(2) All Assets shall be conveyed w the Iiguidator “AS IS™ without any warranty
whatsoaver except as provided in the next sentence, REM reprosents and werrants
that it has the awthotity and ebility to transfer the Assets specified in Section 1(a),
(b), and (¢) above to the Liquidator, free of any and all claims, security interests,
hiens, and other encumbrances, that the transfor does not violate the terms of any
contract, license or other agreement, and that no approval, consen:, or waiver is
required by any other person or entity {except as required by Section 5 below).

Reinsurance System Asssssrment Project Page 5of 8
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(D Rights, title, or interests to the Assets shall pass to the Liquidator when the
payment called for in Section 3(a} is made by the Liquidator.

Section 2, Dufies of the Parties.

(a}) REM and the Liquidator shall in gocd faith cooperate with one another to fransfer the
Assets, whether located on REM's or a third party's hardware, fo the Liquidator's
Independent operation for the liquidation of the Companies. REM shall also use its
best efforts to asslst the Liquidator to acquire, at the expense of the Companies, third
party vendor software or malntenance agreements which the Liquidator may require
for the liguldation of the Companies.

(b) Confidentiality. The Parlies acknowledge that in the course of
dealings between each other, they each have and will acquire from the
other information about business activities and operations, technical
Infarmation and frade secrets, all of which are highly confidentlal and
propristary ("Confidential Information”). Confidential Information shall
nat Include () information which now Is or hereafter becomes publicly
known through no wrongful act of a Party, (i) Information received by a
Party from a third party without similar restriction and without breach of
this Agreement; (iii) information independently developed by a Party; (iv)
infformation approved for release by written authorization of the other
Party; and (v) information which, after notice to a Parly providing a
reasonable opportunity to contest disclosure, must be disclosed pursuant
to the requirements of a govemmental agency or a binding order of a
court of competent jurisdiction. A Party's Confidential Information shall
be safeguarded by the other Party with at ieast as great a degree of
care as that Party uses to safeguard its own most coenfidential
materials or data relating fo its own business.

Scction 3. Payment.

(2) In considcration of the transfer to the Liguidator of the aforesaid righrs, dtle, or
intterests in the Assets, the Liquidator agrees to pay to REM $7.5 millien (57,500,000) by wire
transfer within two business days of receipt of notice that the New Hampshire Court has approved
this Agreement as provided in Section 5.

(b) The payment called for by the terms of this Agreement are Administration
Costs pursuant to New Hampshire RSA 402C: 44, I

(c) Notwithstanding anything 1o the confrary in this Agreement, all payments
required to be made by the Liquidator undet this Agreement, of any kind and for any reason, shall
be made anly from and are limited to the assets of the Companies in liquidation, The Liquidator
shall have no other obligation to make payments and po obligation to scek funding from any other
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source, Without limiting the generality of the [oregoing, the State of New Hampshire shall have
no obligation hercunder.

Scction 4. Governing Lasy: Jurisdiction and Venue. This Agreement shall be governed by and
constried in accordance with the laws of the State of New Hampshire (regardless of the laws tha
might otherwise govern under applicable principles of contlicts law) as to all matters, including,
without limitation, matters of validity, construction, eflect, performance and remedies. Any legal
action commenced by either Party on any such matters shall be brought exclusively in the New
Hampshire Court, and each Party frrevocably consents to the in personam jurisdietion of, and
venue in, such court for purposes of any such action.

Section 5. Effective Date and Court Approval. This Agreement shall not become
effective until approved by the New Hampshire Court, the date of which shall be the
Effective Datc., This Agreement is the result of negotiations betwecn the parties
undertaken with the understanding that it is to be submitted by the Liguidator for
approval by the New Hampshire Courl in its entirety, and is not subject fo substantial
modification by the Liquidator or the New Hampshire Court without the consent of REM.

Section 6. General Provisions,

(a) Entire Agreement. This Agreement constitutes the entire agrecment among the
Parties with respect to the subject matter hereof and supersedes all other prior negotiations,
commitments, agreements and understandings, both written end oral, between the Parties or any
of them with respect to the subject matter hereof,

(b) Counterparts. This Agrecment may be ex¢cuted in two or more counterparts,
gach of which shall be deemed 1o be an original, but all of which shall constitute one and the
same imsirument.

{c) Interpretation. The descriptive headings herein are inserted for convenience of
reference only and are not intended to be part of or to affect the meaning or interpretation of this
Agresment,

(d) Speeific Performance. Each of the Parties hereto ackmowledges and agrecs that
n the event of a breach of this Agreement, each non-breaching party would be irreparably and
immediately harmed and could not be made whole by monetary damages. It is accordingly agreed
that the Parties hereto (i) will waive, in any action for specific performance, the defense of
adequacy of a retedy at law and (ii) shall be entifled, in addition to any ather remedy to which
they may be eplitled at law or in equity, not otherwise cxpressly waived herein, to compel
specific performance of this Agreement in ahy action instituted in the New Hampshire Court,

() Authority. Subject to the Court approval required by Section 5 above,
each Party represents to the other that it is anthorized to enter into this Agreement and
that its execution of this Agrcement does not and will not violate the terms of any statute,
regulation, judgment, decree or ruling or any contract with any third party.
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July 14, 2003 — Letter of Understending



CAP GEAMINT

ERNST & YOUNG

IN WITNESS WHEREOF, the Parties have executed this Asset Transfer
Agreement as of the day and year first above written.

THE COMMISSIONER OF INSURANCE OF THE STATE OF NEW
HAMPSHIRE SOLELY IN HER CAPACITY AS LIQUIDATOR OF THE HOME
INSURANCE COMPANY AND U.S. INTERNATIONAL REINSURANCE

COMPANY

By:

Paula T. Rogers
RISK ENTERPRISE MANAGEMENT LIMITED

By:

MName:
Title;
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