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S~TTLEiV1EN~" r1GR~EIt~ENT 

~,+P. 
'T}~is A~reei~ae~at (the "Agre~mei~t") is made on this ~, day o~~ ~ ~.`~~~ ,,.~~;~ ~ 2006 

I3CTWEEN. 

l WCTSTT~:N€2.0'1' ~ WUTt'T'TEiVI13ERG~SC~-1lC ~G, fot~i;~erly lcno~~vn as 

~'iiz•tte~~bergisctte [~euerve~~sicliet~tu~g AG of CYrtenber~str~~3e 30, '70176 

Stxttt~ai•t ("Wiirtte~nE~ergisclrc"} 

1~ 

2. THE DOME INSURANCE CON1~'AN'Y (in provisional liquiclafioYY in 

England a~1d 'Wales and in li~uicl~tion i7i tl~e State of New Hampshi~•e) of 

2~6 Commercial St~•cet, Manchester, Netiv ~Elampshi~•e 03101-113$s CJSA 

tagetixex• ~•eferi•ecl to as the "Parties" 

IZ~;CI't`AL~ 

V4'HCREAS: 

(t1) ]3y shai•el~olders' resolution a£ 13t~' Tune 1991 Wiirttember•~;ische 

~euci~versicherung AG changed its naive to Wui~ttem,l~ergische AG 

V~rs~ck~eruzlgs-Beteili~rungsgesellschat~. 7'he change in name was rec~rdeci i1~ 

rllc co~z~~ar~ies' register on 28`'' June 1991. By sharellolclers' resolt~ti.on~ of 

27 }̀'ltily 1 ~99f 19`~'August 1999 ~%Viirttembcrgische AG Versicl~crungs-

Beteili~ungsgesellscl~a~ merged with Wustetuot B~teiligungs-~G to ~`orm. 

Wustenrot ~: Wiiitterr►bergische AG. The metgcr was recorded in the 

companies' ~~e~ ister on 1" September• 1999. 

(I~) P~.ltsuant to file tet~ns of the Agency t~.~recinents Wiirftez~~b~r~;isch~: was a 

n~cnxbe~• of the Rutty Pool whereby the Rt~t~y Agency accepted iizsurance ar~d 

rei~asurance l~usincss irl the name of pool 7tieinbers pursuant to the agency 

a~;recinents entex-cd into bettiv~~n tta~ pool rne~nl~~rs ai~.d the Rutty tageney and 

iil r~sp~ct of w3aich the Rutty Elgency pl~ceci ce~•tain reinsuraa~c~s can behalf' of 

~iie Rutty Pool 
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{C'} By arY a~~eemer~t signed on or a#~out 15t~' ~.pri~ 1977, Wiirttembergische as 

reassured entered it~ta a rein.suranee contract (which is in Appeilc~ix 1) ~~itli 

I-home as ~~~insur~i- ii1 rc.spe't;t of ccrtaiil of Wurt.Yemb~rbische's rights anc~ 

oi~ligati~ns under c~nfiracts of ii~s~rance and reinsurance wl1ic13 had bce~~ 

accepted by the Rutty Agency pui•s~iant to the ~g~r~cy ~~reemerYts. 

{~3) On 28 x̀, Deceznher 2Q01 Wurttic~~~ber~ische coi~~znerlc~d arbitration 

proceedings against I~c~~ne by which Wiirttembergische sou~lit, itxtei• alia, a 

rlec~laration ~h~~t Home is obliged to indemnify Wurttem~e~~giscl~e for• the full 

amount of Wurtte~llbergische's fronting sha~•c in circumstance4 w~iere 

~t~iirttembergische fronted a Rutty Paol risk for the other' ~~ool meznl~ers. 

(C) On $`~' May 2003, T-~ome was placed into provisional liquidation in ~nglat~d 

;md Wales pursua~.it to th,e Order of Mr 7ustic;e Pumfz~ey ~~hicl~ is in t1p~~endix 

~, 

(F) Oii 11 ̀t' J~iie 20Qa, I-Ion~e ti~as placed i11ta liquidation in tl~~ Stag o~ New 

I~Iana}~shir~, USA. pursuant f~~o the Order dated 13 Juz1~ 2003 which is in 

Appendix 3. 

{C.r) The Pa1•ties desire to accomplish a full and final settle~.xaezlt and co~l~~rornise ~~f 

tlic Arbitrati~~n Proceedings and ~I1 matters in dispute bet~~reen the p~i•ties 

i-~lritin~ to Treaty R ~~d to ~~rci the basis on which W~cirtteir~bez~giscl7e,'s 

involv~meTlti in t1~e Rutty Poal ti~il1 b~ adinir~isr~red try Floine. 

(H} '~l~e Parties desire that their settlement az~d coin.~i-~mise shall be ei7forceable 

u~zail the te~71~s anct colldiCian~ ~f fl~is A.greeiner~t .following ~x~cution Uy eac11 

P~~1-tiy cif a ropy of this Agree~~~ent, even if only separate copies of it a~-e 

c:~eeutcci. 

~~a~;ss z 
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A(~l't1+;~IVIrNT

SOW IT IS AGREED AS ~OLLOW~: 

1 Aefitiitions 

In this A~•eeine~~t, u~~less the context ~fl7erwis~ requires or atil~ei-~vise ex~7ressly 

l~rovitles t11e ~011o~~vin~ expressions shall la~ar t~~ followii~~ tne~i~in~s. 

"A~eiicy Agreements" shall mean the fallowing a~eements which are iii Appei~clix ~} 

between Wiirtten~.bergische and the Rutty l~gency: 

(a} an agency agreement dated l s` January 1~6~ and Acldenduna Number 1 

thereto signori by Wiirttembergische on 20 x̀' February 1964; 

{U) an agency agreement dated b"' JaFivary 1967, Addenda Numbers 1 and 

2 thereto signed by Wiirttembergiscl~e on 21 ti` 7uly 1967. 

"AISUI~" shall ~netYn ACE TNA Services UK Limited {Company No. 015 9033) of 

Ace Builciiiig, 100 Leacletlhall ~fire~t, L,c~ndon EC3A ~~3P. 

'I"he "r~rl~itx•ation Proceedings" means the arbitration proceedings refetzed to in 

~i~ecital (D} 

"~3a~Ylc" means Lanciesbank Baden-Wurttemberg 

"Claims" ~~~ean claims asserted b~~ Policyl~c~l.ders against Wui~ttember~ische ~nzder or 

in cc~za.nection «title Policies. 

~`C6tirt" shall mean the S~tpezia~• Cou~~t af' 1Vlerrirnack C'~u~~ty, State of New 

Harn~shire, USA. 

"CoveY•~ge Costs" shall mean (a} the ~~rofessional fees and expenses of legal 

representatives, experts or other third parties, including a~~k~ifrators, appaii~ted by 

Home car by the leading insurer or reinsurer on behalf of ti~urtfernl~~r~isclle in 

': connection with aix,y dispute (including are action for a ~leclaratiorl ofiights ui~dei• a 

Policy) ar potential clisput~ arising aut of a Claim which leas been car which may be 

asserted ~~~Ider• a Palic~ by a Policyholder; aild/or (v) Loncloxl Represezltativ~ Costs 

i~lc«z7~c d in connection with any such dispute or potential dispute insofar as such costs 

46A8358 ~ 
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arc not Poli~~ Li~l~ilitics; and/or (c) Wurttembe~•giscl~e's liability Eor ct~sts either 

puz~suant to an adverse costs order or award n~ad~ by a corrr~etent court or arbitration 

panel or pursuant to a~~ agreed settleil7e~it ir1 cornl~ction ~~ieh any such dispute. 

"E~tra Contractual Ubli~~tians" shall mean those liabilities ~x• t3a~nages ~rhich a~x-~ 

17ot co~re~•ed under a Policy or ~~l~ich are in excess of'tl~e li~~~it of a Policy and which 

arc: either awvardt;d t~ a Policyholder ley a courC or arl~itratic~n ~aa~~~l of cam~~eten~ 

jurisdiction or p~icl to ~ Policyholder as an a~t~eed settlement arising f~oi~1 the l~axlcilin~; 

of any Clairzl c~~ve~recl ~~nd~r a Policy by re~~son t~f (a) the failtu•e ~o settle such Claii~l 

within the PaIicy Iimit~ ar (b) ac~~~al o~- alle~;eci i~e~;ligence, ir~uc~ or bad faith wiili 

~•esp~ct to st~cll Clainz in r~jectii~g an offer of settlein~~~.t or irz the pr~~77ration of ~~ 

~i~fence in the trial o F ayiy action against a P~licyholc3~r or in t}ie preparation ~r 

prosecution of an appeal conseq~~etit upon such actiot-~. 

r~Fited Pool Sli~re" sI7a11 ~m~an Wurttembergische'~ `fixed c~uata sha~•e' percentage 

~~rticipatian in the Rufty Pool frain tune to #iine as set out in the agency A~~~e~~~enis, 

~vhick~ are as follotivs: 

1.1. .1. between l.l.b4 and 31.12.65 {under the First Setiedulc of the 19b4 Agency 

A~ een~ent signed on behalf o~~~Jurttember~iscl~e on 20 x̀' February 1964) 15°10 

any one acccpt~nce; 

1,1.2 betweea~ 1.1..66 a~7d 31.12.6b (by the 1967 Agency Agreement sib ncd on 

behalf of Wiirttemver~ische dated G`~' January 1967) 15% a~~y one acceptance; 

1.1.3 bet~~~ei1 ~l .1,b7 and 31.12.6'7 (by Adder~dti~n No.I to ~li~ 196'7 agency 

A~~ceinenf sighed on behalf of Wui=Ctembergisclle on 21S` July 1967) 14.75"/ 

airy one acceptaxzce, 

"IBNit Account" shill mean. the account specified in Ap~~endix 5. 

"SSA" shall mean the Inst~lvency Shortfall ~+4greern~nt signed by Wiii-tt~ilabergische 

on 26 x̀` November 1965 (which is at Appendix 4) and section. 1 ~(I~) of the Agency 

Agreement dafeci 6~~' January 1967 arYd the ~greemenfs between Rutty Poal memlacz-s 

~rhic7Y arise by vir~,tc, thereof. 

a6as~,s ~} 
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"Li1~I~S Fee" shall rrrean a ~'ce laid to t~~e London Market Claims Service (or any 

successor organisation which may fiiilil the same ar a similar fu~ietian) for copies of 

attUrneys' repori-s anei other materials ara.ti infc~tmation disseminated by that body lout 

r~~ti ii~cludir7~ sa-called "London Re~~rescntative Costs" billed through L,MCS relating 

to services conducted i~~ the USA. 

~`Landaz~ Represe~Yt~tive Casts" (san7e~imes referred to as "Service fees"}, shall 

ineai~ tl~osc costis ~ucl~ as attarr~ay fees or adjustment exp~n~es ~~hicl~ ~~zay be incurred fox-

c~t• 0~7 laehalf o'f London M'at~ket t~ncl~rwritci•s including Wuriteml~ergiscl~e in i•elatio~~ to 

Palici~s Cypically issued to US do~liciled assttreds oz' z~eassured~. 

"Polie;~r" shall mean a Type 1. Pc~liey or fiy13e ~ Policy, as described belo~~v: 

~~'Type 1 PoIiey" shall rneau a policy ai~dlor contract cif insurance ai3cilor reinsurance 

~~~rittez~ ley the Rutty flgency for• Wiirttembergische pursuant to tlae Agency 

A~recl~lents ether flian the TSA it7 favour of an assured or reassured wl~o was ~3ot a 

mer~lber oFfh~ RutCy Pool at ~l~e time such policy i~acepteci; and 

"Type 2 Policy" shalt mean a contract o£ reinsura~~ce which arose by virtue of the 

Agency Agreements ati~~r than the ISA be~w~en (a) Wiirtteml~ergiscl~e (as r~insurer) 

and (b) (as reass~xred) these Rufty Pool inemb~rs other than Wurttembei'gisclac ~vho 

subscribed to agreements similar in forni ~o the flg~ncy A~~~c;ments and oT1 wilasc 

behalf a policy and/or eantract of insurance and/or reinsurance was writtei7 ley the 

R~~ttSj /agency i~~ favour of assur~ds and reassureds ~vho wcz~e ~~ot members of the 

Rutty Pool at tl~e time such policy ~ncllor can~ract ~~ndfor reinsurance incepted. 

"PalicykolcCe~•" shall z~lcan the assured or reassured and their successo~~s a~zct assigns 

anti each person ei~titied to clait~l end/or to the benefit under ~ Policy. 

"~'olicy expense" means Coverage Casts and Policyholder's ~xpens~s. 

"Poiicy~ioider's Expea~se" means VJui-~~tet~bergiscl~~'s liability wit~~ respect to eithe►- 

an ~d~re~rse cUsts order or awar•ci for casts ~nacle by a ~;ourt or nsbitra:tic~n ~~~~ncl ~~f 

competent jurisdiction or pursuant to an ~~~;reed setfle~ncnf in ear~iection r~~ri~h a 

c~isput~ arising out of a claim asserCed v~ a thud party against a Policyholder vvhicf~ cis 

not fall ~~it}~in the cavera~e ~arovideci by a Policy. 

.~~as~sH ~ 
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"Polrc~y~ Liability" meals ~uiirtte~~tzbergisclle's liability under tt~e terms of ~i Policy f~~• 

amounts clue i~z satisfactio~~ of elai~~ls fax• incienznity and/car fc~r e~pe~lses covered by 

tiYat Policy url~ich ire asse~~tefl ~gaiust Wiirtteinber~ische by a Poiicyhol~ier and t~s 

tletern~ined by a ec~urt oz• arbit~-atior~ tribunal of com~cYer7t jurisdiction car by 

agreement. 

`1'hc: "Rei7r~t~t~r•sezz~ent Amount" ~~Z~ans au amount equal to: 

(1) Tile total of ~Il suzzls actually ~~aid by or on behalf of ~Ionie in excess of 

WurtteTnbergisel~G's Fixed Pool Share (to tl~e exte~~t tl~~t such balances retat~~ 

t~ Wurttsmbergische's liabilifiies tinder the ISA) ~liat Hamc has iw~ded on 

t~ehalf c>f Vi/urttembergiscl~c to the extent that Wurttemhergisclie has ~aot 

alreld~ z-~iir~bursed Hone in respect ~f s~ich sums; 

PLUS 

(2) Interest at a rate of S°/v on tl~e; sums in {1) above from the date tin wlii.ch each 

rele~~ant Claim which gave rise to Ho~n~'s payment in (1) above was agreed 17y 

ar on behalf of IIon7e (and not the date o~~ wliicti the Claim was ac~ualiy p~iid) 

pr~vicied that tl~e date on which d1e Claim 'vas agreed vas on or after 2~'~' 

December 2001 (l~eiz~g the date of tl~e notice n~ arbitration in the ArbitY~ation 

pl"OCt;G'L~1Tl~S~i 

T}70 ~~RClttl~lli'SCIIICTIC Ti'US~ ACC~UTlt~~ Yl`ILa115 ci S~gT0~cl~eCl aCC;~U13~ lIl t~l~ I141I212S Of 

Home aiYd Wiirttein}~e~°~iscl~~ ~ersicl~~rung AG set u~? for the pur}~ase of haldin the 

Iteimburse~~~en~ Amount and desi~~ateci "Wurttember~ische/Home Reirnbui-sen~ent 

Trust AccotFnt" 

~~Ruffy agency" meads M F Rutty UnderwY•iting ~g~eiYcy Limited (~on~~pany No. 

00'72'1x46) ~vh:ic~~ wets struck off t~~e Cair~panies Register for• England acid Wars 

urxdez~ Sections 652(4) and 652A(S) cif the Companies Act 19 5 on 15`x' August 200t} 

a~~d dissolved by native in tl~e Lr~ndozi Gazette cited 22 August 2000. 

44~~~tty Pool" means tl~e underwriting pool as untiei-written fir by the Rutty A~eticy 

of ~~~l~icl~ Wurt~e~nbergische ~~as a memt~~r for the ~erioc~ fifroti~ 1st January ~9G4 to 31`` 

Decenai~c~- 167. 

~~assss 
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{<Sci~cis~c Deadline Dade" rne~ns 3r~` Decc;inber 2006 

~t'I'~•eaty R" ~ne3ns the reiils~~rar~ce cc~nh•act referred to in ~eciCal (C) above 

2 I~iter~retatio~x 

2.1 Clatis~ Ileaciin~s are for ease of reference ai71y ~~Zd shall not affect the 

interprciatiot~ of this Ag~~eement. 

2..2 In this ~~t•eeiZleiZt, unless inconsistent ~,vitl~ tl~e co~~t~xt oz- ~x~~ressly otherwise 

s}~eci~iecl: 

2.2.1 References to clauses andlor Sclleciules and/or A.ppcndices are references to 

clauses and/ox Selzedules and/ar Ap~ei~dic~s of this Agreement; 

2.2.2 IZ~ferences to (car to any specifiieci provision o fl this Agreement shall be 

coa~st~-ucd as references to this Agreement (or that pro~~isic~n) as in force for the 

time be~itl~ anc~ as amended ire accordance ~~viill its terms; 

2.2.3 Thy similar includes the plural, tl~e tn~sculine all gen.clet-s a~~d viae versa, 

2.2.E References to any statute or statutory ~arovision include the same as amended, 

~-e-e~lacted or consolidated. 

2.3 '1 he tern7s of Treaty R (as amended by this Agreement) a~ld of phis agreement 

shall Eye construed so as to give meaning and effect to them when read 

tpgether. I.Iow~v~i°, in the event cif any cc~nflicti~~~ iriteipretaY.iot~s c~f~ 

provisions of these dncu~nents, then ~zutwithsta~idii~g an~hin~ to the ec~ntrary 

in Treaty R, as amended by this A~ee~nent, the tei7x7s of this Agreement shall 

pre~~ail. 

~'O~DITI~ON I'12.ECEDENT 

3 It shall b~ a condi~ioit prccedc~~t to tl~e legally bi~Iciing effect atld enforceability 

of this ~greenle~it that the Caurt sha11 have ~~p~r•ovet~ its tams by rao later than 

3l Ma~~cla 2006. In the cven,E that this condition is not so satis~iec~, this 

t~greculent ~~ill, without fuxther i'~i7nality, be null and void and of~ n~ legal. 

effect. 

a~as3ss fll 
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~ ~ 4 

~~~~~~~ d 
~ The follo~uitig cla~ises o reaty R st ll lae ai~len~i~d zis set out belo4v: 

I~ron~ A~•ticl~ IV, the seutencc "Tlle Reinsurers shall bear- all ~xpezases of ~vhate~~er 

nature which ~Wauld otherwise have beezi c:laii7led or request~ri from the R~assure<I 

'~ by the A~~nt during the rug off ~cz'~od." shall be ~elcted aYid replaced 'by °`~h~ 

~; R~insa~~e~s shall bear all expenses as expressly set aut in ~h~ A;r~el~sellt dated the 

~+~`~ clay o~ `'~-~.~~ ~~~ 2006 t~etlueen ttie Reinsiuers rind the Reinsured". 

article VI shall be deleted al~d replaced by "Far the putpases of phis agreet~zcnf 

Reinsurers shall be deemed to }Pave received notice of all tl~e TZeassured's cla ~~~s 

which are r~ir~stired hereu~id~r insofar as thasc losses are notified to the 

Reinsurers and or their agents, In respect of all outer Llain3s «~hicli ai•e i•einsui•ed 

hereunder, the R~assur~d sl~afl 11oti~y the Reinsurers andlor their agents of the 

same prom~~tly upon the Ke~~ssu~-ed's learning the~~eof." 

Tl1e final ~~a~e of Treaty R in which the Rutty Agency ack~~owledge and 

coi~~anit theFnselves to certai~~ abligatrot~s shall be deleted and. it is und~rstooc~ 

and agreed by the par~i~s that the provisions set out in this A~rcement relating 

to the administration of Wurttembergische's share of the .Rutty Pool sl~.all 

apply. 

S The Agency Agre~rnents whether construed alone or tag~ther with Treaty R 

anti t11is A~neei7~ent shall give rise to iio rights against anti no obligatio~l~ on 

#hc ~~a~~t of I-Tome. 

b Nothing in this Ag►•eemcili is intended or sl~al~ be ea~istrued to create obligafions 

or duties clil~ectly or indirectly from Horne to Poiicyl~olciers. 

7 Save as suc11 obligati~7zs, duties, ri~l~ts or causes of action arc set ot~t in this 

A~~eement .and in Treaty R (as ainend~d by t~lis Agr•eei17et1t} Iloine and 

Wiu-t~cm(~ca`~ische 

(1) have n~ obligations end owe na duties whatsoever to tllc other party; a~~ci 

(2) have r~c~ rights ar• causes of action ~~hatsoever agai~zst the other party, 

ab~~s~~s g 
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arising o~i~ of or in co~inecCion ~~itt~ or under Tr~afy £~ (in itis ori~;inGil ~o~~m.) or 

the Agency Agreements o~~ tl~e ISA. 

8 ~-Ion~e acknowledges tllai Treaty R is valid mid binding and waives wzti~out 

~;~ecptian and ~~ t ie ~r~atest extent allcau~~d by law all rights to avoid. Tr~~ity 

R. 

9 In respect ofi Wurttc:mbcr~ische's Policy Liability: 

9,1 ~Jhere tl~e Rutty Agc;nc}~ used a pool ~ndei-vvritin~; st~rnp to subscribe 

Wui-~tentbergisclle to a Type 1 1'oliey and Wurtteml~er~isc~ie's signed Irne, as 

a proportion of flee aggregate signed lines of the Rutty Pool, is equal try 

Wurttei~ibei•gisclie's Fixed Pool Share, Hoene shall indein~~ify 

Wurttembexgisclie ~~ursuant to Tz•eaty R (~s amc~ldeci), its respect of 

Wurttenlber~~sche's sided line. 

9.2 Where the Rutty .Agency used a pool underwriting stamp to suUscribe 

Wurt~em~iergisclle to a Type 1 Policy but Wurttembergische's signed line, as a 

propo~-~ion of the aggregate signed lutes t~f the Rutty Pool, diff`e-rs fi•om. 

~Viirtt~mbergischc's Fixed foal Share (other than by reason oi.' 

WiirtteY~~bergische acting as a fronter for athcr Rutty PaoI rneinbers, in which 

case Cla~~se 9.3 applies), Dame shall indeinilify Wurtteiaibergische p~rrsuant to 

Treaty R (~s amended) in respect of ~rurtte~nl~er~;ische's sided line as if 

~~IurtYeinber~;iseh~'s sig~ied line had been. adjusted to be equal to its Fixed Pool 

Sl:~are. 

~.3 Where tt~e Ttutty Agency sut~scribed Wiirttember~isclie to a Type I Policy in 

excess of Wurtteinber~,ische's rixecl Pool Share for Wiirltenzb~r~;iscl~~'s owls 

Fix~ci Pool S~~are participation alid as a fiozit~r for otl~cr Rutty ~'aoI melnt~ers 

(whether fc~r 1 UO% of tl~e risk nr fnr less than 100% of tale risk) Home shall 

inciem~~i~y tiViirtt~mbergisc~ie pursuant tc~ TreaCy R (as amended) in respect cif 

(and c~t~1~~ i~~ respect of} Wurttembergische's Fixed Pnol Shaa-e. 

).4 W~i~re a Rutty Pool risk leas been ~fronfed fc~~• the R.uttiy Pool (whether fir 

1 OO~Io of the risk or for less than 100°!0 of the ~~isk} lay a Rutty Pool f~lember{s} 

Wither t1~~n Wiirttenlber~;ische and Wurttembergische is 1i~bl~ to ind~innify that 
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other Ruity 1'041 member{s) ~~arsut~i~~ t~o a 'I'yl~e 2 Policy, Home shall 

inde~~~x~i.fy Wiit~tti~znbergische pursuant to Treaty R (as ai~~~i~ded~ iii respect of 

(~ir~cl only in ~•espect o~ Wui-~t~i~lber~ische's ~'ixeci Pool Share, 

10 Without prejudice to the decision i~7 tiVurlteuibe~~iscl~e v The Koine Insurane~ 

Co [1999] Lloyds Red IR 397 aiici for the avoiciaz~ce of dauUt it is noted that 

Haine dies not reinsure Wi:ir~ttem~er~isch~ and Home has 71Q liability 

wl~~tsoevez•, i~~z ~~es~~cct of or arising c~ir~ctily or indirectly otrt of tl~~ insolvency 

of an~~ i~~en~ber of fine Rutty Pool «hetll~r under the ISA or Qtlle~~wise 

hn~vsoever. 

11 Hc>i~~e a~•ees to waive its rights to seek damages against Wu~~ttembcz-~iscl~.e 

(~~hicli rights are denied by Wiirtternbergische) far the alleged mis3~andling cif 

the liilli~~g a~ld collection of the Rutty 1'001 rcinsur~ices by the Rutty Agency 

before l 996 aticl Wurtten~bergisclle agrees to waive tl~e right to seek damages 

from Dome ai d AISUK arising from the alleged mishandling (which is denied 

by Horne and AISUK} of the billing and collection of the R~.~tty Foal 

reinsur3nces by Home azidlor AISUI~ since 1996 to the date ~f ~17is 

A~reer~~.etlt. 

ARI2ANGEMEN'I'S I'OR TEYE A~3MINISTRATION O~ 

~'t'T~RTTEMI~ERGI~CHE'S RUTTY FOOL INVOLVENI~EN'1' 

IZ Tee 

1?,1 Within 2l days of the date when this A~?reernent becomes of binding le;~;al 

effect under Clause 3 li~reof Wurttei~nbez•giscl~e shall pay £15,OOQ {in cash 

witlioat sef off or dinlinutzazi tk►et~eof} to Haiile's aecoui~t the details of wl2ic11 

are in l~~~~entlix 6. 

12.2 Interest shall ~~ccrue i~~ favour of Home at the rati of 5°/a }per annum in respect 

of~ any ~~art a~ the sutra due under 12.1 ab~~ve which remains unpaid at the ~iaCe 

upo~l whicEa it falls due (l~eir~~; the e~~d of the 21 days refer~ecl to iz~ clause 

12.1}, 
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13 T~oine ~drn7nist~~ati~YY of Claims 

1 ~.1 In the name anti with the autharity {wl~ieh is herat~y granted and/nr coaafiri7~~d) 

of ~~~urtteml~er~;ische, Hotnc shall Dave the sole i-ablat to aiad will, with 

re~s~nat~le skill ai d care, eit~er~ itself oi~ through AISUI~ (but izot tl~rc~u~la any 

c~iher party, witl~.out the per~nissiozl of Wiii-t~en~b~c-gische, such pcz7z~issio~.1 uofi 

to be unreasonably withheld) irivestibate and adjust and adr7~it, refute, 

co~~lpromise or agree liability for Claims. 

i 1,.1.1 Whera Horne in its discre~i~n, exercised prudently, considers it proper ~o da so 

a~ad with the autl~c~i-ity (~~hicl~ is hea-cl~y gt'anted acid/or eanfirn~ed) of 

Wurftem~ergische, Hone w~11, either itself or thxaugl~ AISUK (buff nat 

t1~'oug~i ar~y other party, without the pei~rr~ission of WurttemUergische, such 

perniission not to lie unreasonably witl~lield), ~1ave tl~e sole right to a~~d wi11, 

with reasonable skill anti care, et~i~test Claims and appoint lawyers, adjusters, 

eai~erts and ether third parties in Wurttei7~bergiscl~e's name fior the purpose of 

corafeslin~; sucks Ctai~r~s. 

13,1.2 Hon7e s}~all ensure that such persol7i~e1 are znacl~ {available ~s are reasonably 

necessary Co perform effcetivc;ly file managei~aez~t, administration and service 

obligations required by this Clause 1~.1. 

13;1.3 For the ~puiposes of this Clause 13.1, in respect of ~lai~-~as tivl~ich a~~e the 

subjcut of proceedings or thr~atezi~d proceedings in a US court or US 

arbitration n-ibunal of coi~~~etcnt jurisciietian anti wl~er~ Wiir~tcmbergi ,clYe is 

j7art of tla.~ following marker, and without pr~j~udice to tlle~ g~ne~-ality of Il~on~~'s 

powers to settle anti compromise claims oz' agree liability under 13.1. above, 

Home may ~ettic the Claims by entcrin.~ into a huy-l~ac~ c~f'the Policy where 

the buy-b~ek is recoanznendec3 as part of a market s~~tl~inent ~f the Claims by 

the attoz-z~eys appointed to re~~r~sent tl~e l~llowing mar~Cet in respect of the 

Claims. 

13.1.4 C'or the avoidance of c~nubt, c~tla~r than elaiins made }~urs~~a~~t to the ISA, this 

Clause 13.1 shall ak~ply to Claims made under Type 2 Policies by 

~Palicyhc~lti~r ~~1~rcli is a Rutty Pool lnelnber other tl~ai7 WUt~tte~aibergische 

,~as3ss 11 

372



` ~vl~er~ tl~e .Policy arises by reason of tl~e Policyholder f~rontii~~ ~i T2utCy Pool 

risk (wla~ther for L 00% cif tla~ risk or for less than 10U% of the i•isle). 

13.2 I~~ all ci~•cun~sta~iees other than as provided for by Clause 13.1.3, Dome (either 

iCsclf ar through AISUK~ and Wiii~teinber~isclYe wild notify tJ~e ether party 

befarc entering info a coi~~t~lutation ~vitih a Folic}~holde~ and home and 

~~~urttembergisclle Will teat enter into airy comznutaiion ~vitll~uC first so 

notifying the ~th~r partly. (~'or the ~~ut~oses of this Cruse 13.2 it is 

~ii~clersCooci that tl~e tei-~n "c~anmutatic~ll" shall include any c~~~~1~~utakion, buy-

back or si~l~ilar ai-~~an~;ezn~nt.) 

13,2,1 ~ Shaald the other party request the same «ithin 28 days of t11at party t ecci<<i~~g 

such a natiticatian, the parties agree to arrange far a cei~tiiicate as to the 

reasonableness of the proposed cammutatian fro11~ an iixlependen~ actuary (tl~~ 

identity of whom will be a~~eed by bath Horne and Wurttembcrgische) the 

cast of whiclx will be shared equally vy I-Iarne and Wurttember~;iscl~e. 

13.2.2 Tf the parties ca~ulot agree upon the appointment of an indepcncie~~t actuary, 

the rildependent actuary sha11 be appointed by tiie President of the Institute of 

plc uaries (of E~agland aYld Wales). 

13,2.3 Hone and. V~Tii~-tte~l~be~•gische a~re~ to be bai~nd by the ind.epencienfi actuary's 

findings and for the avoida~~ce of doubt, in suc1Y circutl~sta~ices, neither parfiy 

~vili entux- into a coininutati~n where it has not obtained a certificate as to t}~e 

r~asona~l~:s~ess of C~he ~~ru~~~c~5ed commutation pursuant to 13,2. '1. 

13.3 Houle will be res~oi~siblc for the usual costs (includin.g iz~t~i~~al costs and the 

costs of AI~UK} and salaries associated with its al~ligations ui~cier Claus 

13.1. 

13,E P •a~~ide~ always tli~t such Policy Ex~~nscs do not arise by any litigation 

caused by delay, failure or dmissi~n of Wui~tternber~isc~1~, atld snlety in 

res~cct of Policy Ex~~nscs whia~~ arise out of f ~lainas advanced i1i any 

jurisdictiic~n atlzer than the USA.: 
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13,~k.1 Home will in the ~irsr instiance advance X11 Palicy Ex~~e~~ses ~ii~cluding that part 

of the Policy ~x~enses which exceeds Wiirtteinbergisch~'s Fixed Pool Share 

of the Policy Expenses ~n res~~ccY of a particular Policy; 

13.x.2 Wiirttembergisclle shall then reimburse tin IIome that part cif the .Policy 

Expe~lses which exceeds Wtzrtti~illb~rgische's Fix~,d Fool Share; 

93.x.3 Pravicleci that in t}ie went that and to tl~~ ex~eiit that Hoene successfully 

recovers ally Policy Expenses fY•om the Policyholder, IIon1e shall {1) deduct 

fi~~zn tlae au~ount sa recovered (a) Those P~ticy Ex~~~;nses ~~vl~ic}a exceed 

~~iirtteinbei•~isc}~e's fixed Pool Share for ~vllich Wui•tte~nbei-giscl~e has not 

rei~nbtii•sed Home, and (b) any and all fees and expenses incurrc;d by ~~~ome in 

obtaining such recovery and (2) pay over a pro rata share of the balance ofi 

such recovery fa WurtteinUergische (pro rated on the l~asi~ of the parties' 

proportional lial~iliCies for the Policy ~xl~enses calculated iii accoi~ciazlce with 

Wiirttembergische's Fixed Pool Share as against its fronted liability). 

I3.5 In res~~ect solely of Polacy ~x~~enses which arise aut of Claims advanced in t ie 

USt~: 

13.5.1 Wurttembergisclie will in tl~e first instance pay all such Policy ~x~enses; 

13.52 Home shall then reimbuz-se Wiirtternbergische in ~n at~nounl equal to 

~~durt~ten~t~er~;ische's Fixed Pool Share of such Policy expenses; 

13,5.3 Provided that in the e~~ent aild to tl~e extent that Wurtiei~Zber~ische 

succ~ssfizlly F~ecovers the Policy expenses 1~rom the 1'alio~llolder, 

Wiirtternbcrg;isclie shall (1) deduct from tl~e arnoui~t recove~~ed a~~y acid arl fees 

a~~d exia~nscs in~urret~ by Wiirttembergische in ol~taiclii~g suc13 reco~rery and 

{2) pay over a pya raf3 share of the baIanc~ of such recocJery to HoY11e (prc~ 

z~ated on the basis of the parties' prop~~-tional liabrlties fc~l~ t11e Policy 

expenses calculated in accordance wifh ~Viirttei7lbcr~iscl7e's Fixed Pc7o1 Shire 

as.ag~inst its fi•ont~d liability). 

13,E Wurtticmbergis~he ~ri11 indemnify Home against an.y liability f'c~i• :extra 

Contractual Obligations ai d related expenses whici~ arise i~1 cgnnectit~n with 
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Home's at3mi~~istration of Wizr-ttembergisclze's particip~~tion in the Rt7tty Pool 

a~~d which arise due to action, inaction, delay, failure a~~ oi~aissiail of 

~~iirttembergisehe az its a~e~its ar represe~~tatives (tivhich, for t11~; avoidance o:E 

doubt, da nat include Name ~r AISUK (~r ariy of their agents}}. 

I3.7 Hnra~~ will indemnify Wurttet7lbergiscl~e ~t~;airlst any liability for ExC~a 

Co~.~tx•aetual Ol~li~atiaz7s and related expenses ~vhieli arise due to aetiQn, 

iiyaction, ciclay, faihire or o~nissioiY cif Harne ox A.TSUK ai their ag~ilts ~r 

i~ep~•eset~tat-fives t~~ith respect to I-lome's ot~~igations under t31is Agreement. 

13.8 Horne ~rili l~car atI LMCS Fees ~~ayable by Wurtten~ber~,~zscl~e. 

13.9 ~-Ioi~le agrees that I-I~rne's ob3igatior~s ut~d~r Clauses 13.2.1, 33.3, 13.4, 13.5, 

13.7, T3.~ anti 19.2.1 hereo~tivill have admi~nistra~ive expense priority pursuaYlt 

to the law of New Hampshire, USA. in particular N.H. RSA 402-C:44,I. 

14 PravisratY of I~iformation to ~~Jur•tternbergisclie 

14,1 Ht~ine will, within 21 days of the relevant Claiin being adjusted, ~itlzer itself or 

through AISUK, advise Wurttembergische of adjusted claims gild will provide 

~~Jiir~ttemb~rgisclYe with ~aer~inent ir~fot-~nation and ciocumenfatian to 

c~istin~~uish sa far as is possible between Policy Liabilities, Cc>vera~c Costs, 

Folicyl~c~lder-s' Expenses, underwriting years end such otiheY• in~c~rn~atian wllieh 

is necessary; 

14.1.1 for Wiii~ternbergische to administer, at;count, setitic and ~~ay its Policy 

Liabilities antl (in accordance with Clauses 13.E arld 13.5 above) ids ~?o~licy 

Lx~~enses, (examples of wl~icll appear ire ~1.ppenc~ix ~) inclurlin~; such. 

int4rnla~iosz as Hd~ne r~eeives from or can behalf of Policyholders ~~hich 

enables Wurtte~nb~rgisclae to i~~ai~ltain and reconcile its aec~~Gu~ts ti~rith brokers 

ancUor Policyl3c~lders and its reserves for izotii'ied outstanding losses; 

14.1.2 for Wiirtteint~er~isclze to adnlini~tez- tl~e 1~illing ar~d collection cif sums clue 

train otl~cr Rutty Pool members; ar7d 

X4.1.3 fc~~- tl~e c~eterniinatiazl of claims in Ho1nc's estate. 
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1~,2 ~~lery quarter Home ~viIl render Rutty Pool account re~~orts tU 

Wurttc;zx`~ber ische in the fol~na-t tit~d et~i~tainin~ the infartnation set .out in 

Appendix 7 hereto; 

4,3 ~veiy year I~o~ne will ze~7ci~r a summary atiuual paai account repar~ to 

t~~urttel~zber~ische in tl~e £or7~~at aid cont~iinin~ fhe irlfai-~nation set out in 

tlppei7dix 8 l~~rc~to. 

15 ~4'u~•tte~3~~ex•gisclie's Pf•oof, of Claim 

15.1 Wr.irttember~ische a~recs that Horne's obligations to make any p~yzlac~~t to 

Wiirtte~~~l~ergische pursuant to Gl~uses 13.x,1, 13.4, I3.5, 13.7, 13.E end 

19.2,1 shall, be deemed to be in.clt~cled. within Wurttembergisch~'s Proof' o~ 

C1ai1n in Home's estate and Home a~•ees to do all tllizlgs ~~ecessary ~o have 

such obligations admitted info Hame's estate for the purposes set fortl~ i7i 139. 

15.2 With respect to Claims which, pursuant to 13.1, have been adjusted by AISU~ 

anti far which Wi~r-~teinUergisclie's Policy Liability his been est~blishecl 

pu~~su~nf to 13.1, WurtCemb~rgiscile Hereby ~gY-e:c;s that: 

15.2.1 I-roine ackr~awled~es that AISUK shall effect suvmissian of perzodic quarterly 

accounts to I-Iomc on Wiir•ttembergische's behalf ire respect of Home's sl~~re of 

Wurttember~ische's Policy Liabilities for the ~urpdses af~ the d~tei7nin~tiot~ 

and ad~ni~sion of such claiYzis iii and tca Horne's estate; 

15.2,2 U}~on sul~inission of t1~c t~uat•ter(y accounts under Clause 15.x.1 above, Home's 

share of WurttemUergiscli~'s Policy Liabilities within the relevant gtfarterly 

accflui~t shall autar~aatically be deemed to form part of ~Vui-ttembergisclie's Proof 

of Claim submitted in ~-Toi~le's estate and shall iiruYieciiatcly be capable of 

detei-~l~izzatic~l~ acid adtr~issioxx iz~ ax7c1 ro su.ch es#ate. 

16 I~~tra Rutty Paal Claims 

1G,1 `~uz•YCembergische will retai~3 and shall l7av~ tt~c sole entitl~nent aid 

ai~tl~orisafion at ifs c~~n cost to ad~~linister the billing aid collection of: 
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16.1.1 Sums due to Wiirttcix~l~ergiscl~e fiom other Rutty Pool ~netnbers in respect of 

{ ~7sks wl~ez-c Wurttember~ische bas fronted for those Rutty Pool members' share 

t of the Rutty Pool risk (~vhctl~cr far 100°l0 ~f the risk ar fo1• less than. 100°l~, of 

the risk}; ~~d 

1 161,2 S~i~~~s clue to Wui-~teml»~•gische f~•om ofher Rutty Tool tneml~ers ~~ursuant to tl~a 

' ~IS~1; and 

I6.2 W~ii~-tte~~~be~'gische will (and shalt ha~re the stile entiticrne~li and autlloi•isatian 

toy at its o~>>i cost adn~inist~r and settle claims made ley other Rutty Pool 

n7embers pursuant to the I5A. 

17 Exceptional ~~'orlc by Home/AISUK 

17.1 ~~Jurtlembergisclle ~rgrees to pay anc~lor reimburse Home's reasonable costs and 

expenses for exccpti~nal work undertaken ~~~3iich is outside the sez-vices and 

obligations provided fot in Treaty R {as ameT7ded) aild f1~is Agreement (but 

such r~✓ork is only to be undertaken by Horne with Wiirtternbe~~gische's express 

~~~r-itte~i agreement). 

17.1.1 It is l~o~ed (but without creating tiny obligatians hereunder ou the dart of I-~ome 

or AISUI~) that A7SUK will carry out any such exceptional work as refe~~recl to 

in 17.1 and that AISUK will charge upon a reasonable h~ui-ly fee basis. 

1S Reimbui'SBR1CIlt O~ ~UI1f~CC~ }Ji1IdTICES 

i8,1 iii full and fi~i~l 5ettlemenl of ali claiuls which Ho~a~c may have fc~r s~irnS in 

e~;c~ss oC Wui~ttenit~~~•~ische's Fixed Paol Share (to tl~e extetlt that sr~ch 

bala~ic~s relate to Wurkte~albergische's liabilities uncl~r tl~e IS~I} that Herne h~~s 

funded on behalf of Wui-~tembe~•~ische, Wurrtember~isihe agrees to pay the 

Reimbursement Amount in accordance with Clauses 1 ~.3 and 1 ~.4. 

1~,2 Promptly ~ul~~n tlYe condition ~3reeedent to this Agree~a2c~at being fulfilled tl~e 

i'ai~ties sha11 take all necessa~-}' steps to establish the Reirnbursen~e~it Trust 

Aceaui~t. Tl~e Rei~nburs~in~nt Trust Account shall b~ estabtislaeci at tlls B~i~ 

with a man.da~e to the Bank requiring tk~e ~ignatur•es of at least one "A" 

sigXlat~t•y and cane "B" sig~~atr~ry fay- each and every instruction to tt~e Bank. 
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The "A" si~iatotzes shall be between 2 and 5 i►~ tiuinver ~nci s11aI1 be 

f = t~ppointed by Wurttembergische ~lnd may E~~ z~eplacecl by Wurtt~rnl~ergisclae 

` from tiilz~ to tiznc by resolution of fh~ }3oard of Wiirt~~i~lbe~-gi5cile (co~~icci ~o i 

the Bank and to home) and the "B" si~raatoz-ies shall be between 2 ar~d 5 i~~ 
; ; 

number and s17a11 be appointed by Ho1~~e and ~xiay be re~~lacecl by ~-Iot~Ye Iiazn 

time to til~~e by notit~e from either of Jonathan Rosen car Peter Ben~;elsc~arf 

(co~~ied to the Bank aiad Wurtten~bc:~~gisclie), 

` ' 18.3 Wit~hir7 ~l tla~s of the date r~hen tl7e ccnciitiai~ prececler~t to dais A~;reet~~er~t is 

gulf lled (or, if later, within '7 t3a}~s of t~1~ later of ttie uoxn~~l~tion of all 

fa~711alities f'or the opening of the ReimbursctnenC Tt•us~ Acco~Ynt end tt~~ 

agreem~nC by the Parties of tl~~ amount of Sze Reimbursement An~c~unt), 

Wu~•tte~T~bergische sl~~ll ~~~y the Reimbursemeflt Amount into the 

Rciml~ursc~lleut Trust Account. Tliereaftez~, Wiirtten~ber~ische shall reppnrt tc~ 

E Home no less frequently tl~a~a evci-y 6 months until termination of the trust it1 

accarciarlce with 1 &.6 hereof, on the status of` the Reimbursement Trust 

Account, with details of balances, credits, debits, accrued interest and el~azges 

if any. 

18.4 I3~fare paying tl7e R~izz~l~ursement Amount into thy; Reimburserncnt Trust. 

AccaunC Wii~~ttiei~lbergische shall be entitled to set off agai~Ist t:}1e 

Reimbursement A~~~ount any Policy Liability which in either case is ap~~z•oveci 

by the Court ~s due to Wui-tte~nbergisclie frain Hgme under or in ~~ursuance of 

this Ag7~eement and Treaty R (as ~nlcnded by this A~`eement) and the amat~z~t 

'hriir~ttemt~eigisclle shalt pay ir7tu ilYi: lZ~i~7auu~°sement T7•ust r'~ecaurrt s}iall be 

reduced accordingly. 

18.5 All sui~as from time to time standin.g~ to the credit cif the Reiml~urscznent Trust 

account shall be laeid on trust for di.sbu~•sement on the bass set out i~~► tl.~is 

cruse 1$.5 and the Porkies shall take all necessary sups as ~e reas~i~ably 

~vithii~ their power to procure t11a~ Yheir respective si~z~a~ories to the 

Reiznburseznezlt Trusfi Accau~.t shall cooperate to issue al~prnpriate instY-uctions 

to tl~e Bazak so that sums arc disbursed fion~ the l~einlburse~zlent Tnist Account 

as ['allows: 
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15;5,1 within 21 days of the end of each calendar quarter, whilst ally st~ini stands to 

the crediE af' the Reimbuz~sez~~ent Trust Accc~ur~f, all interest standing Ea the 

credit d~ tl~~; ReianbursetnenC 'Trust Accaul~z~ (after deductili~; any bank cl~ar~es 

itn~~osed by tl~e Bank in relation to tl~e ru~iYlii~~ of the Reimburseii~~l~t Trask 

Accol~nt) shall be dis~7ersec~ tt~ Homc, 

18,5.2 ~~ithin 21 days of the eizd of cacti calendar quarter ti~hilst any sure stands to tl~e 

credit of tl;e Reimbursement Trust ~ect~unt acid ~vl~er~ ~Vurttember~ischc's 

claims for Policy ~Lial~aliti~s have been admitted try tl.~e Court, 

~Vurttemt~ergische shall be paid from the Reimbursement "~"rust Accaunt (to the 

extezat there are funds ot~ier ttlaza ~ccr~ied interesC in the Reir~ll~ursem~nt Trust 

Acco~mt~) ~t sum equivalent to the total of those ae~mitted ctaims; 

18.5.3 in accordance with. the provisions of Clause 18.6 below upo~~ tertuii~~tioz~ of 

t1iE (rusts set aut in this Clause 1 S. 

1S.fi The trusts of the Reimbursement Trust Account shell et~rd (subject to the 

remaining funds held to the credit of the Reimbursement Trust 1~ccouiat bei~lg 

dispersed in accordance with the requirements. of this clause 18.6) on the first 
~, 
F > to occur• of the follo~vii~~ events: 
f: 
~;;,, 

~ , 
18.6.1 til~c tezniinatzon of this agreement in aacordanee with the provisiax~s of clause 

20 b~loti~~, in which case Wu~•tiemb~rgisahe shall be en#itl~d t~ receive an 

~ ' amount ec~u~l to a~~y Policy Litibilities cst~blisl~ed prior ~o the date aF such 

teii7iination wl~icll have nat been ~-eimburscd fi~ai~i the Reiinbu~•senzent Tr«s~ 

'- ~ccouilt ati the date o~ stroll tertrainatrur~ (to thti extetlt there are funds other 

thin ~ce~-ued interest in the Reimbursement Trust ~.ecount) and a~~y balance 

r mainin~ i~ ~li~ Reimbursement Trust Acea~nt ~£Cer such paynlsiat sha11 ~be 

laid ~o Home; 

1~.6.~ Ehe capital balance standing to the credit of the Rcin~buz~seza~ei~t Tr~.zst .Account 

tall~ng to zero itl which case any accrued interest shall be paid to Horne, 

lE.G.3 Wiiz~tte~~~b~rgisch~ ac~nc~wledging that it no longer has any actual or contiil~eizti 

Policy Liabilities which might fall far rei~r►bursement in accordance ruitii t~~e 

tet7l~s of this Clause 18, in r~hich case the balance stai~din~; tea the credit of the 
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Reiinvurse~neilC Trust Account shall be ~aaid, along with all accrued .interest, to 

I-ta~ne; 

18,Ci.4 The Home estate being ~vauncl up ley nr~lei' of the Court in which case all suns 

standing to the cridit o~ fhc Rci~~burseinent Trust Accauza~ shall be paid to 

Wiil~Cteinber~ische; 

i ~.F~~ ~,~urtteiiYb~rgisclle beiz~~ dissolved in which case all stilms standing to tt~~: credit 

of the ReiinU~~rsement Trust Account shall be ~~aid to Iion~e; 

18.h.6 The day which falls 15 years from the date ~f this A~~reez~nent in which case all 

sums stancliiYg to tl~e credit of khe R~imt7ur•sement Trust Account shall be paid 

to Home. 

18.7 Upon ciisbl7rsement of fine balai~ee of the Rein~bui~sement Trust Acct~unt in 

accorc3~~~ee ~vifh til~ ~rovisio7ts of Clause; 18.6 the Reimbursement 'i"rust 

Account shall be closed. 

19 Rutty Poot Reinsui•~r•s Collectiotas 

19.1 Unless ~nci until Treaty R is tez~ninated (and save as set outi in Clause "16 

hereof 'WurtCeinber~gisclae ackno~vlec~ges that at Home's ex~.~e~ise: 

19.1.1 ~Ioine h1s the sole entitlement and autl~orisatian in Wiirttember~;i.sc1~~°s rrarne 

to bill at~.d collect and retain all suu~s atllerwise due to Wiu~ttembergische #i~o~il 

reinsurers of Rutty I'oa1 rnernUers (whether for "comma~~ account" o~• 

~tt~crwise) ~nci all other inco~x~e otla~n~vise clue to Wiartten~l~ergisehe anci Home 

pursuant Ca Article IV orTreaty R; 

19.L2 I3o~~ie has t}~e sale entitlement and aut11ai7sation in Wurtte~iibergiseh~'s ilanze 

to sue anc~ defend all forz~zs of le~a1 proceedings brought by or against 

reinsurers of the inenlbers of tl~c Rutty Pool and (subject to Clause 19.2) t~a 

eYiter into all kinds of arrangements wit11 reinsurers anc3 other debiors of Rutty 

~'aol members p~.~rsuant to Arl;icl~ IV of Treaty R izlcluding coml7ronais~ of 

Maims anc~ cai~proinise or c~m~l~utatiaxis nr Uuy-backs of policies, ~nc~ to take 

steps in i~latio~l to liquida~ioi~ proceedi~g~, schemes of ai~'an~ei~rent, al~c~ 
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similar procceciings for the puzpose of collecting sums Pram such reinsui•crs 

and debtors. 

19.1.3 I-~nn~~ slaal~, either itself or tlirou~h AI~UK tecep Wur[Ye~i~bergische fully 

infoi~iled of such steps which it takes outside tl~e noi7~~al course o~ collecting 

reitlsurancc assets pursu~int to Clause 1 ~.1.'~. 

19.2 Home, either itself a~• tlua~Y~h t~1SUIC, will 1~atify Wurtten7bergrsche before 

Home enters ia~to a cc~i~i7utation ~~i~h a reinsur~r cif tl~c Rutty Poal end Home 

~~i.11 r~oC enter into any con~mutatian ~ithouti first so nQti~ing 

Wiirtte~nbergische. (.For tl~e L7urposes of ~17is Clause 19.2 it is tulderstood that 

the tei~~~ commutation shall include any commutation, buy-lack or otl~ei- 

similar arrangement.) 

I9,2.1 Should. Wurtternbergisciie request the sane within 28 days of 

Wurtt~mbergisc}as receiving such a notification, ~Ion-~e agrees to arratage far a 

ce~-tifieaYe as to the z-casonableuess of the ~~ro~ased coi~~mtrtation from an 

independent activaiy (t~a~ identity of whom will be agreed by both Home and 

Wurt~ei~~hergische} the cast o~ r~hich will be shared equally Uy Hoin~ ai d 

~,'~urtteinbergische. 

19.2,2 If the parties cannot agree upon the appointment ~f air independent actuary, 

the in.de~~endent actuary shall be appointed by th.e President of the Iristik~iYe of 

Actuaries (af Eiagland ai7d Vi~~les). 

1~.?.3 ~-l~me and Wui~ttembex•~isehe a~r~e to be bound by fire inclepend~nt act~aary'ti 

findings anci for the avoidatace of doubt, in such. ei~~cumstances, Hone will not 

crater into ~~ coYnmutation wker~ if ~~as not obxaineci a certificate as to t~~ 

reasonableness of ~t~e pioposec~ co~a2~nut~tion Isursuant to Clause 19.2.1. 

19.3 Hc~~ne shall be en~itteri absolutely to alt r~cei~ts pursuanfi to Clause 19, '1. . 

Shoule~ IIan~e actually receive a~~y cash payiY~c~r~ts fi-am a Rutty Fool reinsurer 

in excess of flee paid claims and outstanding lass resei-~res notified to tl~xat 

reii~~ur~T-; as part of a commutation agreez~ent or sclle~tie of arr~~gen~ent or 

other settic,rnent, then in respect of such. cash payrx~ent w1~ic11 is i~~ excess of 

the paid eIai~nls and notified outstanding loss reserv~s: 
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1~),3J Ho~iie will notify Wurtternbergisclle pfs~icl~ receipt; and 

19.3,2 Ha~i~e shall have the right to deduct and i°et~~in frc~nz that ~~~~c~unt ~~ 5% service 

j_ 1~ee ~}~ ~,~ay of remuneration for H~z~~e's al~Iigatiolls hereunder; a~~d 

19.3;3 Hofne shall day t11~ re~7lainin~ 95% ofsuch receipt ir~ta the IBNR Account. 

s 
19,x.4 Horne s11aI1 keep a record cif the claims wh.iell waulci, but foz• tl~e cammutatian 

agreement; or scheme of ar~•~n~;Einex3t Qf other settlem~nf, l~a~t~e been billed to 

the relevant rei»s~~rer, as~d once the total of'sucl~ claims exceeds the balance of 

r the amounts paid to 1-~ome pursuant to Clause 19.1 he~~eof which is nat ~~aid 

into the ~IBI~R Account, then provided that Wurttie~nbergische has submitted 

~ tl~e corresponding claims under Treaty R to Home and Home admits liability 

to Wiirttc~llbergiscl~e in aspect thereof, Tiome sll~il be entitled to wit]Zdra~~r the 

co~7•ess~onc~ing reinsurance sum from the IBNR Account (urital it is exhausted) 

a~~d Wurtten7ber~ische will ~orlh~~ith supply all instrume~~ts and consents 

r 
necessary to effect such a transaction. 

r 

~ 19.3:5 for the purposes of calculating tl~e claims which would, b~a~ 'For the 
i 

camniutatian agY•eement, h~vc been billed to the cai~ui~uting reinsurer u~~cler 

Clause 193.4, the Parties shall treat all such amounts paid to Policyhalders (by 

«ray of cammu~a~ian, pa~licy bt~y-back or otherwise) as if they ~~ere laid 

clau7ls pursuant to the terins of the relevant Policy. 

19,3.6 ~Tt~twithstandin~; the ~~ravisions of Clause 7 9.3.4 and Glac~s~ 19.3.5, in the 

.event that (a.) Wiii~it~inberbisch~ relinquisl~e5 i~r~~ waiting its clai~~l to Cl~.e 

~~rnc~~ds ~h~n rernainin~ in the IBNIZ recount, or (b) Wixrtten~be~•;isehe 

notifies ~Io~ne in writing that it has el~eted i~~t to ~ei711inate Treaty R, or (c) 

Wiil~llem(~ergische is n~ Langer entiCled to terminate Treaty R ~~u~•su~nt to 

Clause ?0, then Herne shall be entitled to withdrativ anc~ retain ire full tt-~e 

bal~~~ce in the I~NR AccounC anc~ Wu~•ttei~7ber~ische will fc~rt~zwif~~ supply all 

iisstr~iia~erlts and consents n~;cessary to effect such a transaction. 

;!~.<~ Should Dome effect a recovery c-~f any Sum fi~oin ~ reinsurer of tla~ Rufity P~c~l 

~« 

ti~;liich has laeeza stabject to a setoff retating to an undisputed claim by that 

reinsuz~ez- tt~~~iT~st Wurttem~~rgisclie then Ho~s~e will notify Wut~tt~t~~l~ergisciie of 

21 
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f ~ this wi1c~•eupon ~~Vurttembcrgischc will pay Home witlioul dimiiiutioi~, set aff 

o~• Cher deduction tine cash equivalent of the a~nou~lt wl~iciti was subject ~o 

~suc11 setoff and will notify .~ISUK, on behalf cif Homy, of such payment. Far 

the ~ui-~c~ses of Clause 19.3 any su~.ns received by Home from 

Wuz-~tembargische pursu~~lt to this Clause 19.4 shall lie deemed to have been 

recei~xeci from tl~e Rut4y Pool reiilsurer in question and Ile st7m shad ~e treated 

iii acc~z~dance ~iti~ Glause 19.3. 

19.E Alternatively, ~~vl~ere Home fails to ~•ecover any suin dui froil~ ~ reinsurer of 

the Rutty Pool because of a valid setoff by the reiz~suz•cr ~igainst a claii~~ against 

Hone then Home will r~comiise a corresponding claim against its estate, equal. 

to the amount Uy which the setoff reduces the IBIttR pa~•tion of that suin ciuc 

fi~o171 the ~•einsurer of t1~e Rutty fool and home will ~~ay that amount into fine 

TBNR Account whei~eu~ozl it will be tr•eaEec~ in accord~nc~ with Clause 19.3 

hereof. 

19.5.1 If such a reinsurer should attem~at to effect an invalid set off, Horne will eitl~cr 

(at its ou~n ex~~ense) contest such a purported set off to detei-~~~ine, either 

judicially or through arbitration, its invalidity (with such deten~lir~atiail being 

' final and binding upon tla~ Pa~~ties} or, alternatively, at its eleetioil, will accede 

to . such a purported set aff and will ~~ay into tl~e IBI~zR Account are amount 

~~ equal to the sum which was allegedly invalidly set off. 

20 'I'erinin.ation of Treaty Y2 and ~t~is Agree~zxe~t 

2l~.1 It is zt~~ed that ~Vus~temb~~~gisclle n7~y terminate Treaty R (as atne~~ded) ~~ri~~ 

dais Agreement and withdraw its proof of clai~al filings witl~ii~ 90 days {or•, in 

the case of Clause 20.1,x, Wui~t~ml~~rgiscl~e bccoiizing aware) of either of. tl~c 

followi~l~ circumstances: 

20.1. ] f1 sch~xne cif arrangement in res~ecti of the Home's AFXA 1~usiness is not 

irn~le~nezit~d by the Scheme Deadline Date; or 

20.1.2 A sch~n~c of a~-rang~tner~t irnpleznent~d in respect of Home's AFI~A. business 

bcfor~ flee Scheme Deadline Date is required to b~ ui~ti~~c~und by reason oaf the 

aGa835x ~~ 
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s~lleme cif arrangement being refused tuaal appro~~al by a court of cam~etent 

jlll'1SE~1Gfl~I1. 

20.2 A~ any tiir~e prim' to the Soheine Deaelline date (incll~dii~g where 

Wuz•ttembe~•gisetle 11as ~rc;viously changed tl~e ~ch~ine Deadline Date pursuant 

tp t1~is cla~t7se), Wui~tternt~ergische inay otx~n~;e tl~~ Scheme Deadli3lc Date to a 

later dale by diving wrif~en notiice to ~-lone. 

20.3 1n the evenC that '1"reaty R (as amended) ai~c~ t]1is ~~~eem~nt ~~re t~;rminzted, 

including pursuant t~ Clause 2d.1: 

20.3.1 Wurttei~~t~e~•gische shall be ~ntitlecl to all sums remaic~i.xag in the IBI~'R Account 

incluciii7~ any accrued interest thereon, which ai-e not otl~crwise due to Homy;. 

Tl1c suns remaining in the Reaza~burser3le~it Trust Account slYall lie dealt with 

in acco~rdanee with Clause l x.6.1 above. 

20,3.2 IIo~le's accrued entitl~inent to sums due to it, including uzadei• Clauses 12, 

] 3.4, ] 3.5, l 3.6, 17.1 of tl~~is AgreelY~ent at the time that t~i-~nination of Treaty 

R anti this Agreement is effective shall survive and Wurtt~tl~bc:rgische shall b~ 

liable ill respect thereof. 

20.3.3 VJurttenlbez•gische's accrued entitleziaent to sums due to it including LYr~der 

Clauses 13.3, 13.4, 13.5, 13.7, 13.8 ~f this agreement at the tune that 

tenl~ination of 'I reaty R and this Agzeement is effective shall survive aid 

Hine shall be liable iii respect the~enf.. 

203,4 ~Notwithstar~ding tl~e t~~~~1i~lation o~ TreaEy R at7c1 Chic A~~reem~nl, ~hrs t~ig lets 

and. abligatio~~s of the parties as set oufi in Clauses 18, 20-32 ~f this A~rc~i7~ei~t 

shall ~urvi~ve. 

20.3.5 At fl~~ t7me t}iat tez~~nination. o~ Treaty R and this A~reexnent is effecti~~e 

Clause 15 of t}~is A~;ree~nent sha11 be of no fi~rthez- farce or ~f~`ect. 

21 Inspection Provision 

211 ~ael1 Party shall to the extent r~asc~nabl~, and upo~i ~ivin~ too less tt3arr 14 days 

notice, be entitled to inspect (and at that Party's own ~xp~iise take copies of} 

,.,;sass ~3 
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the books, records, ar~d correspondenec; of the other Party (including, fc~r tl~e 

a~roidaiice of doubt the books, rcct7~•ds and correspondence hell by the age~~~s 

of that Party (whictl in the case of Home shall include AISUIC)} relating to 

t}i~ir mariagernent oP the i•uiz-afi of tl~e M. E. Ratty Uiadcrwritin~ A~e~~cy Ltd 

book o~ business insofar as ~t1e~~ z~el.at~ tt~ Wurttetnber~ische's p~'tici~~atio~~s air 

Policies c~z~ reii~su~•ance~ o~ ~u1-ttei~~bergische. Tl~e rights set fartl~ in this 2~.1 

shall survive teX-~ninafiorY of ~I`rcaty R a~ict/o~ this ~~reei7lent. 

DfSCONTINUAI~TCE OF THE r~RI3ITRATION P1tOCE~ DZ~GS 

~~ In furtherance of Chic A~•ecznei~~ and in f=ull and final settl~nlent of khe 

Arl~itratio~l l?roce~dings, it is agreed that: 

~?;I Each party shall withdraw and abandon all its cl~ii~ls ix~ the Arbitration 

P~-~ceedi~~gs; 

?~.2 ~ac~i pzirty shall ~bcar its own costs pf the arbitr~tioi~ az~d the cysts of its 

appointed ar~itratoz•; and 

4 Z?.~ The Parties shall cooperate to disct~ntinue t).~e Arbitratron Proceedings, with i~o 

order as to costs. 

1i1SCELLAN~OU~ PRO"VISYONS 

~3 Home agrees that pending the impleinerltation ~f any scheme of ai7~a~~ge~nent, 
t ` 

any suir~s recoverecj frd»1 the AFIA ReiT7~ure~;~ or t-he Guarar~to~~ (as .hose 

terms are defined in the pz'~~~osed draft scheme ai' a~-rangerne~~t fot• 1-I~tZ~c's 

t 
APIA business ciat~d 23 July, 2004) t~iat would otherwise fall to ca~~stitu~e a 

~~~rt of and be laid into the ~~roposed scheme cif ~-rangcir~cnt in res~~ect oi~ 
t 

l~~me's AFIA business shall bs held ley Ham 's piovisianal liqusdators iii 

England a.i~c3 Wales and Home agrees that, pending; the iniplctneY~~ation of ax~y 

scheme of as-~ an~~rnent, the sums so recc~vc;red ~~il] not fall for distril~utior~ as 

} pait of the liquidation of ~~o~ne iii Ne~n~ Hain~~s~iire, USA. 

'' ?4 This Agreement shall be binding; upon and shall bene~i~ the I'~rtie~ as r~r~li as 

their successo~•s, subsidiaries and assi~~s. The P~rtics do riot inte~ld k21at azly 

term of this Agreement should be enfc~rceahle; lay any person who is not a p~~rCy 

~~~~s 24 
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to this A~-eci~tent ~~u~.5uant to tl~e Gontr~tcts (Rig(zts t~f Third ~Par~ies~ ~1ct 

1999. 

i 
25 I.t is acknowledged that tl~~ li.c~uidator axle provisional liquidators cif Hc~Fne anti 

tlieiz- respective advisers, servants, employees end agents shall incur na 

~~ersonal liability ~~hatsaever antler this Ab~ee~nent nor any document ~nte~•ed 

into pursuant tc~ or ire coiu~ection with it. 

26 T11is f1~•ee~~ent ai~c~ Treaty R (as atl~endeci by this Agreement) shall cansti~ute 

the entire agreement between t11e Parties z-cl<~tic3~; tc~ the subject matter he~~e~f 

axed this A~reemc~~t ~tnd Treaty R (as amended ~y this A~ree~xlent) r~~~y ilot be 

~mez~dtd, except by wriften am~ndrnent executed ~y each oft}~~ Pat-ties. 

27 Tl~e I'az•ties to this Agreeme~lt shall taot attempt tc~ re-open or set it aside in the 

future; 0~1 the ~;~-ounds that it becomes awa~'e of any n7istake of law {including 

aril such mistake arising out of a subsequent change of la~~) ter mistake of ~I~ict 

relati~i~; to this A~•e~met7t or tl~e subject Xi~atter hereai: 

28 Tl~e validity of this ~1~n'ecrnent shall be in no way condi~io~r~l u~aan tihe 

enYerin~ intro or {other Chan Treaty R) the validity ~f aray other abreement by 

the Parties 1Yei°eto. 

29 Each of tl~e .I~arties represents that it has had full a}apoi-~unity to consult its 

respective legal advisers in conYiection with the review of this Anreen~ent, C17at 

it leas carefully read and understands tl~~ scope ai d effect o~ each ~~rovisiora 

contained in this Agreement, anti that iY is nat r~lyin; u~ann any representations 

maci~ by any of the ~'aT~ties, their legal advisers or any other representati~~e. 

30 Tl~e terms of this A~eernc~zt shall be canfidenYial to ~I3e Parties, save fog-: 

30.] Disclosure as a result ~f and court order, legal obli~atic~n, regulation or 

accounting ~~racedure ar lawful discovery procedure; azld/or 

30.2 Disclosure to le~~l representatives, auditors, slaaa•c:holder•s, ~oven~~~ent~il 

aut}.7.orities, regulaCors and retrocession.ait•cs; and/or 

Q(t48358 ZJ` 
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30.3 Disclosure fa any ot~aer pet-son r~~ith the ~~rior utritten cot~s~iYt of tiiic other 

~~ai•ty, such consent not to be urn~~asonal~ly withheld; ~i~.d1a~~ 

30.E Disclosure to a coua`t of~ot7lpetent jurisdiction (including, fnr lh~ ~vaidu~ee of 

doui~t, the C~aurt). 

31 Thy Panties represent an~~ wart~a~~t that they have the ~lecessai~Y power and 

speczf c autl~ol-ity to enter ir~ta this ll.grcenlen~. 

JU1~ISll[CTION ~,NT~ CHOICE C}F L.~W 

3? Shauld any fi~rth~r displ~tc arise relating to "T'reaty R (as amended) car this 

A~z~eeinent it shall lie sui~j~ct to the jurisdiction of the Nigh Court of Justice iii 

London at~c~ will be subject to English law. 

Stuttgart, ~ ~. .~clf~l. ~~~~1 
SZGNED 13Y EACIi t?F TT~IE PARrr~s ~~~~~m`~~~ ° ~~i~ `rsr ~,ee~~;~'~ ~ t~ 
duly authoi7zed t~~presentatives im Auftrag der 

4~1i's^~en~o~ & trVia~fembergisei~e ~`~ 

ror azacl on l~eliatf of WUSTLNROT ~ WURTTEMBERGISCHE AG 

~, 

dame: ~,/ltC.~~l,~~ l'~ib~~~~~ Name: ~IQKCt~~~.t~ ~rl.tnc,{ t 
'' ~J 

Position: ~~j~~.11.~.nti.c~S~~t2~,(`~'pC' Positi~zi. ~-~cxs~~~.t.~.~S~j~E.X.lv~ac~~t~t{ ~~s' 
V ~~ ~} 

for ~~ad an behalf of THE IIOM.E 11`aTSURAl"~CE CE)1VTPANY (in ~rovisi~na! 

lic~uidatior~ ici Ezx~laud end Wales and in Iigt3ida~ior~ iii the Mate a~ 1'Vc~~~ 

H~3I?Ij~S~lil'C~ 

I3y; ..... ........... ................. . 4

~~ NaInC: 

T'nsifzan: 

flru~~~nr~~~ r ~~az-z 

AG4~i358 

{>. 
i 

- 1` ,,,._ e . _. 

B ... ~ 
~~, r ,~ 

~°...... Y ~~ 

b~ Name: ~~c~~.~~ 3~ ~'~~~~C'~~e~C~ 

s. ,~_ ~'asition `_~,~1~-°~1~1~ V3. ~1wt
,~1~~~'~~I~GaY'_ 

~~ 
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,C/ ~ ~' r~ ~~~~ 
-.__.r.....,....., /~,~,,._ ~ p 9 J , 

/~ ~ t d 

C..~•~ ~~' J Q r~ 
~~J 

~,aJc i.~lvec~~ 

:!t~i:'I: .KGCGC:ISiitE }'E~IKVt.ZSIC}~t<C~tG ,~_C. of 

Juiti.~r~~cs:tr~::sc 1 - ), ;tu~tgarC,ticst Gar^-ny 

(harc;n~ftcr rcf:rrcd Co as tl~c "Ftcas~ured") 

A~ vi:dcr.~rit~cn for t,urctembergisiie Fever+crsicl~crun; A.L. 5y 

tS. E. RCTTY U~:~Efi47RII1NC AGE:lCILS i:ID. of 

5 - 7 Ireland Yard, London £C4 

(licrcinrfte- .tfctred to as the "~~ent") 

rind 

HONE IN~URANCE CO?MANY of 27sv 7ork 

acting through its branch office at 

28/28 ~e~church Street, Lo-~do~,EC3 

(hcrei ai~cr referred co as the "Reinsu:crs"} 

R:.CiTA! S 

(1) 4lhercas under agreerocnts dated 1sC January 1964 end 6ch Jznuary 

1567, Detveen the A3ent and the Reacsv_ed, the Agenc accc~,ccd 

insurance tnt reinsurance business on behalf of the ~csss,;rcd 'or 

the unGcr~:riting y:ars 1964 1965, 146G and 1961 and 

.Dot ~... ~ 
(2) FhiEREAS the Agents ceased to vriCe nev business aft^_r 31st J~ 

1°67 

O) I+'NEt~ew clue Neassured desire to effect reinsurance in respect of ch 
ti: 

l+zbilicy under any and/ot all policies and/or co~tcacts of insu:a~ 

and/or reinsurnnee vrieten by the A~enc oR clieir bcholf (hereinafcc 

referred to as the "Originsl ['~o-TTci'es') :iR'd --

(L) 1.91C1:f;,;, the Rein.ur~rs having hid [ull disclosu~'c ~nJ ia~pcction of 

~~~~ ~h~ A~_e:it';. reco-J:. end scco~:ncs relating to the Ori;ti~rL ~~~~x~'ics 

~n~l .~11 ct.:.m5 :, ~~d c~utsCv~dln~ m1LCCi5 the [Cun~Cr li :vc ~~'-C~d '.n 

n' v i l h c l~.r 
;,~~ af~~+t'J ~~•~.1~ t~•~~~:'.rr:nec Co tl,e Ccnr.z~r~d in ac.orQ~n~_ 

tPrri~ nnJ cvn~tiCinii~ of Chls l'o~~Crnrl, K,~t: it is I:s ~c~v .i ~~~~~ .~~ 
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\RTICt~ I

This Contract is in ccspecc of all lo~~r.s which r;,~ :•,~a~sur~ ct -~y ~e 

may bCcone liable to pay, arisi~i~ oU[ of rrisks aric~c~ Eor ~;~e

Feaasured by the Agent during 1965, 1965, 1964 ned :957 undcctin•=.tiog 

ycs—s of account, cacluding hov,veL "Stop ~~d Sl;op" :.os;es prising 

from or consequent upon w Eire on Sth Avgust ~95~-.1969. 

r The Reinsurers hereon shall follow all cerm~, conei~ions and 

~`~/ settleaen~s as agreed by or on behal: of the Reasauz•d ur_der the l - ~-' ~~ 

~;`~ '~' Original R.olici~s included in the accounts reinsured her by. 

ARTICLE II 
`< 

This Contract cavers all claims due for payment on or ai;~r 1st 

January 1977 ae hereinbeforedefi~ed aidsh:ll rer^yin in forcr. ~.ntil ~l 

the liabili~y htreunder shall have been eahaus~ed, s~uject .:ovever 

to such cancellaCior. provision as hereinafter defined in :,:tFI~LE ~L. .... 

ARiIC~ III 

Notvithstandiag anycAing contained herein co the c~ ~cr~ry, ti,is 

Contract shall exclude: 

a) My lo~a or Liability secruins to the P.~ass~~red directly or 

indirectly gad whether as Insurer or Reinsurcr f_oz and boo! 

of Insurers or ^.einsurcrs fon~ed for Ll~e i~urp~ses of cav~rir,g 

A~oonic or Nuclear Energy Risk. 

_ _ . 
Furthermre. this contract is aIs'o' subjeu co zhc' foi ov ~r~ 

Nuclear Incident Erelusion Clauses which pro reached l,ertcu 

and sha'_1 faro an integral part hcrevf: 

2 
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1) yL~~--'.!' l':~!DL?7 "C Cr:CLL'SIO:: ~:_'.ISES - C.'.~~'LI11' 

11) VUCL~AR I\CIDEhT Ei:Ct'vSION CL\USES - Yil'(SJ.C~\L ~,~pL~,CE - 

RElt:tt'1:.1':('~ - U.S.A./CANApA, 

b) Life, Financial Gunr;t~ree and Insolvency Risks, 

c) Furthermore, it is ~ndetstood end agreed chat: 

1) As reF,r~tz `ion-Marine business rccepced by the ~enssured

[his CO~ICTICC shill exclude toss or damage ,directly caused 

c 
by War aid/or Civil 41ar but this cxcicsion shatl not 

a poly [o such business which is ~ermitCed under the terms 

of clue Uuiced KingUom Market lJar and(or Civil Isar Risks 

f_xclusion Agreem~nL. 

il) As reFlydc Narinc and Aviation bus~ncss acccptc.: by the 

Reassured this Co~[ract shall include lo~:s, dama~e,liaLilit 

or expense caused by or reaultiug from the risks of uar or 

similar risks vrictcn by wsr risk Undecvri~ars, as covered 

in the Original Policy(ies) provided chat such loss, 

daouge, liability or expense would be recoverable under th 

~crms and conditions of Ctk relcvaot IastiC~~te. t~ar and 

Strikes Cla~~ses or Nay eection~ of [lu relevant In:ticute 

uar~and Stcikea Claysce or relevant London Avistioii Clause 

in eur-rcutit—use-_ic .the inception of this Contrac~ or at the 

time when the tsar Risks Cover vuuld hsvc co~~uncnc:eJ under 

the ori~ii~al Insurance or Rcinsurince vicl~in Che tcros of 

clius~s, ~~i~ichevci is ~hc earlier; caccpr iLnt if cl~c ris 

of liar are coveted ~p the Gci~iaai t'ol«)'~~~'~~ u~~dce cti~~ 
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.i;.;~r~+vex i. l ,~ ;~r.::r..~ ,.,;! 1 ~`1r kis4s Joint Sob-Co;~ictee, 

o'r in res;~~,cc o: ~cr;;n i:iterest 
❑ndcr the St1;:dard l;a~ 

Risks Clzusc of any cou~trf which complies with t1E 

limitation of tie Cnitcd Kingdom t~aterbornc Ag~ecment, 

the fo_egoir.E proviso shall nit apply. 

The Reinsures u~rrant t:ut they tre unaware as at the date 'hereof that 

business has been pl:.ced Sy the Agent which is ercluded under the cerm~ 

of this clause. 

ARTICLE IV 

The Considetacion ~o be paid by the Rcassuced to ene Reinsures for 

F [his Contract shall be t1t4,782.00 plus U.S.S362.1gJ plus C~nSb,648.00, 

payable at inception. 

~ ~~9y ~' mss: ~D,~ 
the Reinsurers her~un 'shsil hsve the right to receive any pxyxents ~ndc.-. 

any rein.~ur•.ice placed by the A~enc on bthalf of tha Re~ss:::ed aa~ any 

n~hcr :aco~ee, derived from any aour~~ chat othecvise vuuld ~~-~~•e own_ 

payable to Cl~c Reassured. T~eiCeinsvicera hail bear all e~co~ea o: ufiat~ 

asturc which would otl~ervise have been cl.imcd or requ~eted from 

'the Re~ttured by [he Agent durioS the run off period. 

ARTICLE Y 

It is undcrseood rnd agre.eJ that ~e[clemeat of all claims, refunds, 

return ?remiuris and original Profit Co~omission and administration of 

all premium . addktionsl premiums and policy adjustments shall bt 

-----~ -~ efCrcccd on L~~1~nlf-uf--the A.>insured b.y_che_,A,gcnt~and/4r their 

appointed agcu~s. 

- G - 
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iL 15 .U1 L. L::•.,~: - :..... . ..'.. :I ,. ,:3C _t1C ~~1::SUCf :.. f~C:COR 

-i11 iec^i~:~ .ail r-_. ......,.-. ..._~ Jac cn :'c Otigin~l :'oli:ies 

_ithoue ~~•d,:~ioa of r:orc~c'.i,sc ..~-•-i~sion _nd all recoveries urder 

surplus, exc~,s loss, "scup :oss" end ~~her rei^auranFes cEfecteG 

Eor joint :c~:=unc, pa;sbla to t`,e Rzassured on or after 1st 

January 19i; and vi11 3z re.per.si:~l~ fir pa~-.~rt of ali rcci~rrs of 

premiun anA reinsurance premic~.: p:.yaole theree~tet. 

AFTICT £ VI 

In the eveo~ of losses erceeding pounds 25.000 ut~~cli may give 

rise to claims under Ctiis Contract she Anent shall give i~:diate notice 

co cAe Rein~::rers, but inadvertent error in us omission of such 

notification shall aot in any vay ri•ejudice tl~e rights o~ tl~~ Rea~suced 

unL_r this C~:._ract. 

AZTICLE JII 

Pcinsur_Cs shsll be bowed unconditionally by all loss setctenents 

wide by the ~LeAt. including coTpr~r_ise secclE,oence, where ~~:ch 

scctler_~nts are within the teems and cundi~ions of the Original 

Policies and of this Contract. The Reiasucers' contribution to 

nny o~`~er loss settlement shill be conoiCiona~. upon prior n~~ificar.ion o! 

such settlerrnt ~eiag given to tbt ~.ciusurers by ttie Agent and co theic 

agreement thereto which agreec~rnt shall not be unreasonably vithlield. 

T1ie Agenl vile conduct ttie settleme~: of or resistance to :laima as 

conscientiously as if they were :itble Eor Cie s:hole s~,o~mt of the Clair 

--- or claims_ib,~~,.,at sc. 

T~~r 1`.cin~urc.[5 .1hdIOC tl.cir romir.~cs shall ct all r^ason~bte teats he 

c~•ci:l~•d to iuspcCC X11 boors, r~~•~.;.r.0 records, ~~rr~:.po~,cnce, dormic: 

>>~d .~~,~chc::: ir, the pos?.:r~ior. of cr .~ccec~i.h[,- co cne ~.oe~~, acd in . ~ 
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~_.7 ~ .:a_cicJ ._.~~ _..c rt•:.c:!. ~,: .t lo:s ..,y;.in~ Co tS.s 

<<~:cc:<<nc, .' _~~~. '- :::-. -•_.,t~ tlx:' . '~c .1;;e~C .~~c 3~d:~,c_cd, 

caa^.~[ 6e c.'_l:G u?on ..+ >.;F;:1; r;nc_.-.nt.~.ry evi.d~nce ..Char et:an 

[h•~[-vnich c c 'heus~L•:~ti ':;.ve 'c'cirtd. 

:.fiTi~~~ ::: 

Shoule~ the 4ciu;urers 

i) ~.ose the vhulc or pa-t of il's paid-up ctpical, 07 

ii) Co into liquida[ion or a receiver be appointed. 

the Reassured have ;he right to ter~iin~.:e their p~rticipa~icn in this 

. c Contract fortFuiCh by Living ~oCice in vritir.g co tha Reinsurers, and 

the Reiasucer, sTa'_1 have she same right vis r vi; c!ie Re~.ssuced. 

In o:Aer to secure the P.eas~uted in ti:e even[ oC liquidation, either 

volu~itary or corpulsory of chc ,8eins~~rer~, or in the event of ar.• 

deC~ulc by tha 4e insurers in perfor~r.~nce of any of. their .:bl:oatior.s 

under this contract, any further conies uhicS dsy ricer th_ occer~ence 

of Sllf of chc events conce~,t~ced in cl~is clsusc be ~vait~~?e foe or 

credited to or clainia'vtc ty Che Rcinsurzrs shall be he:d u,~n trust ant 

[he Rc~ssured as sole and absolute Sc~~efici uies. 

tiRT1CLC X 

IC i= hectby understood a;iJ agreed that any amenJmeccs andlor 

~slcerations to ,his ConcTact chat arc agreed eiti~er by correspo~deuce 

and/or Broker^ Slip ~rdorsea:en[s shall he aut~rwcicilly b:aJing 

hcYr_or. ;.nd Shall be cnn>i:cred ~c form.i~g sn inte~r~l p~« hereof. 

- G --
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AR~'iCi.i :(t 

:iris Contract i~ ~c~,JL':7LC: through ii:rri~g~on, :,;,,;tin Limiter, 

2/12,l;tlson St..:^.t, _onu~m t.L~?S 2:J [`.~:ocKtf'vhom rll correspoiiCe~ce 

brtvetn parties S:~reto s;~ail be ~ddre~~ed. 

AR7ICIE XII 

Lt is herebq d~ciared ar.~' ny,rccd that ~~y iaadvetcent delays. eri~o.-a 

or omissions msde it ~earcccion with this Contract sHall no[ be held 

to rclieva eithr.r of the p:rtice heteto ftcm any liability which would 

have attached to [het. hereunder if such delay, error or omission had 

not occured and it is furtt;cr agreed that in all things coning within 

the scope of this Cn~tract tl~e Reinsurers shell share co she exteut 

of their inCerest the fortunes of the Reassured. 

Fe.verthcless iC is uadcrstooc~ znd agreed ttut any such delay, error 

or omiesion shill be reccified~ a ~auu afrer its discovery as po<sible. 

the Reinsurers acknowledge hiving made the enquiries and inspection 

refectcd to in RECIT.IL (4) hereof unconditionally waive snd release 

am pretrnt or future right to tvoid ar cerniaate this Con[rac[. for 

aon~discicrsure, roisrepresentation ur sny other caw e ~:hetaver. 

ARTICLE XI:I 

(1) All msttc:s is difference between the Reassured and the 

rcinsuter (hereinafter referred to sa "rhe Parties") in rela~io~ to 

this A~rEement, including i[e fo n.:tion and validi[y~ end vhetltier 

arising during or alter the p~rio~ of this Agreement. shall, be 

referred Lo an ~rbitratiun tribunal in [he a~nner bcrcinafter sec OUC. 

7 
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:?) :'nlcss [.`.c ~ir[ics a~r~e upon ~ :infle ~ro:~r,.-or ~~i:!~in 

tl~irc~ Ceys ci ore ~eceivi~~~ .. ~,ritc.~ ragc;sc ir::~ the ocher Eor 

acbicrncion, chr c?ai~~anc (ttie parry requesting orcicretion) sl;a.l 

appoi.~t ?:is a:Si__acor and give vrztCcn ~otiert~ereo,f to chc 

r2spor.de~t. Within tRirty Jays of receiving sect notice the respondent 

shall appoinc ~i~ crbicra[or and give written notice thereof to ~h~ 

~l~imant, failing ~ihich t1e :laimart may apply to the appointor 

hereinrfter named to nominate an arbitrator on bcha'.f of the respondenc. 

(~) Should she arDitre[or:~ fail [o agree, then They shall uithia 

Lhirt'~ riays of such di~agreem~nt appoint an umpire [o whom tht a~ntter 

in difference shall be referred. Should the arbi~ra[or~ fail'Ni[hin 

F such period to appoint a~ umpice, Chen either of thtm or ei=her of 

the p.r~ies :aay apply to the appointer for the appoincs~ent of the 

umpire. 

w.. 
(y) Unless the parties otherwise agreE the arbitracioa tzib~na? 

shall consist of persons empio~ed or engagtd in a senior positron in 

in~ur~nr.c ur reinsura..ce undeturi[ing. 

(S) The arbitration tribun,:l shall have power to fix all procedura: 

rules far Che holding of the arbi~racion including discretio~nry power 

to mike orCers as to any matters which it ws7 consider proper in the 

eirctuostances of ttx. case vitt~ re~szd to pleadings, discovery. :nsFec~ic 

of documents, exao~ina[ion of witnesses and any ocher mactec vhatsoevec 

relating to the conduct of the arbitratioa and may receive and ace upon 

~. .- such cvuictut_3~Lt~the.t oral or trrittcn etzietly admissablc or no[ as it 

shall in its discretion chink fie. 

_ g 
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for the ttme being of Lloyd's or tJ~e institute oP !_o~do~ Under-~,,.iters . 

(%3) Tli~ se:,t of the ~ri,it~zciun shall be in LONDON 

atd the arbitration [ri::•.:r.t1 shzll nFply the lairs of ENGLAND 

as the proper :aw of t::is !lgrecr~^_nt. 

(%1,) The ati~ard of 41ie arbitratio~< <ribunal s]:all be in wr~.~in~ 

and binding upo:~ the r4.rties who covenznt to carry out any award. 

the other may apply for its enforcement to a Court of Compe~~nt 

.Tur sdiction in any rerri~.ory in which the par[y in default i~ 

d :sivi2ed or tips asset: cr ~arrics ~n business: 

~1~rt~ ~ ::~: 5er;~r~re 
f nersichervng AG in Sh~tfp4ft 

• 
stuttgsrt, 15th Apri2,1977 

S:bncd: IdURTTE:BEFtCISCHE FEUL•itVIiR:.ICHE~ ~i~ A.C. 

t~UME INSURANCE C0~•[PA~tY 

— 9 
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t•?e acknovleJ~e that we sre fully a~~arc of and (having been so 

requested l~~ t:~e Rerssc~•ed and t~~e :'.einsurers) c~rsent to Ch. .:-r3:-~~,.e~t' 

proposed in this Contract. Ue undertake to cart}' out the obligations 

under this -~Q.n_t.r_a.c.~„Which fa21 on ourselves and to send accounts 

to the Homa Insurance Covpany an 'to deal with them in all respects. 

.... ~_.:1'y. 

Signed: M.~. I:UTTY UND"c'R~•~~TfiiING AGENCIES LTD. 

tJe will froci now o~ deal: only with id.E. RUTTY U*IDERWRITINC AGENCIES L:A. 

Signed: NCME L~SURANC~ COP~'~NY 
E 
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IN THE HIGH COURT OF JUSTICE ~ ~~r,. : 
~ ~~~ .. 

CHANCERY DIVISION M~̀y

COMPANIES C(}[JRT 

* ~ ~' ',:~; 
MR JUSTICE P'UMFREY 

The 8tL dsy of 11Ly 2003 

IN 'I'SE MATTER OF THE HOi19~ INSURANCE COMPANY 

~7 

lTt THE MATTER OF THE INSOLVENCY ACT 1986 

hIINUTE OF ORDER 

UPON the Application of The Home Instlrattoe Company ("thc Company") accring by iL~ 
Rehabilitator Pawls Tats Rogcia, as appo by the Stiperiar Court of the Smte of New 
Hampshire an S Maneh 2003 ("the Appticattt") 

AND iJPON HEARING Counsel for t1u Applicant 

AND UPON READING a copy of a Petition to wind up the Company ("the Petirion") and the 
* witness statement of Paul Taft Rogers da0ed y May 2003 
f 

n ~+~ r UPUN the Applicant through its Cau~sel undertnlcing .~.a ~ ~n •~•~• P~~o► ~.•.L~l•. 

GAT ~) to present the Petition for the winding-ap of iht Company before the Cocirt; 

(ii) to have film ttre witness statement of Paula Taft kogera; end 

(iii) to.ferdrwith iasu~ an Ordinary Application in the form of a draft Ordinary Application 
presented to the Court 

IT IS ORDERED THAT Gareth Howard Hughes and Margaret Z~tizab~th Mitis both 
Chactereci Acxo~mtants and Licensed Insolvency Practionere of 8rnst d~ Young LL.P of Bxlcet 
House. 1 Lambeth PaLRce Road. London SEl 7EU be appointed joint provisional liquidators 
of the Company (tl~e "Jourt Provisional Liquidators") and that any act roqui~ted or authorisod 
to be done by a provisions] liquidator be done by either ar both of tho above manNoncd Joint 
Provisional Liquidators 

t.00aao-3/li~s69aro6 xonsroolu 
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Proof 3: 22.7.04

THIS DOCUMENT IS IMPORTANT AND REQTIIRES YOUR IMMEDIATE ATTENTION

If you are in any doubt as to what action you should take, you should consult your

insurance broker or other professional adviser without delay'

In an endeavour to ensure that insurance brokers are in a position to advise their clients, a

copy of this document has been sent to all brokers known to have placed business with or

on tehalf of The Home Insurance Company, in respect of its participation in the American

Foreign Insurance Association (AFIA).

Further copies of this clocument and the enclosed voting form can be obtained from Ernst &

Young LLF or The Home Insurance Company at the addresses listed on page 33'

PROPOSAL IN RELATION TO

A SCHEME OF ARRANGEMENT

between

THE HOME INSURANCE COMPANY

and its

SCHEME CREDITORS

(as defined in the Scheme)

The meeting of Scheme Creditors to consider the Scheme will be held on 8 September 2004

commencin! at 10.30 a.m. at the offices of Clifford Chance Limited Liability Partnership, 10

Upper Bank Street, London E14 5JJ. Notice of the meetings is set out on page 82'

The action required to be taken by you is set out on pages 8 to 9. Whether or not Scheme

Creditors intend to be present at the meeting, they are requested to complete and return the

voting form enclosed with this document as soon as possible'

23 Jily 2004
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PART I
EXPLANATORY STATEMENT

IMPORTANT NOTICE

This document has been prepared in connection with a proposed Scheme
pursuant to section 425 of the companies Act 1985 between The Home
Insurance company (the "company") and its scheme creditors (as defined in
the Scheme).

The information contained in this document has been prepared by the
Company based upon information available to it.

The statements, opinions and information contained in this document are
made, held or given respectively as at the date of this document unless
another time is specified and such statements, opinions and information are
made, held or given solely by or on behalf of the company unless expressly
attributed to another party. Service of this document shall not give rise to any
implication that there has been no change in facts set out in it since such
date.

Nothing contained in this document constitutes an admission of any fact or
liability on the part of the company or any other person in respect of any
asset to which they may be entitled or any claim against them. No estimate of
the amount of any claim against the company specified in the voting form
returned to the company, or otherwise provided for voting purposes, shall be
admissible against the company or any other party, or shall be taken into
account in calculating payments under the Scheme or in the New Hampshire
Liquidation. Any such estimatc shall only bc uscd for voting purposcs at Lhe
meeting of Scheme Creditors to consider the Scheme.

The summary of the principal provisions of the Scheme and related matters
contained herein is qualified in its entirety by reference to the Scheme itself,
the full text of which is set out on pages 35 to 81. Scheme Creditors are
advised to read and consider carefully the text of the Scheme.

The company has not authorised any person to make any representation,
whether oral, written, express or implied, concerning the proposed Scheme
which is inconsistent with the statements made in this document.
consequently, if such representations are made, they should not be relied
upon.

The Informal Creditors' committee is not responsible for the information
contained in this document.

No Scheme creditor shall construe the contents of this document as legal, tax,
financial or other professional advice. Each Scheme Creditor should consult
his own professional advisers as to the legal, tax, financial or other matters
relevant to the action he should take in connection with the Scheme.

c900l7pu0l0 Prool 3: 21.7.04 BIL Revision: 0 Operator Bonp
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PART I
EXPLANATORY STATEMENT

OFFICEHOLDERS

Joint Provisional Liquidators and

Proposed Scheme Administrators
Gareth Howard Hughes

Margarel Elizabeth Mills
Ernst & Young LLP
I More London Place
London SEI 2AF

New Hampshire Liquidator Roger Sevigny
The State of New Hampshire Insurance Department
56 Old Suncook Ruud
Concord, New Hampshire 03301-5151

ADVISERS

Office of the Attorney General Department of Justice
Office ol the Attorney General
33 Capitol Street
Concord N.H. 03301

Legal Advisers (US) Rackemann, Sawyer & Brewster
One Financial Center
Boston, MA 02lll

Legal Advisers (UK) Clifford Chance LLP
l0 Uppur Barft Stt'eet

London El4 5JJ
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PART I
EXPLANATORY STATEMENT

PROVISIONAL TIMETABLE

Scheme Creditors' meeting

Court hearing to sanction the Scheme and make the Global
Liquidation Order

Scheme becomes effective

8 September 2004

October 2004

October 2004

The above dates, other than that of the Scheme Creditors' meeting, are tentative only since
the date of the Court hearing will only be confirrned if the Scheme is approved at the
Scheme Creditors' meeting.

o
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PART I
EXPLANATORY STATEMENT

SECTION A

KEY DEFINITIONS

The Explanatory Statement is intended to explain the main provisions of the Scheme. The

definitions will apply throughout the Explanatory Statement. They correspond to defined

words and phrases in the Scheme and are in some instances summaries of longer definitions.

They are not intended to be comprehensive and, if there is any inconsistency with the terms
oo "cer:l in rhe Scherne the Scheme nrer-rails over them. The ftrll dcfinitions are those which
4D UDVU lll LrlW Uvrrwurv,

appcar in the Scheme on pages 38 to 44.

"ACE-INA" means ACE-INA Services UK Limited;

..ACE Group" means ACE Limited (based in Bermuda) and its subsidiaries;

"AFIA" me&ns the American Foreign Insurance Association;

,'AFIA Creditors" means the creditors of the Company in respect of the AFIA Treaties;

"AFIA Reinsurers" has the meaning given to that term in the Scheme;

"AFIA Treaties" has the meaning given to that term in Section C: paragraph 2.3;

,.BAFCO" has the fireaning given tr: that term in scction c: paragraph 4.1;

"BAFCO 1" has the meaning given to that term in Section C: paragraph 4'2;

"BAFCO 2" has the meaning given to that term in Section C: paragraph 4.3;

,,BAFCO 3" has the meaning given to that term in Section C : patagraph 4.2;

"CIC" means Century Indemnity Company;

"CIRC" means Century International Reinsurance Company Limited;

"CIGNA" means CIGNA CorPoration;

o'City" means City Insurance Company - UK branch;

"Claims Procedure Order" means the order of the New Hampshire Court dated 19 December

2003, as amended, establishing procedures regarding claims filed with the Company;

"Company" means The Home Insurance Company (in liquidation);

"Creditorso Committee" means the committee established in accordance with the provisions of
the Scheme;

o'Driver" means C.R. Driver & Company;

"Effective Date" means, following the date on which an office copy of the order of the

English Court sanctioning the Scheme is delivered to the Registrar of Companies in England

for registration, the first date on which all of the conditions described in Section E:

paragraph 14 have been satisfied;

"English Court" means the High Court of Justice of England and Wales;

"Established Scheme Liability" means a Scheme Claim which has become established in

accordance with the Scheme;

"FSA" means the Financial Services Authority;

"Global Liquidation Order" has the meaning given to that term in Section E: paragraph 14;

"Gross Proceeds" means all proceeds received from an AFIA Reinsurer and/or the Guarantor

as the same relate to the reinsurance, indemnification or the guarantee of the Company's

obligations under the AFIA Treaties, net of set-off;

-l-
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PART I
EXPLANATORY STATEMENT

SECTION A

'oGuarantee" means the guarantee described in Section C: paragraph 4.5

ooGuarantor" means CIGNA, or its successors in title, as guarantor and/or indemnitor under
the Guarantee;

"INA" has the meaning given to that term in Section C: paragraph 2.2;

"Indemnitees" has the meaning given to that term in Section C: paragraph 4.7:

"Informal Creditors' Committee" means the informal committee of AFIA Creditors, whose
members will become the first members of the Creditors' Committee to be established under
the Scheme (as listed in Section H: Appendix l);

"Insurance and Reinsurance Assumption Agreement" means the agreement described in Section
C: paragraph 4.4;

ooJoint Provisional Liquidators" means Gareth Howard Hughes and Margaret Elizabeth Mills,
partners in the United Kingdom firm of Ernst & Young LLP, acting in their capacity as
joint provisional liquidators of the Company or such other person as may be appointed as
joint provisional liquidator from time to time in addition or succession thereto;
ooNet Proceeds" has the meaning given to that term in Section E: paragraph 1.1;

'oNew Hampshire Approval Order" means an order of the New Hampshire Court approving
the proposal for the implementation of the Scheme;

"New Hampshire Court" means the Merrimack County Superior Court of the State of New
Hampshire;

"New Hampshire Liquidation" means the liquidation being conducted in respect of the
Company pursuant to the order of the New Hampshire Court dated 13 June 2003;
o'New Hampshire Liquidator" means the Commissioner of Insurance for the State of New
Hampshire, being, as at the date of this explanatory statement, Roger Sevigny, and his
successors in office, solely in his capacity as the liquidator of the Company;

"Notice of Determination" has the meaning given to that term in Section F: paragraph 3.1;

"Order" means the order of the English Court dated 8 May 2003 under which the Joint
Provisional Liquidators were appointed, as amended from time to time;

"Payment Percentage" means the percentage of an Established Scheme Liability that the
Scheme Administrators determine from time to time should be paid to Scheme Creditors in
accordance with the provisions of the Scheme;

"Purchase Agreement" has the meaning given to that term in Section C: paragraph 4.4:

"Quota Share" has the meaning given to that term in Section C: paragraph 4.7:

"Record Date" means the date of the Scheme;

"Rehabilitator" has the meaning given to that term in Section B: paragraph 1.3;

"Review Date" has the meaning given to that term in Section E;paragraph 5.1;

"Scheme" means the scheme of arrangement pursuant to section 425 of the Companies Act
1985 as set out on pages 35 to 81 of this document in its present form or as modified;

"Scheme Assets" means those assets transferred by the Company to, and held by, the Scheme
Administrators in accordance with the terms of the Scheme;

"Scheme Claim" means a liability of the Company under or arising out of any of the AFIA
Treaties;

_)_
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PART I
EXPLANATORY STATEMENT

SECTION A

"scheme Creditor" means a creditor of the Company in respect of a Scheme Claim;

"scheme Administrators" means Gareth Howard Hughes and Margaret Elizabeth Mills,
acting in their capacity as Scheme Administrators, or such other persons as may be

appointed as Scheme Administrators from time to time in accordance with the terms of the

Scheme;

"special Resolution" has the meaning given to that term in Section E; paragraph 11.1;

'oWeavers" has the meaning given to that term in Section B: paragraph 1.2.2.
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SUMMARY

I. INTRODUCTION
1.1 The Company was incorporated on 15 March 1973 under the laws of the State of New

Hampshire, although its predecessor corporations were established as long ago as 1853
under the laws of the State of New York. The Company and its subsidiaries wrote
insurance and reinsurance business in almost all states and territories in the United
States, as well as in Canada, United Kingdom, Bermuda and Hong Kong.

1.2 The business of the Company's UK branch principally comprised two portfolios, both
of which are in run-off, namely;

1.2.1 assumed reinsurance business underwritten through AFIA; and

1.2.2 business underwritten by City Insurance Company - UK branch ("City")
through the agency of HS Weavers (Underwriting) Agencies Ltd ('oWeavers")
between 1970 and 1977 on the Weavers stamp and also through the agency of
C.R Driver & Company ("Driver"). The Company and City were merged in
1995.

1.3 On 3 March 1997 the New Hampshire Insurance Department placed the Company and
its insurance subsidiaries under its supervision pursuant to an Order of Supervision
made by the New Hampshire Court. On 5 March 2003, the New Hampshire Court
appointed Ms Paula Taft Rogers as Rehabilitator (the "Rehabilitator") of the
Company.

1.4 In or around May 2003, the Rehabilitator concluded that the Company was insolvent
in accordance with the laws of the State of New Hampshire in that its assets were
exceeded by its liabilities. The Rehabilitator also concluded that further attempts to
rehabilitate the Company would be futile. As a result, on 8 May 2003 the
Rehabilitator filed a petition with the New Hampshire Court for an order directing her
to liquidate the Company and appointing her as the New Hampshire Liquidator of the
Company. That order was granted on 11 June 2003 and was superseded by an order
dated 13 June 2003. On 13 August 2003, Ms Rogers' tenure as the Commissioner of
Insurance for the State of New Hampshire expired and the Governor of New
Hampshire appointed Mr Roger Sevigny as her successor. As a consequence, Mr
Sevigny became the New Hampshire Liquidator on the same date.

1.5 On 8 May 2003, the Company, acting by the Rehabilitator, presented a winding up
petition to the English Court. On the same day, pursuant to an application by the
Rehabilitator, Gareth Hughes and Margaret Mills, partners in the firm of Ernst &
Young LLP, were appointed Joint Provisional Liquidators of the Company in order to
safe-guard and protect the assets of the Company located in England and Wales.

, WHY HAVE YOU BEEN SENT THIS DOCUMENT?
This document contains a proposal for a Scheme (under section 425 of the Companies
Act 1985) between the Company and its AFIA Creditors. This proposal is made by the
Joint Provisional Liquidators with the support of the New Hampshire Liquidator. The
proposed Scheme will only apply to the creditors of the Company in respect of treaty
reinsurance business underwritten by the Company's UK branch through AFIA. As
such, this document has been sent to those parties who the Company's records indicate
might be AFIA Creditors. However, receipt of this document does not mean that you
are an AFIA Creditor or that you will be affected by the Scheme. Where appropriate,
you may wish to ask your insurance broker, who should have received a copy of this
document, for further details of your involvement with the Company.

2.1
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2.2 For the avoidance of doubt, this proposal is not directed to parties who are creditors
of the Company solelv in respect of business underwritten through the Weavers or
Driver agencies.

3. WHAT IS A SCHEME OF ARRANGEMENT AND HOW DOES IT BECOME
BINDING?
A scheme of arrangement, snch as that which is prnposed here, is a.n a.rrangement

between a company and its creditors or any class of them as prescribed by section 425

of the Companies Act 1985. It becomes legally binding on a company and its affected
creditors if:

3.1.1 a majority in number representing not less than 75o/o in value of the affected
creditors, present and voting in person or by proxy, vote in favour of the scheme

at a specially convened meeting;

3.1.2 the English Court subsequently makes an order approving the scheme; and

3.1.3 an office copy of that order is delivered to the Registrar of Companies in
England.

Please note that even when the steps referred to in this paragraph 3 have been taken, this
Scheme will not become effective until the conditions described in Section E paragraph 14

have been fulfilled. If the Scheme becomes effective, it will bind all AFIA Creditors,
whether or not any particular AFIA Creditor was notified of the Scheme and whether or
not such AFIA Creditor voted for the Scheme.

4. WHY HAS THE SCHEME BEEN PROPOSED?

4.I When the Rehabilitator applied for the appointment of Joint Provisional Liquidators in
respect of the Company it was recognised that, since the Company's place of
incorporation was in the United States, the New Hampshire Liquidation should be the
primary insolvency proceeding in respect of the Company. As a result, it was proposed
(and accepted by the English Court) that the English winding up proceedings should
be ancillary to the New Hampshire Liquidation.

4.2 Consistent with this, the order of the English Court appointing the Joint Provisional
Liquidators contemplates that, following the appointment of the New Hampshire
Liquidator, the Joint Provisional Liquidators shoulcl exercise their powers as requested

and approved by the New Hampshire Liquidator, save where the English Court
otherwise directs and save where to do so would cause them to contravene English
law. At the hearing of the Rehabilitator's application to appoint Joint Provisional
Liquidators, the English Court was not at that stage invited to allow assets situated
within England and Wales to leave England. The English Court was informed that a
further application (if appropriate) would be made if it was decided to seek the
remission of such assets to New Hampshire for administration and distribution as part
of the New Hampshire Liquidation. In addition, at a separate meeting with the FSA,
the Joint Provisional Liquidators undertook to notify and consult with the FSA prior
to any such application to the English Court.

4.3 Given that the Company is a New Hampshire - incorporated and domiciled insurance
company subject to primary insolvency proceedings in New Hampshire, the
administration and distribution of the estate under a single legal system would
necessarily entail the application of New Hampshire insurance insolvency law and
practice. Certainly, the English Court would expect English-situs assets to be remitted
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to New Hampshire in order to be distributed under New Hampshire insolvency law
and practice unless creditors as a whole were likely to suffer any material substantive
disadvantage as a result of such remission.

4.4 As a result, the New Hampshire Liquidator and the Joint Provisional Liquidators
conducted a review of the comparative advantages and disadvantages of, on the one
hand, a single administration of the Company's assets worldwide in accordance with
New Hampshire insolvency law and practice and, on the other hand, a dual New
Hampshire and English based administration (under which English-situs assets would
be dealt with under an English procedure) in order to ascertain whether or not
creditors as a whole were likely to suffer any material substantive disadvantage by
reason of English assets being remitted to New Hampshire.

4.5 In short, having taken New Hampshire and English legal advice (including advice from
English leading counsel), the New Hampshire Liquidator and the Joint Provisional
Liquidators concluded that there were no material differences between the insolvency
law applicable to an insurer like the Company in New Hampshire and that applicable
in England and Wales, that creditors of the Company as a whole would not suffer any
material substantive disadvantage if the liquidation of the Company were to be carried
out in New Hampshire and that, therefore, there was no justification for a separate
English insolvency proceeding to deal with the English-situs assets.

4.6 One significant common feature of New Hampshire and English insolvency law
applicable to insurance companies is that in the liquidation of an insurance company
holders of "insurance claims" i.e. direct policyholders worldwide rank ahead of
reinsurance creditors in order of priority of payments from the insolvent estate. In
England and Wales this priority is imposed by means of the Insurers (Reorganisation
and Winding up) Rcgulations 200.4 which implements Direutivc 200lll7lBc uf the
European Parliament on the reorganisation and winding up of insurance undertakings.
Whilst the ultimate deficiency of assets to pay the Company's liabilities is not yet
known to either the New Hampshire Liquidator or the Joint Provisional Liquidators, it
seems unlikely that reinsurance creditors of the Company (which would include the
vast majority, if not all, of the AFIA Creditors) will receive anything by way of
distribution from the liquidation of the Company, either in New Hampshire or in
England.

4.7 Due to the junior ranking afforded to reinsurance creditors under New Hampshire
insolvency law, AFIA Creditors presently have an economic disincentive to prosecute
their claims against the Company for agreement in the New Hampshire Liquidation.
The direct consequence of this disincentive to prosecute claims would be that the
Company, in turn, would have no right to seek an indemnity from Century Indemnity
Company ("CIC") and/or Century International Reinsurance Company Limited
("CIRC") pursuant to the respective indemnity/reinsurance arrangements between the
Company and those parties (which are described in more detail in Section C;
paragraphs 4 to 6 below), notwithstanding that the AFIA Creditors will inevitably
have suffered insured losses which in the ordinary course would have been submitted
to the Company for payment. Thus, the AFIA Creditors suffer because they are
incurring losses on their own inwards exposures without receiving any reinsurance
payments from the Company under the AFIA Treaties, whilst the generality of
creditors of the Company likewise suffer because of the absence of indemnity/
reinsurance receipts from CIC andlor CIRC (which would otherwise swell the assets
available for distribution to the generality of the Company's creditors). Indeed, the
only parties which benefit from this state of affairs would be CIC and CIRC
themselves, who would gain a windfall advantage. The purpose of the proposed

-6-

c90017pu020 Proof 3: 21.7.04 BIL Revision: 0 Operator BonP

426



4.8

PART I
EXPLANATORY STATEMENT

SECTION B

Scheme which has been developed following consultation with the Informal
Creditors' Committee and the FSA - is to redress this imbalance by providing that any
indemnity/reinsurance recoveries received by the Company in respect of its liabilities
under the AFIA Treaties will be shared (subject to certain deductions) on a 50:50 basis

with the AFIA Creditors. This "sharing" arrangement should at least partially remove

the AFIA Creditors' disincentive to prosecute valid claims against the Company caused

by the Company's insolvency (and the junior ranking therein of reinsurance cfedltofs),
whilst preserving the integrity of the indemnity/reinsurance arrangements between the

Company and CIC/CIRC, because valid and properly adjusted claims against the

Company can trigger recovery from CIC/CIRC under the indemnity/reinsurance
arrangements between those entities and the Company.

Following consultation between the New Hampshire Liquidator and the principal
creditors of the Company in the New Hampshire Liquidation, the New Hampshire
Liquidator filed a motion seeking the New Hampshire Court's approval of the
proposed "sharing" arrangement. Two objections to this motion were filed by parties

who assert that they are creditors of the Company (the "Obiecting Parties"). The New
Hampshire Court rejected such objections and issued an order granting the New
Hampshire Liquidator's motion (the "New Hampshire Approval Order"). The Objecting
Parties are currently appealing against the New Hampshire Approval Order.

WHAT DOES THE SCHEME PROVIDE?
The purpose of the Scheme is, firstly, to set aside as a separate ring-fenced 'fund' (to

be known as the "scheme Assets") the 50% share of the indemnity/reinsurance
proceeds as described in paragraph 4.7 above and, secondly, to distribute those Scheme

Assets to the AFIA Creditors in accordance with the rules of the Scheme. In
particular, the Scheme provides that:

5.1.1 AFIA Creditors' claims shall be established in the New Hampshire Liquidation
in accordance with the Clarms Procedure Urder;

5.1.2 the Scheme Administrators shall pay distributions out of the Scheme Assets to
AFIA Creditors with established claims by reference to a Payment Percentage

fixed by the Scheme Administrators in consultation with the Creditors'
Committee;

5.1.3 in fixing the Payment Percentage the Scheme Administrators
there will be sufficient funds available when needed to pay

Percentage to AFIA Creditors whose claims are established
Scheme permits the Scheme Administrators to make certain
future cashflows when making this assessment.

In addition, the Scheme provides a mechanism for accelerating the payment of
distributions to AFIA Creditors out of Scheme Assets and effecting an early closure of
the Scheme.

RISK FACTORS

AFIA Creditors should bear in mind, without limitation, the following risk factors:

5.

5.1

5.2

must consider that
the same Payment
in the future. The
assumptions about

6.

6.1

Impact upon reinsurance/indemnity contracts protecting the AFIA Treaties

6.2 The New Hampshire Liquidator and the Joint Provisional Liquidators have taken legal

advice on the impact of the Scheme upon the indemnity and reinsurance contracts
which protect the AFIA Treaties (which are described in more detail in Section C:

-7-

c90017pu020 Proof 3: 21."/.04 BIL Revision: 0 Operator BonP

427



PART I
EXPLANATORY STATEMENT

SECTION B

paragraphs 4.4 and 4.6 below) and are satisfied that the Scheme does not prejudice the
validity or value of those contracts. However, the Company cannot give any assurance
that the counterparties to those contracts will not assert that the Scheme or its
operation entitles them to deny liability (in whole or in part) for losses ceded to them
by the Company under those contracts.

6.3

Performance of the Company's reinsurers/indemnitors

The timing and quantum of distributions under the Scheme will be entirely dependent
upon the Company making collections from its indemnitors/reinsurers or, where
applicable, from their guarantor. The Company cannot give any assurance as to what
defences those parties may raise as grounds upon which to refuse to make payments,
nor as to the ultimate solvency of any of those parties.

Setting of the Payment Percentage

6.4 Whilst the key principle underlying the scheme is essentially to distribute the Scheme
Assets pro rata amongst all AFIA Creditors as and when their claims are established,
the provisions of the Scheme controlling the fixing of the Payment Percentage entail a
risk that the assumptions which the Scheme Administrators make when fixing the
Payment Percentage (in particular, with respect to likely ultimate liabilities and to
likely cash recoveries from the Company's reinsurers/indemnitors/guarantor) may turn
out to be incorrect, with the result that too much money may be paid out too soon to
certain AFIA Creditors. Whilst the Scheme contains certain provisions which
ameliorate this risk, the Scheme nevertheless carries with it the risk that ultimately the
Scheme Assets will not be distributed strictly pro rqta amongst all AFIA Creditors.

7. RBCOMMENDATION
7.I The proposed Scheme offers to AFIA Creditors the real prospect of receiving a

(possibly material) payment from the Company in respect of their claims. If the
proposed Scheme is not approved, AFIA Creditors will rank as junior creditors in the
New Hampshire Liquidation behind direct insureds and will most likely receive no
distribution from the insolvent estate.

7.2 The Joint Provisional Liquidators, Gareth Hughes and Margaret Mills, as prospective
Scheme Administrators, as well as Roger Sevigny, the New Hampshire Liquidator,
have satisfied themselves that the Scheme is in the best interests not only of the AFIA
Creditors but also of the generality of ordinary creditors of the Company and
accordingly recommend that AFIA Creditors who are entitled to do so vote for the
Scheme.

7.3 The members of the Informal Creditors' Committee have considered the advantages of
the Scheme and, on the basis of the information contained in this document, have
confirmed to the proposed Scheme Administrators that they intend to vote in favour of
the Scheme.

8. WHAT ARE YOU REQUTRED TO DO?

8.1 Al1 Scheme Creditors with agreed, outstanding or IBNR claims are entitled to vote on
the Scheme.

8.2 Enclosed with the document you will find a voting form (consisting of a form of proxy
and claims table) for voting at the Scheme Creditors' meeting. An explanation of how
your claim against the Company is to be valued for voting purposes and guidance
notes and instructions for completion of the voting form are set out on pages 84 to 95.
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8.3 If you are a Scheme Creditor, you are entitled to vote at the Scheme Creditors'
meeting either in person (or, in the case of corporations, by a duly authorised

representative) or by proxy. If you wish to appoint a proxy, please complete the form
of proxy in the voting form where appropriate. This will not prevent you from
attending in person at the Scheme Creditors' meeting.

8.4 The vuting l'orn should lre rcturned to thc Cornpany at:

Ernst & Young LLP
1 More London Place
London SEI 2AF

for the attention of: Gareth Hughes/Sarah Ellis

Facsimile: +44 ?,Q 7951 9002

8.5 In order to have your vote counted, the voting form (or a faxed copy) must be

submitted to the above address by 5.00 p.m. on 6 September 2004 or at the start of
the Scheme Creditors' meeting. However, it wuuld be appreciated if you were to return
the voting form in advance. Please also be aware that, if the original of a faxed voting
form is not received within 7 days of the Scheme Creditors' meeting, it may not be

counted.

8.6 You are required to estimate the amount of your present and future claims, if any,

against the Company for voting purposes only. Claims will be admitted at the agreed

amount or at an estimated amount in the case of claims which have been reported but
not established or incurred but not reported, less the amount of any known letters of
credit, trusts, mortgages, charges, liens, other security interests or set-off.

8.7 You will need to provide particulars of any estimated claim and include details nf the

basis upon which the figure has been calculated. In this respect you may wish to
discuss with your insurance broker or other professional adviser the estimate of any

claim. The chairman of the Scheme Creditors' meeting (who is to be one of the Joint

Provisional Liquidators) will review these claims and will determine whether or not any

estimates are faft and reasonable before they are counted for voting purposes. It is

your responsibility to provide sufficient information to enable the chairman of the

Scheme Creditors' meeting to juCge whether and to what extent, your estimate of each

claim can be accepted for voting purposes.

8.8 These estimates will not be relevant for the purpose of establishing or settling claims

under the Scheme or the New Hampshire Liquidation; they are for voting purposes only.

Even if you are currently in dispute with the Company with regard to any claim you

will still be eligible to vote at the Scheme Creditors' meeting. Acceptance of a Scheme

Creditor's estimate of any claim for voting purposes will not prejudice either party's

rights to dispute the claim for any other purpose.

8.9 Particulars as to estimates of the amount of any future claims furnished by a Scheme

Creditor for voting purposes may not be protected by privilege under English law (or
any other relevant laws) and may be discoverable at the instance of a third party with
a claim against the Scheme Creditor in any action or proceedings to which the Scheme

Creditor may be party. You should consult your own legal adviser as to the consequences

for you or furnishing such particulars in the event you may be, or may become, involved

in any litigation.
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THE SCHEME CREDITORS' MEETING
The Scheme Creditors' meeting will be held on 8 September 2004 commencing at 10.30
a.m. at the offices of Clifford Chance Limited Liability Partnership, 10 Upper Bank
Street, London E14 5JJ.

I.O. AFTER THE SCHEME CREDITORS'MEETING
After the Scheme Creditors' meeting the votes must be checked and verified. This
process may take several days depending on the number of votes cast.

ll.
11.1

tr.2

SANCTION BY THE ENGLISH COURT
If approved by the requisite majority of Scheme Creditors, the English Court's sanction
of the Scheme is then required. The order of the Court sanctioning the Scheme will be
delivered to the Registrar of Companies in England. The Scheme will not, however,
become effective until the conditions described in Section E: paragraph 14 have been
fulfilled.

Notification of the Effective Date of the Scheme will appear in the Financial Times (all
editions), Times (UK national edition), New York Times (USA national edition), Wall
Street Journal (international edition), Business Insurance, Insurance Day (London) and
Lloyd's List (London).

12. EFFECTIVE DATE OF THE SCHEME
It is anticipated that if the English Court sanctions the Scheme, it will become effective
in October 2004.

- 10-

c90017pu020 Proof 3: 21.7.04 BIL Revision: 0 Operator BonP

430



1.

PART I
EXPLANATORY STATEMENT

SECTION C

HISTORY OF THE UK BRANCH BUSINESS

THE UK BRANCH BUSINESS

As already explained in Section B: paragraph 1.2 above, the business of the Company's

UK branch principally consisted of two portfolios both of which were in run-off:

Ll.1 assumed reinsnrance hnsiness rtndcrwrittcn throlrgh AFIA; and

1.1.2 business underwritten through Weavers and l)river by City prior to the merger

of City with the Company in 1995.

2. AFIA
Z.l AF-IA business in the UK was written in the names of the Company and St Paul Fire

& Marine Insurance Company Limited, these being the only members of AFIA who
wcrc authorised to write insurance business in the UK. The Company effectively acted

as a fronting company for the other AFIA members on the basis that it assumed the
primary liability on AFIA business and reinsured that risk with the other AFIA
members in accordance with Article XI of the AFIA Constitution. Three types of
business were written by the Company as a front for AFIA - direct, marine & aviation
and treaty reinsurance.

2.2 On 31 January 1984, pursuant to a purchase agreement, subsidiaries of CIGNA
Corporation ("CIGNA") acquired AFIA. It was one of the terms of the purchase

agreement that CIGNA would use its best endeavours to procure a formal transfer by
novation of the underlying business (i.e. the direct, marine & aviation and treaty
reinsurance business) to Insurance Company of North America ("INA") as soon as

practicable but in any event no later than 31 January 1989. As matters transpired, only
the direct and marine & aviation businesses were transferred by statutory novation
pursuant to section 51 of the Insurance Companies Act 1982 to another CIGNA entity
(in July 1986).

2.3 The AFIA treaty reinsurance business ("AFIA Treaties") was not transferred and the

Company remains primarily liable in respect of this business. Around 30% of this
business appears to relate to the Rutty Pool. The Company provides reinsurance cover

tbr lbur ot'the srx Rutty Pool members in four separate contracts known as "Tfeaty R
Contracts". The operation and the structure of the business is explained in more detail
in paragraph 4 below.

3.

3.1

3.2

WEAVERS AND DRIVER AGENCIES

City wrote business through two pools managed by Weavers and Driver.

City participated on the Weavers stamp for the underwriting years 1972 throtgh 1977.

During this time Weavers arranged proportional reinsurance with a number of parties

and non-proportional reinsurance with Lloyd's, the London market and overseas

companies. Approximately 48oh of the reinsurers to whom City had ceded reinsurance

in respect of its Weavers exposure are currently either subject to insolvency proceedings

or have commuted their contracts with the Company.

City participated in the Driver pool from l97l to 1973, writing excess of loss

reinsurance in the London market.

For the avoidance of doubt, the Scheme is not directed to parties who are creditors of
the Company solelv in respect of business underwritten through the Weavers or Driver
agencies.

3.3

3.4
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4. AFIA_THE STRUCTURE

Before the 1984 transfer of AFIA to INA
4.1 The treaty business faced serious potential losses in the early 1980s. As a result, the

Company entered into excess of loss arrangements with BAFCO Reinsurance Company
Limited of Bermuda ("BAFCO"). BAFCO was one of many separate corporations
owned worldwide by the members of AFIA (through a holding vehicle called AFIA
Finance Corporation).

4.2 Under the first excess of loss reinsurance agreement ("BAFCO 1") dated 23 December
1982, BAFCO agreed to indemnify Home for 100% of losses arising on or after May
1981 in respect of the Company's liability arising from its acceptance of six specific
treaty business contracts. By a first supplemental excess of loss agreement dated in
February 1985 ("BAFCO 3"), BAFCO 1 was deemed to have been effective on and
from 1 January 1981.

4.3 The second excess of loss reinsurance agreement ("BAFCO 2") dated 23 December
1982 covered the Company for its entire inwards treaty reinsurance account for all
underwriting years up to and including 1982. The cover written was in respect of net
losses exceeding $95 million in the aggregate, up to a limit of $100 million. Net loss is
defined as loss less claims on reinsurance actually recovered.

The INA Purchase and subsequent changes to the AFIA structure
4.4 INA acquired AFIA under purchase agreements dated 30 December 1983. This

transaction included the AFIA Treaties. The purchases were completed on 31 January
1984 in a variety of documents. The three key documents were the oolnsurance and
Reinsurance Assumption Agreement", the "Purchase Agreemenf" and the "Reinsnrance
Treaty and Management Agreement", pursuant to which, amongst other matters:

4.4.1 certain of AFIA's business and rights were assigned by AFIA to INA;

4.4.2 INA agreed to assume responsibility for the AFIA liabilities of the Company
(and other AFIA members);

4.4.3 the Company (and other AFIA members) agreed to reinsure INA and others in
relation to certain exposures;

4.4.4 INA took responsibility for the administration of the run-off of the Company's
AFIA business; and

4.4.5 INA was given authority to write new business in the name of the Company and
was made responsible for managing the portfolio of new business being written
by it in the Company's name.

4.5 As party to the Purchase Agreement, CIGNA agreed to guarantee the performance by
INA of, amongst other things, its obligations under the Purchase Agreement and the
Insurance and Reinsurance Assumption Agreement.

4.6 As noted above, the structure of the Company's reinsurance protection changed in the
wake of the sale. Under the Insurance and Reinsurance Assumption Agreement, INA
assumed responsibility for the business which the Company fronted for the AFIA pool,
prior to December 1983. As long as the Company remained solvent, INA paid claims
direct to the parties insured or reinsured by the Company. In the event of the
Company's insolvency, however, the Insurance and Reinsurance Assumption Agreement
expressly provided that INA must make payments direct to the Company or to its
liquidator.
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4.7 Two new reinsurance covers were put in place under a single quota share reinsurance

agreement (the "Quota Share"). Under the Quota Share, the Company and the other
AFIA members reinsured INA and certain of INA's associates (the "Indemnitees"):

4.7.I in relation to "London Losses" (i.e. losses on the reinsurance treaty business

fronted by the Company in London). Under this the AFIA members provide
reinsuranco to INA in relation to adverse experience on the reinstrrance treaty
business fronted by the Company. The cover is 90% of losses between $i335

million and $600 million. The Company's share of this is 24.39%. This is net of
'ol-ondon Outward Reinsurance" (being certain external third party reinsurances
which historically had protected the AFIA Treaties - see further below);

4j.2 in relation to "non-recoverable rein6urance". This covers the Indemnitees against
inability to recover money on the London Outward Reinsurance in respect of
London Losses. The Company and the other AFIA members cover the

Indemnitees to the extent that such non-recoverable losses exceed $45.9 million.
The Company's share of the excess above $45.9 million is 15.12271Y" (and the
total share of all AFIA companies is 50% - i.e. only 50Yo of the Indemnitees'
shortfall is coverctl).

4.8 By BAFCO 3, the Company, St Paul Fire & Marine Insurance Company Limited and

BAFCO agreed to amend BAFCO 1 and BAFCO 2 in certain respects, including the

definition of oonet loss" and the provision of no aggregate limits of liability with respect

to those covers.

5. INA'S RESPONSIBILITY FOR RUNNING OFF THE COMPANY'S AFIA BUSINESS

The obligations of INA to run off the Company's AFIA business as a result of the

January 1984 purchase, in summary, include:

5.1.1 administration of the run-off r:rf the AFIA Treafies written hefore June 1983,

including settling, defending and paying claims (including Rutty pool exposures);

5.1.2 payment of all costs and expenses of running off the AFIA Treaties written
before June 1983;

5.1.3 making appropriate reinsurance recoveries (e.g.on BAFCO and London
Outward Reinsurance); and

5.1.4 management of the portfolio of new business written after June 1983 by the

Company through the agency of INA and meeting all costs and expenses of
doing so.

5.1

6. THE SUCCESSION OF CIC AND CIRC

6.1 BAFCO's reinsurance obligations were assumed by CIGNA International Reinsurance

Company Limited when BAFCO merged with that company in December 1992.

CIGNA International Reinsurance Company Limited later changed its name to CIRC
in 1999.

6.2 With effect from 31 December 1995, INA was divided into two separate corporations,
INA and CCI Insurance Company ("CCI"). Pursuant to this restructuring, INA was

allocated, amongst other things, the name and licenses of the former INA, in-force
policies and all but one subsidiary of INA. CCI was allocated, amongst other things,

all of the run-off operations of INA. CCI and CIGNA Specialty Insurance Company
were then merged into CIC.
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THE CONTINUING LIABILITIES OF THE COMPANY
The Company remains exposed to two main liabilities in relation to AFIA:

7.1.1 to the AFIA Creditors on the AFIA Treaties (which were not part of the
statutory novation to INA in 1986); and

7.L2 to the Indemnitees under the Quota Share.

THE CONTINUING ASSETS OF THE COMPANY
The Company's most valuable assets in relation to AFIA are its rights of indemnity
and/or reinsurance in respect of its liabilities to the AFIA Creditors on the AFIA
Treaties, being:

8.1.1 its cover from INA under the Insurance and Reinsurance Assumption Agreement
(and the corresponding Guarantee from CIGNA); and

8.1.2 its cover from BAFCO under the BAFCO reinsurance. However, CIC, as
successor to INA, does not accept that the BAFCO reinsurance is the
Company's asset. CIC asserts that this reinsurance was assigned to INA in 1984.
This remains an open issue.

8.
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SECTION D

IMPLICATIONS OF THE INSOLVENCY OF THE COMPANY FOR AFIA
CREDITORS AND DEVELOPMENT OF THE SCHEME PROPOSAL

1. The insolvency of the Company has several significant implications for the Company's
creditors (including the AFIA Creditors) under New Hampshire law

1.1 Claims against the Company must be filed with the New Hampshire Liquidator.
a ---,1:---t-- a rt a rr-^-l:a^-^' ^l^:*^ ---..l^- +L^ A ET A "f-^-+:^^ *,,^+ L^ Cl^l .,,i+L +L^
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New Hampshire Liquidator, whereas previously AFIA Creditors only submitted their
claims to the ACE Group (as current owners of CIC and CIRC) who would make
direct payment to the AFIA Creditors (albeit as agents for and on behalf of the
Company pursuant to the authority given to them by the Company under the
Insurance and Reinsurance Assumption Agreement).

1.2 The Company's assets must be paid or turned over to the responsible insolvency
practitioner (whether the New Hampshire Liquidator or the Joint Provisional
Liquidators), vested with the power to collect in the Company's assets. CIC/CIRC
must thus make payments under, respectively, the Insurance and Reinsurance
Assumption Agreement and the BAFCO reinsurances to such officeholder and not to
the AFIA Creditors. In acldil"iuu, thc Insurance and Reinsurance Assumption
Agreement contains an insolvency clause specifically requiring that:

"in the event of the insolvency of [the Company], this reinsurance shall be payable

directly to [the CompanyJ, or to its Liquidator, ... on the basis of the liability of
[the CompanyJ without diminution because of the insolvency of [the CompanyJ or
because the Liquidator ... failed to pay all or a portion of any claim";

1.3 The availability and amounts of any payments on allowed claims against the Company
will depend on the available assets of the estate and the statutory priorities, which
require that all claims in each successive priority class be paid in full (or adequate
funds retained for payment) before any distribution to the next class. The New
Harnpshire Liquirlator considcrs that thc claims of thc AFIA Crcditors fall into thc
residual priority class, Class V - significantly, ranking junior to direct insureds in terms
of priority. Whilst the ultimate assets of the Company and the total allowed claims in
each class are not yet known, it appears unlikely that there will be sufficient assets for
the Company to make a significant (or possihly any) distrihution to this cla,ss. Thus,
the AFIA Creditors are unlikely to receive any payment on their claims through
distributions from the New Hampshire Liquidation.

2. These changes to the preJiquidation arrangements have created disputes and uncertainty over

the filing, hanrlling and payment of AFIA Creditors' claims and payment of amounts due under
the Insurance and Reinsurance Assumption Agreement and the BAFCO reinsurances

2.I AFIA Creditors have so far expressed reluctance to prosecute claims in the New
Hampshire Liquidation on the basis that, since the New Hampshire Liquidator
considers that they are Class V claimants who are unlikely to receive any distribution
from the estate, there is little purpose in their doing so. The New Hampshire
Liquidator and the Joint Provisional Liquidators have taken the position that the
ability of AFIA Creditors to receive payments directly from CIC or from CIRC is
precluded by virtue of the factors described in paragraph I above.

2.2 Certain of the AFIA Creditors had been exploring alternative means of realising
recovery with respect to the business protected by the AFIA Treaties, including
possible circumvention of the Company by entering into side affangements with the
ACE Group (as current owners of CIC and CIRC). The New Hampshire Liquidator
and the Joint Provisional Liquidators advised the ACE Group and the AFIA Creditors
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concerned that any such side affangements would not be countenanced, would be
subject to legal challenge and could lead to potential duplicative liability on the parts
of the ACE Group.

2.3 Certain AFIA Creditors have questioned the application of New Hampshire claims and
distribution procedures to claims and assets located in the United Kingdom, thereby
raising the potential for complex international conflict of law questions.

3.

3.1

AFIA Proposal

Resolution of these and other issues could require complex, protracted and costly
litigation in both the United States and England. In the circumstances, the Joint
Provisional Liquidators, supported by the New Hampshire Liquidator, sought to
negotiate a compromise settlement to avoid competing claims to proceeds under the
Insurance and Reinsurance Assumption Agreement and its BAFCO reinsurances and to
facilitate a global liquidation. Thus, the New Hampshire Liquidator and the Joint
Provisional Liquidators conducted discussions with members of the Informal Creditors'
Committee established pursuant to the English Court's Order. The Informal Creditors'
Committee includes most of the principal AFIA Creditors. These discussions
culminated in a series of agreements entered into between the Joint Provisional
Liquidators and the members of the Informal Creditors' Committee. These agreements
serve in essence as a term sheet for the proposed Scheme. Copies of the signed
agreements are available for inspection as provided in Section H: Appendix 3.
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OPERATION OF THE SCHEME

1. DISPOSITION OF GROSS PROCEEDS

1.1 All cash recoveries received from the AFIA Reinsurers (or from the Guarantor) will be

subject to the following deductions; (i) the costs of the English provisional liquidation;
(ii) the costs of collecting the Gross Proceeds; (iii) the costs of negotiating,
irnplementing and carrying out thc Schcmc, including the costs of obtaining approvals

for the Scheme proposal from the New Hampshire Court and the English Court, as

well as from the FSA; (iv) the remuneration and expenses of the Scheme

Administrators; (v) costs incurred by the Company in handling and managing claims;

and (vi) payment to the Company of a sum equivalent in value to that element of the
Gross Proceeds which have been generated by the claims of Scheme Creditors which
will themselves be settled by way of off-set (between the Scheme Creditor concerned

and the Company) against the obligation of the Scheme Creditor concerned to make a

payment to the Company (for example, under a separate contract pursuant to which
the AFIA Creditor agreed to reinsure the Company). The sums left after making these

deductions shall be known as the "Net Proceeds".

1.2 To the extent that there are insufficient Gross Proceeds from which to make the
deductions referred to in paragraph 1.1 above, the Company will pay such costs as an

administrative expense of the New Hampshire Liquidation. The Company shall provide
the Creditors' Committee with a periodical statement of all deductions made from
Gross Proceeds.

, DISPOSITION OF NET PROCEEDS

The Company shall deduct from Net Proceeds any amounts which are payable by it
under the Scheme in respect of the indemnities given to the Scheme Administrators
and the Creditors' Committee. 50oh of the proceeds remaining after this deduction has

been made shall be transi'erred to or retained by the New Hampshire Liquidator, who
will aggregate those funds with the rest of the estate under his control for the purpose

of making distributions in accordance with the New Hampshire Liquidation. The other
50% which will form the principal part of the Scheme Assets - shall be transferred
tcr tlre Sclrenre Administrators, who will distributc thcm csscntiolly on n pari passu

basis (as far as reasonably practicable) to the Scheme Creditors according to the value
of their Scheme Claims against the Company, as those claims are determined in the

New Hampshire Liquidation. ln addition, any adverse costs proceeds received from an
AFIA Reinsurer or the Guarantor will be credited to the Scheme Assets for payment

direct to the Scheme Creditor concerned - see further paragraph 3 below.

ADVERSE COSTS PROCEEDS

Where a Scheme Creditor has, in the context of either a disputed claim proceeding in
the New Hampshire Liquidation or another dispute resolution proceeding permitted
under the Scheme, obtained an adverse costs order against the Cotnpany, that adverse

costs order shall not rank as an administrative expense in the New Hampshire
Liquidation. Rather, the Scheme Creditor shall only be paid such adverse costs as are

payable under that order to the extent that the Company recovers any cash from an

AFIA Reinsurer or the Guarantor with respect to such adverse costs. Any amount so

recovered by the Company will be credited to the Scheme Assets and paid in full (in
the same currency in which it was received from the AFIA Reinsurer or Guarantor
concerned) to the relevant Scheme Creditor in priority to any distribution of Scheme

Assets to Scheme Creditors.
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ESTABLISHMENT OF LIABILITIES
Once a Payment Percentage has been set, a Scheme Creditor shall only become entitled
to a distribution out of Scheme Assets if and to the extent that his Scheme Claim has
become an Established Scheme Liability. Pursuant to the terms of the Scheme, a
Scheme Creditor is required to have submited a proof of claim in respect of his
Scheme Claim in the New Hampshire Liquidation by 13 June 2004. Proofs of claim
received after this filing deadline may be accepted by the New Hampshire Liquidator
in certain circumstances. If, however, such a proof of claim is excluded by the New
Hampshire Liquidator, it would then be ineligible for participation in the Scheme. For
further information regarding the administration and adjudication of Scheme Claims,
please refer to Section F.

Once admitted in the New Hampshire Liquidation, the Scheme Claim shall become an
Established Scheme Liability under the Scheme, after account has been taken of (i) any
security over the Company's property which the Scheme Creditor is entitled to enforce
as a matter of New Hampshire law; (ii) any letter of credit issued by, or trust created
in respect of, the Company of which the Scheme Creditor is a beneficiary; (iii) any
right of set-off which may be taken into account as a matter of New Hampshire law
and (iv) any recoveries made by the Scheme Creditor in respect of such Scheme Claim
in the New Hampshire Liquidation.

4.2

5. SETTING THE PAYMENT PERCENTAGE
5.1 On the Effective Date and thereafter on 31 December each year (unless the Scheme

Administrators, in consultation with the Creditors' Committee, determine otherwise)
(the "Review Date"), the Scheme Administrators must consider whether it is
appropriate to set a Payment Percentage or revise a previously set Payment Percentage,

5.2 In setting a Payment Percentage, the Scheme Administrators will seek to ensure that
they will have sufficient Scheme Assets to pay to all Scheme Creditors whose Scheme
Claims become Established Scheme Liabilities during the existence of the Scheme the
same Payment Percentage, even if some Scheme Claims have not been established as at
the date on which the relevant Payment Percentage is set. In order to make a
determination as to the level at which to set the Payment Percentage, the Scheme
Administrators are entitled to take into account the Scheme Assets currently in their
possession as well as the Scheme Assets which they consider are likely to be received
by them in the future.

5.3 In setting the Payment Percentage, the Scheme Administrators are also entitled to
assume, if such assumption is approved by the Creditors' Committee and is not
manifestly unreasonable, that the ratio of cash recoveries received from any AFIA
Reinsurer and/or the Guarantor to Scheme Claims established in the period
commencing with the last Review Date and ending on the Review Date concerned will
remain consistent in future years, after making due allowance for any set-off. An
example of when this assumption may become "manifestly unreasonable" is where an
AFIA Reinsurer and/or the Guarantor become or appear likely to become insolvent.

5.4 The Scheme Administrators are entitled to reduce the level of the Payment Percentage
if they consider that there will not be sufficient Scheme Assets to pay the same
Payment Percentage to all Scheme Creditors whose Scheme Claims eventually become
Established Scheme Liabilities. If the Scheme Administrators do reduce the Payment
Percentage, a Scheme Creditor who has received the higher Payment Percentage will
not be required to make a repayment to the Scheme Administrators. However, such a
Scheme Creditor will not be entitled to receive any further payments if a further
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payment would mean that the total amount paid to him would be greater than the

then current Payment Percentage in respect of his Established Scheme Liability. If
information comes to light concerning the financial position of the Company as a
result of which the Scheme Administrators are required to consider whether or not to
set a reduced Payment Percentage, the Scheme Administrators may suspend payments

to Scheme Creditors for up to six months to allow them to reassess the Company's

linancial position and the level of the Payment Percenta.ge.

6. PAYMENTS TO SCHEME CREDITORS

6.I Once the initial Payment Percentage has been set, Scheme Creditors with Established

Scheme Liabilities as at that date will be paid the initial Payment Percentage out of the

Scheme Assets as soon as possiblc but in any event within 90 days. If the Paymcnt

Percentage is subsequently increased, Scheme Creditors with Established Scheme

Liabilities rvill be paid an additional amounf so that the a,mount received in respect of
their total Established Scheme Liability will be equal to the then current Payment

Percentage.

6.2 Scheme Creditors whose Scheme Claims become Established Scheme Liahilities after
the date upon which a Payment Percentage is initially set or increased shall be paid the

current Payment Percentage as soon as possible, but in any event within 90 days of the

date on which their Scheme Claim becomes an Established Scheme Liability.

6.3 Scheme Creditors should be aware that amounts payable to a Scheme Creditor of less

than US$100 in aggregate will not be paid until the Scheme terminates, unless the

Scheme Creditor requests such payment.

CURRENCY OF PAYMENT AND CALCULATION
Subject to the payment of adverse costs proceeds as described in Section E, paragraph

3 above, Scheme Creditors will he entitled fo receive payments under the Scheme in
US dollars. An Established Scheme Liability which was incurred in a currency other
than US dollars will be converted at the rate prevailing for the relevant currency on 8

May 2003, as published in the United States national edition of the Wall Street

Journal on 9 May 2003. Any amounts to be deducted by way of set-off from an

Established Scheme Liability shall, if denominated in a currency other than US dollars,
be converted to US dollars as at the rate prevailing on 8 May 2003.

7

8.

8.1

ENFORCBMENT OF RIGHTS OUTSIDE THE SCHEME

Scheme Creditors are prohibited from attempting to make any arrangement with an

AFIA Reinsurer (in its capacity as a reinsurer and/or indemnitor of the Company in
respect of the AFIA Treaties) and/or the Guarantor (in its capacity as the guarantor

and/or indemnitor under the Guarantee), under which they seek to receive, whether

directly or indirectly, any payment from that AFIA Reinsurer and/or the Guarantor in
respect of their Scheme Claim.

Scheme Creditors are also prohibited from taking any proceedings against the

Company for the purpose of establishing or enforcing the payment of a Scheme Claim,
unless (i) the Scheme Creditor has obtained the consent of the Company to take such

proceedings or (ii) the Scheme Creditor's action is by way of a counterclaim to
proceedings commenced or continued by the Company (provided that the Scheme

Claim arises out of the same transaction as that which is the subject of the Company's
claim and the Scheme Claim does not require for its adjudication the presence of third
parties over whom the court or tribunal does not have jurisdiction).

8.2
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8.3 If a Scheme Creditor does take any proceeding prohibited by the Scheme and as a
result obtains any money, property or advantage at the expense of the Company, then
without prejudice to any other remedy which the Company may have, the Scheme
Creditor will be treated as having received an advance payment under the Scheme
equal to the amount of any money, property or advantage obtained by the Scheme
Creditor at the expense of the Company and the extent, if any, to which the Scheme
Creditor is entitled to be paid a Payment Percentage under the Scheme will be reduced.

9. RIGHTS IN RELATION TO SECURITY INTERESTS, TRUSTS, LETTERS OF
CREDIT AND SET-OFF

9.1 If a person has a security interest or is the beneficiary of a letter of credit or trust
which can be enforced as a matter of New Hampshire law, nothing in the Scheme
affects the proper enforcement of the letter of credit, trust or other security interest.

9.2 A Scheme Creditor who is under any liability to the Company may rely on any set-off
upon which he could have relied as a matter of New Hampshire law. The way in
which the New Hampshire Liquidator intends to apply set-off is discussed further in
Section F: paragraph 4.

10.

l0.r
COMMUTATIONS AND OTHER ARRANGEMENTS
The Scheme recognises that the Company may enter into a commutation with an
AFIA Reinsurer and/or the Guarantor whereby all or part of the liability of the AFIA
Reinsurer or the Guarantor to the Company is discharged in full in consideration for a
payment (in full or in part) by such AFIA Reinsurer or the Guarantor (or on their
behalf) to the Company.

The Scheme provides that, prior to entering any such arrangement, the Company must
consult with the Scheme Administrators and the Creditors' Committee as to any
proposed commutation and provide the Creditors' Committee with all documentation
relevant to the proposed commutation. In addition the Company must provide notice
of any application to the New Hampshire Court to approve the terms of the proposed
commutation.

SPECIAL RESOLUTION PROCEDURE
If the Scheme Administrators call a meeting in accordance with paragraph 10.3, the
Scheme Creditors may pass a special resolution (the "special Resolution") which will
trigger an accelerated claims valuation procedure under the Scheme. Under this
procedure, Scheme Creditors' unliquidated Scheme Claims (including outstanding losses
and IBNR items) will be subjected to a once-and-for-all valuation in order to produce
a crystallised claim against the Company. In the first instance, the Scheme
Administrators will seek to agree the existence and amount of a Scheme Creditor's
Scheme Claim with the Scheme Creditor concerned. If no agreement is reached
between the Scheme Administrators and the Scheme Creditor, the Scheme
Administrators may refer the disputed Scheme Claim to an adjudicator appointed for
the purpose.

r0.2

10.3 The Company must advise the Scheme Administrators of any commutation agreement
or similar compromise arrangement which is agreed with all or substantially all (by
value) of the AFIA Reinsurers and/or the Guarantor. The Scheme Administrators, if
requested by the Creditors' Committee, will then be required to call a Scheme
Creditors' meeting for the purpose of passing a special resolution.

11.

11.1
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ll.2 Once all Scheme Creditors' claims have been crystallised in this manner, the Scheme

Administrators will distribute the remaining Scheme Assets to the Scheme Creditors on
the basis of those crystallised figures. This valuation procedure would be implemented

solely for the purpose of distributing the Scheme Assets and would not bind the New
Hampshire Liquidator for the purposes of the New Hampshire Liquidation.

11.3 After the passing of a Special Resolution, all costs incurred in implcmcnfing thc
Scheme will be deducted from Scheme Assets, rather than from Gross Proceeds or Net
Proceeds.

12. INTEREST ON SCHEME CLAIMS
Scheme Creditors will only receive payments in respect of interest as part of an
Established Scheme Liability where, as a matter of New Hampshire law, that Scheme

Creditor is entitled to interest in the New Hampshire Liquidation.

13. INVESTMENT POLICY
The Scheme Administrators have the power to invest all or any of the Scheme Assets

in their possessiun, as thuy consider prudent from tine to time. Ilowever, they shall
invest the Scheme Assets in accordance with the investment policy to be formulated by
the Scheme Administrators from time to time in consultation with the Creditors'
Committee. In the absence of such a policy, the Scheme Administrators are required to
invest any Scheme Assets held by them in accordance with prescribed provisions of the
Trustee Investments Act 1961.

14. CONDITIONALITY OF THE SCHEME
The effectiveness of the Scheme will be conditional upon (i) the making of the New
Hampshire Approval Order (in respect of which, see Section B, paragraph 4.8); (ii) the
making of an order by the English Court (whereunder the English Court approves the
remission of the Company's assets (save for the Scheme Assets) to the New Hampshire
Liquidator for administration and distribution as pafi of the New Hampshire
Liquidation) (the "Gtobal Liquidation Order"); and (iii) the approval (or non-objection)
of the FSA.

15.

15.1

DURATION OF THE SCHEME
The duration of the Scheme will be dependent on (i) the extent to which it is possible

to reach an agreement for the commutation of all or substantially all (by value) of the

liabilities of the AFIA Reinsurers and/or the Guarantor and (ii) to the extent that no
commutation agreement is reached, the length of time it takes for Scheme Claims to
become crystallised and established. As a result, it is not currently possible to estimate
how long the Scheme will last.

However, the Scheme will terminate if:

(a) all the liabilities of the Company to the Scheme Creditors have been dischargcd
in full; or

(b) the Scheme Administrators, with the agreement of the Creditors' Committee and
the New Hampshire Liquidator, conclude that the Scheme is no longer in the
interests of the Scheme Creditors as a whole;

(c) a resolution that the Scheme should be terminated is passed at a meeting of the
Scheme Creditors, subject to the agreement of the New Hampshire Liquidator;
or

15.2
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(d) the New Hampshire Liquidator determines in his sole discretion (following
consultation with the Scheme Administrators and Creditors' Committee) that the
Scheme should terminate in the event that the New Hampshire Supreme Court
enters a decision which has the effect of disapproving the proposal for the
implementation of the Scheme.

The New Hampshire Liquidator, in deciding whether or not to agree to the Scheme's
termination in the circumstances described in sub-paragraphs (b) and (c) above, would
consider whether termination would be in the interests of the Company's creditors as a
whole.

16. TAXATION
Each Scheme Creditor who receives this document is strongly advised to consult his
professional advisers as to his own tax position.

The issue of taxation under the Scheme arises in two contexts; namely, the position of
the Company and the position of the Scheme Creditors.

The position of the Company

16.1 Under the Scheme, none of the Company's liabilities to Scheme Creditors will be
released or waived. The Joint Provisional Liquidators have been advised that, as no
Scheme liabilities will be released or waived, the Scheme will not give rise to taxable
trading receipts (arising out of such Scheme liabilities) by the Company under current
United Kingdom tax legislation.

16.2 The Inland Revenue have required the UK branch of the Company to file a
consolidated tax return with St Paul Fire & Marine Insurance Company under the
name of "AFIA UK Branch". The AFIA UK Branch has significant past tax losses.
We are advised by ACE-INA that historically the Inland Revenue has not permitted
the AFIA UK Branch to utilise tax losses to offset any taxation suffered on investment
income.

The position of Scheme Creditors

16.3 The Joint Provisional Liquidators are aware that certain creditors may wish to make
deductions in respect of the debts due to them from the Company for United
Kingdom tax purposes. In either case the Joint Provisional Liquidators have been
advised that there is no difference in principle between tax relief for bad debts
available in a liquidation and that available under the Scheme.

16.4 It is understood that the majority of Scheme Creditors are resident in the United
Kingdom. For United Kingdom tax purposes, Scheme Creditors for whom amounts
due from the Company are trading debts should be entitled to a tax deduction for the
difference between the amount of the Scheme Claim and the amount of payments
expected to be received under the Scheme. Any subsequent payments received under
the Scheme in excess of the expected payments would generally be taxable for the
Scheme Creditor. It should be noted however, that the amount and timing of taxation
of payments received under the Scheme and of any available bad debt relief will
depend upon all the particular facts and circumstances as they affect each creditor.
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ADMINISTRATION AND ADJUDICATION OF SCHEME CREDITORS'
CLAIMS AGAINST THE COMPANY

All claims against the Company (including those of Scheme Creditors) must be submitted to the

New Hampshire Liquidator, whereupon they will be administered in accordance with the terms

of the Claims Procedure Order made by the New Hampshire Court. The full text of the Claims
Proceduro Ordsr is flvailablc for inupection at the address cited in Section H: Appendix 3 and

can also be accessed at the following website: www.state.nh.us/insurRnce. However, Scheme

Creditors must bear in mind the following key features of the claims administration process.

PROOFS OF CLAIM - FILING AND AMENDMENT
In order to qualify fur a tlislribuLiun urtlcr thc Scltene, a Scheme Credit,rr"'s .:lairn

must first be established in the New Hampshire Liquidation in accordance with the
Claims Procedure Order. To this end, Scheme Creditors should have filed a. proof of
claim (the form of which is prescribed in the Order Approving Notice entered June 11

2003) in the New Hampshire Liquidation by no later than the claims filing deadline of
13 June 2004. Proofs of claim received after this filing deadline may, by statute, be

accepted by the New Hampshire Liquidator in certain circumstances. If however proofs
of claim are excluded by the New Hampshire Liquidator they would then be ineligible
for participation in the Scheme. It is important that Scheme Creditors include details
of both liquidated and unliquidated items in their proof of claim (i.e. paid losses,

outstanding losses and IBNR items).

1.2 Once the initial proof of claim has been submitted, it is possible for Scheme Creditors
to amend or supplement their proofs of claim by making supDlemental filings as and
when individual items mature. The supplemental filings may be made after the claims
filing deadline of 13 June 2004 but only if the initial proof of claim has been filed
before that date. Where the initial proof of claim is filed late and accepted by the New
Hampshire Liquidal.ur, suppleurenLal filiugs with lespect thcrcto may be made aftcl thc
date upon which such proof of claim is accepted. Forms of proof of claim can be

obtained from the website described above.

1.3 There is a mandatory stay on proceedings against the Company as a result of the New
Hampshire Liquidation. Thus, resolution of disputed claims must generally be carried
out pursuant to the procedures laid down in the Claims Procedure Order and Scheme

Creditors' pre-liquidation dispute resolution remedies (including contractual arbitration)
will be extinguished, subject to Clause 2.4.1 of the Scheme.

2. ADMINISTRATION OF SCHEME CREDITORS'CLAIMS
2.I Notwithstanding the liquidation of the Company, CIC remains obliged to administer

the run-off of the AFIA Treaties and CIC is entitled to participate in the claims
administration and adjudication procedures set out in the Claims Procedure Order.
This includes Lhe right lor CIC to intelpose defences to Scheme Creditors' claims, if it
sees fit. The Company is currently seeking to agree detailed arrangements with CIC
with respect to CIC's operational role in the claims administration and adjudication
process. It is certainly the New Hampshire Liquidator's firm intention to ensure that,
as far as reasonably practicable, CIC will carry out the day-to-day management and
administration of claims arising under the AFIA Treaties. With this end in mind, the
New Hampshire Liquidator and the Joint Provisional Liquidators envisage that Scheme

Creditors' claims will be administered as set out below. Once discussions have been

concluded, the Company will circulate to Scheme Creditors an update as appropriate.

-23 -

c90017pu020 Proof 3:21.7.04 BIL Revision:0 Operator BonP

443



PART I
EXPLANATORY STATEMENT

SECTION F

2.2 Scheme Creditors should have submitted proofs of claim (as per paragraph I above) to
the New Hampshire Liquidator at The Home Insurance Company in Liquidation, PO
Box 1720, Manchester, New Hampshire 03105-1720 by the claims filing deadline of 13
June 2004. Proofs of claim received after this date may, by statute, be accepted by the
New Hampshire Liquidator in certain circumstances. If, however, proofs of claim are
excluded by the New Hampshire Liquidator, they would then be ineligible for
participation in the Scheme. Scheme Creditors may send a copy of their proofs of
claim to ACE-INA services UK Limited ("ACE-rNA"), the agent of cIC, at Kent
House, Romney Place, Maidstone, England marked for the attention of M. Durkin
Esq. ACE-INA will then adjust the claims submitted.

2.3 ACE-INA will not have authority to agree Scheme Creditors' claims on behalf of the
Company. Rather, ACE-INA will make recommendations to the New Hampshire
Liquidator with respect to the agreement (or otherwise) of Scheme Creditors' claims. In
practice, the New Hampshire Liquidator is likely in most cases simply to follow the
recommendation of ACE-INA with respect to the agreement or rejection of individual
claims.

2.4 If a Scheme Creditor's claim is agreed (in whole or in part) by the New Hampshire
Liquidator, the New Hampshire Liquidator will issue a notice ("Notice of
Determination") to this effect. It will then (after taking account of any applicable set-
off and the other items referred to in Section E: paragraph 4.2) become "established"
for the purposes of the Scheme and will rank for a distribution (at the then current
Payment Percentage level) from the Scheme Assets.

3. REJECTION OF SCHEME CREDITORS' CLAIMS AND APPEALS
3.1 If the New Hampshirc Liquidator rcjccts (in wholc or in part) a Scheme Creditor's

claim, the New Hampshire Liquidator shall issue a Notice of Determination to the
Scheme Creditor to this effect. Upon receipt of such rejection, the Scheme Creditor
may:

3.1.1 within 30 days of issue of the Notice of Determination, submit a request
("Request for Review") to the New Hampshire Liquidator, inviting the New
Hampshire Liquidator to review his decision. The New Hampshire Liquidator
will then issue a notice ("Notice of Redetermination") to the Scheme Creditor in
which he will either reconfirm his original determination or amend that
determination; and/or

3.1.2 within 60 days of issue of the Notice of Determination (or Redetermination), file
an objection with the New Hampshire Court. In this event, the Liquidator's
Clerk appointed by the New Hampshire Court will send a Notice of Disputed
Claim to the Scheme Creditor concerned, initiating a disputed claim proceeding,
which shall be conducted in accordance with the Claims Procedure Order. The
resolution of disputed claims will be carried out by the Referee appointed by the
New Hampshire Court. Once the Referee issues a decision, a dissatisfied party
may appeal to the New Hampshire Court by filing a Motion to Recommit
within 15 days in accordance with the Claims Procedure Order. Ultimately,
Scheme Creditors will have a right to appeal determinations to the New
Hampshire Supreme Court.

3.2 The New Hampshire Liquidator wishes to provide a stream-lined process to determine
disputed claims by Scheme Creditors and will seek (and, in one instance, has already
sought) the approval of amendments to the Claims Procedure Order to accomplish this
end once the attributes of these claims are better understood. Therefore, the New
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Hampshire Liquidator will seek approval for amendments to the Claims procedure

Order so that, for instance, small claims (those under $50,000) may be heard at one

hearing, without briefing and conferences and scheduling matters may be heard by

telephone. The New Hampshire Liquidator will also recommend that hearings in
respect of Scheme Claims will be held in England, should the Scheme Creditor
concerned so desire. In addition to this, the New Hampshire Liquidator has already
obtained the New Hampshire Court's approvai to ainendments to the Ciaims

Procedure Order to provide that, where the reinsurance contract under which the

Scheme Creditor's claim arises contemplates arbitration or other dispute resolution
procedures with more limited discovery than that permitted under the Claims

Procedure Order, discovery in the disputed claim proceeding (including, without
limiting the generality of the foregoing, requests for documents, interrogatories,
requests for admissions, or evidence depositions) shall be limited to that available

under the contractually contemplated procedures. The New Hampshire Liquidator does

not intend to apply to the New Hampshire Court to change this partrcular provision in
the future.

3.3 The New Hampshire Liquidator will liase with ACE-INA at each of the steps outlined

above with a view to procuring ACE-INA's active involvement in the processes

described therein.

4. SET-OFF

4.1 Scheme Creditors' set-off rights under the Scheme will be those which apply under
New Hampshire insolvency law, which provides, in summary, that set-off of mutual
elebts and mutual credits between the insolvent insurer and another party are generally

permissible, subject to certain specific exceptions. Whilst it is difficult to state with
precision how set-off would operate between the Company and a Scheme Creditor in a
particular set of circumstances, the New Hampshire Liquidator and the Joint
Provisional Liquitlal.urs (as pruspcctive Schcmc Administrators) rccognisc that thc

impact which set-off is likely to have upon payment flows under the Scheme is of
significant importance to Scheme Creditors. Therefore, for the purpose of establishing

claims under the Scheme and for making distributions thereunder, as well as for the

purpose of seeking to collect outstanding reinsnrances drte to the Company from

Scheme Creditors on the Company's ceded business (i.e. where Scheme Creditors have

reinsured the Company), the New Hampshire Liquidator and the Joint Provisional
Liquidators (as prospective Scheme Administrators) intend to adopt the approach set

out below.

4.2 Set-off of the Company's unquantified inwards liabilities against the Company's quantified

outwards reinsurance claims (i.e. where an Scheme Creditor owes a liquidated balance

to the Company on the Company's outwards reinsurance): the New Hampshire
Liquidator recognises that the Scheme Creditor will wish to seek to off-set its

unliquidated claim against the Company against its liquidated reinsurance debt owed to
the Company. The New Hampshire Liquidator's likely approach will bc, first, to seek

to test the robustness of the alleged unquantified inwards liability and, subject to that,

to seek to negotiate an agreement with the Scheme Creditor concerned. Under such an

agreement, either payment of the liquidated debt will be deferred pending

crystallisation of the inwards liability or a cash payment will be made by the Scheme

Creditor in respect of its liquidated reinsurance obligation but subject to the

establishment of appropriate escrow or similar "claw-back" arrangements to ensure

that the Scheme Creditor is permitted to bring into the set-off account its hitherto
unliquidated claim against the Company, as and when it is ultimately established.
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4.3 Set-off of the Company's quantified inwards tiability against the Company's unquantified
outwards reinsurance claim: if it appears likely that the Scheme Creditor concerned will
ultimately be a net Scheme Creditor, the Scheme Administrators will endeavour to
negotiate an agreement with the Scheme Creditor concerned whereunder an interim
distribution is paid to that Scheme Creditor under the Scheme, possibly subject to an
adjustment or escrow mechanism designed to ensure that the Company can ultimately
bring its established outwards balances into the set-off account. However, if it is not
yet clear whether or not the Scheme Creditor concerned will ultimately be a net
Scheme Creditor, or if it appears likely that the Scheme Creditor concerned will
ultimately be a net debtor of the Company, the Scheme Administrators are very
unlikely to pay any interim distributions to the Scheme Creditor concerned until the
position has been clarified.
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CORPORATE GOVERNANCE

1. THE SCHEME ADMINISTRATORS
1.1 A Scheme Administrator must be an individual qualified to act as an insolvency

practitioner and whose appointment has been approved by the New Hampshire
Liquidator. It is proposed that Gareth Howard Hughes and Margaret Elizabeth Mills,
partners in the Unlted Kingdom flrm of Ernst & Young LLP, bc appuiutcd to aut as

the first Scheme Administrators, such appoinl,urclt having been apprr:ved by the New
Hampshire Liquidator. Their curricula vitae are set out in Section H: Appendix 2.

1.2 The Scheme Administrators will be responsible for the control of the Scheme Assets

and for administering the Scheme. The Scheme grants wide powers to the Scheme

Atllriuistrators in ulder trr enable them to givc cffcct to thc Schcmc. Onc of thc main
functions of the Scheme Administrators is to set the Payment Percentage.

1.3 In carrying out their I'unctions under the Scheme, the Schemc Adrninislra[urs urusl aul

bona fide and with reasonable care in the interests of Scheme Creditors as a whole.

1.4 A Scheme Administrator may resign his appointment by giving not less than six

months' notice in writing to the New Hampshire Liquitlator and tu the Creditors'
Committee, or such shorter period as he may agree with the Creditors' Committee.

1.5 The Scheme Administrators may be removed from office by a resolution passed at a
Scheme Creditors' meeting. If any of the Scheme Administrators are so removed, the

Scheme Creditors are entitled to appoint at the same meeting one or more (as

applicable) new Scheme Administrators, provided that the persons to be appointed are

(i) qualified to act in such capacity and (ii) have been approved by the New
Hampshire Liqui<iator. If the Scheme Creditors do not appoint new Scheme

Administrators and in any other case where the office of Scheme Administrator is

vacated for one of the reasons set out in the Scheme, the Creditors' Committee will be

able to appoint persons who are qualified to act in such capacity and who have been

approved by the New Hampshire Liquidator as new Scheme Administrators.

1.6 The Scheme Administrators' remuneration must be approved by the Creditors'
Committee.

2. RESPONSIBILITY AND INDEMNITY OF THE SCHEME ADMINISTRATORS

2.I The Scheme provides that acts done or omitted to be done in good faith and with
reasonable care by the Scheme Administrators, their respective employees and agents in
carrying out their duties or exercising their powers under the Scheme may not be

challenged by any Scheme Creditor, and that no such person will be liable for any

loss, unless such loss is attributable to his own negligence, default, breach of duty,
breach of trust, fraud or dishonesty. In addition, no Scheme Creditor is entitled to
challenge the validity of any act done or the exercise of any power (conferred by the

Scheme on the Scheme Administrators) in good faith by the Scheme Administrators (or
any employee or delegate) in respect of the setting of a Payment Percentage. No such

person is liable for any loss arising out of any act or omission relating to his powers

in this regard unless such loss is attributable to his own fraud or dishonesty.

2.2 The Scheme Administrators, their employees and delegates are entitled to an indemnity
out of the Net Proceeds (or, after the passing of a Special Resolution, the Scheme

Assets) against all actions, claims, proceedings and demands brought or made against

them in respect of any acts done or omitted to be done by them in good faith and,

where applicable, with reasonable care in the course of carrying out their duties or
exercising their powers under the Scheme.
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3. THE CREDITORS' COMMITTEE
3.1 The main functions of the Creditors' Committee are to supervise the Scheme

Administrators in the carrying out of their functions under the Scheme and to provide
the Scheme Administrators with its views on important issues relating to the Scheme.
The key instances in which the views of the Creditors' Committee will be sought by
the Scheme Administrators will be:

(a) when the Scheme Administrators are considering at what level to set a Payment
Percentage. In particular, the Scheme Administrators will not be entitled to rely
upon the assumptions described in Section E: paragraph 5.3 without the express
approval of the Creditors' Committee. The Scheme Administrator is also
required to consult with the Creditors' Committee (and the New Hampshire
Liquidator) with regard to determining whether it is appropriate to obtain
financial or other actuarial advice in order to set the Payment Percentage; and

(b) where the Company is seeking to enter into a commutation with all or
substantially all (by value) of the AFIA Reinsurers and/or the Guarantor.

3.2 The Creditors' Committee must act bona fide and in the interests of Scheme Creditors
as a whole.

3.3 The Creditors' Committee may convene, adjourn and otherwise regulate its meetings as
it considers appropriate in order to carry out its functions under the Scheme. It is,
however, required to meet for the purposes of a receiving a report from the Scheme
Administrators on the progress of the Scheme, which report is to be delivered on an
approximately annual basis.

3.4 The Creditors' Committee has the power to request from the Scheme Administrators
specific information concerning the operation of the Scheme. The Scheme
Administrators are obliged to give to the Creditors' Committee reasonable information
concerning the affairs of the Company and the operation of the Scheme, except where
they determine that to divulge such information would be detrimental to the Company
or to Scheme Creditors as a whole. The Creditors' Committee must keep information
which is provided to them concerning the Scheme strictly private and confidential,
unless they have received the prior written consent of the Scheme Administrators.

3.5 The Creditors' Committee may consist of between three and nine members (inclusive).
The members of the initial Creditors' Committee are listed in Section H: Appendix L
Subject to certain prescribed exceptions, any individual, company or partnership who is
or which is a Scheme Creditor is eligible for appointment as a member of the
Creditors' Committee.

3.6 When filling any vacancy and appointing additional Creditors' Committee members,
the Creditors' Committee must ensure that the composition of the Creditors'
Committee is such as to secure a proper balance of the interests of Scheme Creditors
as a whole.

3.7 Provided that there are vacancies on the Creditors' Committee, an eligible person may
be appointed to be a member of the Creditors' Committee by either (i) a resolution
passed by at least two-thirds of the Creditors' Committee (but subject always to the
consent of the Scheme Administrators and a resolution ratifying that appointment
being passed by the Scheme Creditors at the next Scheme Creditors' meeting) or (ii) by
a resolution of the Scheme Creditors. The Scheme Creditors may also pass a resolution

-28 -

c90017pu020 Proof 3: 21.7.04 BIL Revision: 0 Operator BonP

448



PART I
EXPLANATORY STATEMENT

SECTION G

to remove an existing member from the Creditors' Committee, provided that this does

not result in the Creditors' Committee having less than the minimum number of
members required under the Scheme.

3.8 Each member of the Creditors' Committee will be entitled to reimbursement by the

Company out of Net Proceeds of its reasonable expenses in attending Creditors'
Committee meetiugs.

4.

4.1

RESPONSIBILITY AND INDEMNITY OF THE CREDITORS'COMMITTEE
The Scheme provides that acts done or omitted to be done in good faith by any

member of the Creditors' Committee (or its nominated representative or alternate) in
carrying out their duties or exercising their powers under the Scheme may not be

challenged by any Scheme Creditor, and that no such person will be liable for any

loss, unless such loss is attributable to his own wilful default, fraud, dishonesty or
wilful breach of duty or trust.

In addition, no Scheme Creditor is entitled to challenge the validity of any act done or
omitted to be done or the exercise of any power conferred upon the Creditors'
Committee in good faith by any member of the Credil.ors' Corumittcc (inuluding a

nominated representative or an alternate) in respect of its powers of approval and

consultation with the Scheme Administrators in relation to the setting of the Payment

Percentage. No member of the Creditors' Committee (nor its nominated representative

nor its alternate) is liable for any loss arising out of any such act, omission or exercise

of power, unless such loss is attributable to his own fraud or dishonesty.

The Creditors' Committee (their nominated representatives and alternates) are entitled
to an inciemnity out oi the Net Proceecis (or, after the passing oi a Speciai Resolution,
the Scheme Assets) against all actions, claims, proceedings and demands brought or
made against them in respect of any acts done or omitted to be done by them in good

faith in the course of carrying out their duties or exercising their powers under the

Scheme.

4.2

4.3

5. THE NEW HAMPSHIRE LIQUIDATOR AND THE JOINT PROVISIONAL
LIQUIDATORS

5.1 The Scheme recognises that the New Hampshire Liquidator and the Joint Provisional
Liquidators are entitled to act on behalf of the Company in collecting Gross Proceeds.

The Scheme provides that they will then make the deductions described in the Scheme

from Gross Proceeds and Net Proceeds (see further Section E: paragraph 1). After the

relevant deductions have been made, the New Hampshire Liquidator and/or the Joint
Provisional Liquidator, as appropriate, will transfer 50oh of the remaining proceeds to
the Scheme Administrators to hold as Scheme Assets. The remaining 50% of the
proceeds will be remitted to the New Hampshire Liquidation estate to be applied in
accordance with the New Hampshire Liquidation.

5.2 The New Hampshire Liquidator has certain rights of approval and consultation under
the Scheme. In particular, the New Hampshire Liquidator has the right to approve (i)
the appointment or removal of any person who is, or is to be, appointed as a Scheme

Administrator (ii) any proposed amendments to the Scheme; and (iii) a proposal of the
Scheme Administrators or the Scheme Creditors to terminate the Scheme.

5.3 Neither the New Hampshire Liquidator nor the Joint Provisional Liquidators, nor
certain prescribed persons working with them or on their behalf, have any liability
under the Scheme. Any claim which a Scheme Creditor seeks to bring against the New
Hampshire Liquidator must be brought in the New Hampshire Court.

-29 -

c90017pu020 Proof 3: 21.7.04 BIL Revision: 0 Operator BonP

449



PART I
EXPLANATORY STATEMENT

SECTION G

6. MBETINGS OF SCHEME CREDITORS
6.1 The Scheme provides for meetings of Scheme Creditors to be held. Meetings will be

held when convened by the Scheme Administrators, the Creditors' Committee or when
either twenty Scheme Creditors or any ten Scheme Creditors owed liabilities of not less

than l0o/o in value of all Scheme Claims request that meetings be held.

6.2 The voting procedure provides the value to be placed on a Scheme Creditor's claim for
voting purposes will be the amount of the Established Scheme Liability, less any
amounts paid and, in the case of any other Scheme Claim, and for the purposes of
that meeting only, the amount reasonably estimated by the Scheme Administrators as
being the value of the Scheme Claim.

6.3 A resolution may only be passed at a meeting of Scheme Creditors if it is passed by a
majority in number representing not less than 75o/o in value of Scheme Creditors who,
being entitled so to do, vote in person or by proxy at that meeting.

6.4 The Scheme Administrators must convene a meeting of Scheme Creditors in
circumstances where the Company has entered into a commutation with all (or
substantially all) by value of the AFIA Reinsurers and/or the Guarantor and the
Creditors' Committee have requested that the Scheme Administrators convene a
meeting for the purpose of considering a Special Resolution (as further described in
Section E: paragraph 11).
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APPENDIX 1

INITIAL CREDITORS' COMMITTEE

The initial members of the Creditors' Committee are as follows:

(a) Contincntal Insurancc Company Ncw York;

(b) English and American Insurance Company Limited;

(c) Equitas Limited;

(d) Excess Insurance Company Limited;

(e) KMS/KMSIS (as agent for and on behalf of the KWELM companies and The
Bermuda Fire & Marine Insurance Company Limited);

(0 Mentor UK Limited;

(g) Riverstone Management Limited (as agent, for and on behalf of Sphere Drake);

(h) Unionamerica Insurance Company Limited; and

(D Zurich Versicherung AG (Deutschland).
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APPENDX 2

2. CURRICULA VITAE

GARETH HOWARD HUGHES
Gareth Hughes has been a partner in Ernst & Young LLP since 1988. He heads up the
Financial Services Restructuring team in London. His formal insolvency assignments in the
insurance sector include Mentor Insurance, Municipal Mutual Insurance, Pine Top Insurance,
Scan Re Insurance, Ocean Mutual Marine Insurance, The New Cap Re Group, Carolina Re,
Taisei Fire & Marine and The Home Insurance Company. Gareth is a Fellow of the Institute
of Chartered Accountants in England & Wales and a licensed insolvency practitioner in the
UK. He is President of R3, the Association of Business Recovery Professionals in the UK.

MARGARET ELIZABETH MILLS
Margaret Mills is a corporate restructuring partner at Ernst & Young LLP, who has been
involved in a broad range of industries involving extensive cross border restructuring
experience since 1979. She is currently the Global Coordinating partner for the firm's
restructuring practices. Her formal insolvency assignments in the insurance sector include
acting as joint provisional liquidator of Taisei Fire & Marine Insurance Company and The
Home Insurance Company and acting as joint liquidator of Bradstocks Insurance Brokers,
Telesure Ltd, P J Mosse & Partners Ltd and Durham Hadley Cannon Ltd, all insurance
brokers.

-32-
c90017pu020 Proof 3: 21.7.04 BIL Revision: 0 Operator BonP

452



3.

PART I
EXPLANATORY STATEMENT

SECTION H

APPENDD( 3

LIST OF DOCUMENTS AVAILABLE FOR INSPECTION

(a) Claims Procedure Order;

(b) The letter from the company to AFIA Creditors dated 22 January 2004

(c) The letter from the company to AFIA Creditors dated 25 May 2004, and

(d) New Hampshire Approval Order.

The above documents or copy documents will be available for inspection on the

following website:

www.state.nh.us/insurance

and, on reasonable notice, at the following loca,tions during ordinary business hours on

business days:

Ernst & Young LLP
1 More London Place
London SEl 2AJ

Reference: Gareth Hughes/Sarah Ellis

The Home Insurance Company
59 Maiden Lane
New York, New York
10038

Reference: Jonathan Rosen
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PART II
THE SCHEME

IN THE HIGH COURT OF JUSTICE

CHANCERY DIVISION

IN THE MATTER OF

No 4138 of 2004

THE HOME INSURANCE COMPANY

IN THE MATTER OF THE COMPANIES ACT 1985

SCHEME OF ARRANGEMENT
(pursuant to section 425 of the Companies Act 1985)

between

THE HOME INSURANCE COMPANY

and its

SCHEME CREDITORS
(as defined in the Scheme of Arrangement)
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PART II
THE SCHEME

1. PARTl-PRELIMINARY
1.1 Definitions

1.1.1 In the Scheme, unless the context otherwise requires or otherwise expressly
provides, the following expressions shall bear the meanings set opposite them:

"ACE Group Company" (i) BAFCO Reinsurance Company Limited of
Bermuda;

(ii) CCI Insurance Company;

(iii) Century Indemnity Company;

(iv) Century International Reinsurance Company
Limited;

(v) Insurance Company of North America;

(vi) ACE Limited;

(vii) any Subsidiary of ACE Limited,

and/or any of their predecessors or successors in
title;

"Adyerse Costs Proceeds" shall have the meaning given to such expression in
Clause 3.3;

"AFIA" the American Foreign Insurance Association;

'.AFIA Reinsurer" (i) any ACE Group Company which has
underwritten reinsurance or granted indemnities in
relation to AFIA business directly in favour of the
Company as the reassured or, as appropriate, the
indemnified party; and/or

(ii) a reinsurer (other than an ACE Group
Company) which has underwritten reinsurance in
relation to AFIA business directly in favour of the
Home as the reassured;

"AFIA Treaties" any treaty or contract of reinsurance of any kind
whatsoever underwritten by or on behalf of the
Company through the Company's UK branch as
part of its AFIA business, the obligations under
which have not been novated or otherwise
transferred to any other entity;

"Business Day" a day (other than a Saturday or Sunday or a New
Hampshire State holiday) on which the relevant
financial markets are open for dealings between
the banks in London and Concord, New
Hampshire;

"Claims Submission Period" shall have the meaning set out in Appendix 1;

"Claims Procedure Order" the order establishing procedures regarding claims
filed with the Company, entered by the New
Hampshire Court on 19 December 2003 (as the
same may be amended, varied, supplemented or
replaced from time to time);
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"Collection Costs"

"Commutations Order"

"Companies Act"

"Company"

'oCosts"

"Creditors' Committee"

"Delegate"

"Designated Representative"

"Effective Date"

ooEmployee"

"English Court"

"English Court Orders"

"Established Scheme Liability"

"Explanatory Statement"

all costs, charges, expenses and disbursements
incurred by the Company in the collection and
calculation of the Gross Proceeds and Net
Proceeds;

the order establishing procedures for review of
reinsurance commutation agreements entered by
the New Hampshire Court on 23 July 2003 (as the

L^ ^-^-J^A -,^-i^A ^,,^^l^*^-+^l ^-J4llrU ru4J U(i 4llMlUVU, v4l r!U, JUPPrvrrrlllLlU vr

replaced from time to time);

the Companies Act 1985 of England and Wales;

The Home Insurance Company (incorporated
under the laws of the State of New Hampshire
and presenLly in liquitlal.ion);

Pre-Scheme Costs and Other Costs;

the committee established pursuant to Part 5;

any person to whom a Scheme Administrator may
delegate any of his functions and powers under
Clause 4.2.2(m);

shall have the meaning given to that term in
Clause 5.1.4;

the first date on which all of the conditions set

out in Clause 8.3 shall have been satisfied;

any partner in the same firm as the Scheme
Administrators, or any individual employed,
whether under a contract of service or a contract
for services, by that firm or by any company
owned by that firm, who is employed by the
Scheme Administrators in accordance with Clause
4.2.2(f) in connection with the conduct of their
functions and powers under the Scheme;

the High Court of Justice in England;

(i) the Global Liquidation Order; and

(ii) the Sanction Order;

a liability of the Company which has become an
Established Scheme Liability in accordance with:

(D Clause 2.8.1; or

(ii) (following the passing of a Special
Resolution) the claims adjudication process set out
in that Special Resolution;

the statement of even date herewith (and the
appendices thereto) explaining the effect of the
Scheme, in compliance with section 426 of the
Companies Act;
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)

'oExtension Letter"

.OFSA''

"FSA Approval"

"Global Liquidation Order"

"Gross Proceeds"

"Guarantee"

aa Guarantor"

"Indemnity Costs"

oolnformal Creditors' Committee"

the letter dated 25 May 2004 from the Joint
Provisional Liquidators to Scheme Creditors,
copies of which are available for inspection as
provided in Appendix 3 of the Explanatory
Statement;

the Financial Services Authority;

a notice of approval or "non-objection" from the
FSA confirming that the FSA has approved or has
no objection to the implementation of the Scheme
and the making of the Global Liquidation Order;

an order of the English Court approving the
remission of the Company's assets situated in
England and Wales (save for the Scheme Assets)
to the New Hampshire Liquidator for
administration and distribution as part of the New
Hampshire Liquidation;

all cash payments received by the Company from:

(i) an AFIA Reinsurer relating to that company's
reinsurance and/or indemnity obligations to the
Company with respect to the AFIA Treaties; and/
or

(i0 the Guarantor under or pursuant to the
Guarantee, as it relates to the AFIA Treaties,

after deducting or taking into account, where
applicable and/or appropriate, amounts offset or
to be offset between the Company and such AFIA
Reinsurer and/or the Guarantor;

means the guaranty granted by the Guarantor in
section 12 of the Purchase Agreement No.l dated
and entered into on 30 December 1983 between
the Company, the Guarantor, CIGNA
International Corporation, Insurance Company of
North America, AFIA, AFIA Finance
Corporation, Hartford Fire Insurance Company
and Aetna Insurance Company;

CIGNA Corporation, or its successors in title, as
guarantor and/or indemnitor under the Guarantee;

means all sums which the Company is obliged to
pay by reason of the obligations imposed on it by
Clauses 4.3.6, 4.3.7, 4.3.8, 5.6.3, 5.6.4, 5.6.5 and
5.8;

means the informal creditors' committee
established by the Joint Provisional Liquidators,
the members of which are listed at Appendix I to
the Explanatory Statement;
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oolnsolvency Act"

"Insolvency Rulcs"

"Insurer"

"lnterim Appointees"

o'Joint Provisional Liquidators"

"JPL Costs"

o'Letter"

'liability'

"Net Proceeds"

the Insolvency Act 1986 of England, Scotland and
Wales;

the Insolvency Rules 1986 of England, Scotland
and Wales;

any insurer or reinsurer (apart from the
Company);

shall have the meaning given to that term in
Clause 5.9.1;

means Gareth Howard Hughes and Margaret
Elizabeth Mills, partners in the United Kingdom
firm of Ernst & Young LLP, acting in their
capacity as joint provisional liquidators in respect
of the affairs of the Company in this jurisdiction
and such person as may be appointed from time
to time in addition or succession thereto;

all costs, charges, expenses and disbursements
properly incurred by, and the remuneration of, thc
Joint Provisional Liquidators (acting in their
capacity as such), whether incurred or arising
pursuant to the Scheme or otherwise;

the letter dated 22 January 2004 from the Joint
Provisional Liquidators to members of the
Informal Creditors' Committee (as amended by the
Extension Letter and as further amended from
time to time), copies of which are available for
inspection as provided in Appendix 3 of the
Explanatory Statement;

any liability of a person, whether it is present,
future, prospective or contingent, whether or not
its amount is fixed or unliquidated, whether or not
it involves the payment of money and whether it
arises at common law, in equity or by statute, in
any jurisdiction, or in any other manner
whatsoever, but such expression does not include
any liability which is barred by statute or
otherwise unenforceable or which would be
inadmissible in the New Hampshire Liquidation of
the Company; and, for the avoidance of doubt, a
person who does not have a legal liability under a
contract or policy because such contract or policy
is void or, being voidable, has been duly avoided
will not have a liability for the purposes of the
Scheme;

Gross Proceeds net of:

(D Pre-Scheme Costs;

(iD Other Costs;
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"New Hampshire Approval Order"

"New Hampshire Court"

"New Hampshire Liquidation"

"New Hampshire Liquidation Date"

"New Hampshire Liquidator"

"New Hampshire RSA"

"Nominated Representative"

"Operative Date"

"Other Costs"

"Payment Percentage"

"Pre-Scheme Costs"

(iii) the proceeds received by the Company from
an AFIA Reinsurer with respect to those
inwards liabilities of the Company under the
AFIA Treaties which are, or will upon final
adjudication be, settled by way of offset as

between the Company (acting by the New
Hampshire Liquidator and/or the Joint
Provisional Liquidators) and the relevant
Scheme Creditor concerned (whether such
offset right derives from contract or statute);
and

(iv) Adverse Costs Proceeds (which shall be dealt
with in accordance with Clause 3.3);

an order of the New Hampshire Court approving
in principle the Proposal;

the Merrimack County Superior Court of the State
of New Hampshire;

the liquidation being conducted in respect of the
Company pursuant to the order of the New
Hampshire Court dated 13 June 2003;

11 June 2003;

the Commissioner of Insurance for the State of
New Hampshire, and his successors in office,
solely in his capacity as liquidator of the Company
pursuant to his appointment by order of the New
Hampshire Court;

the Revised Statutes Annotated of the State of
New Hampshire;

shall have the meaning given to that term in
Clause 5.1.5;

the date on which a Special Resolution is passed
in accordance with the terms of the Scheme;

all such costs, charges, expenses, disbursements
and remuneration as are referred to in Clause
8.2.2 (excluding, for the avoidance of any doubt,
Indemnity Costs);

in relation to an Established Scheme Liability, the
percentage of such Established Scheme Liability
which is payable by the Company (acting by the
Scheme Administrators) from Scheme Assets from
time to time under the Scheme, as the same is set
from time to time under Clause 3.2;

all such costs, charges, expenses, disbursements
and remuneration as are referred to in Clause
8.2.t;
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Proceeding'

"Proposal'

"Recovery

"Referee"

"Relevant Rate of Exchange"

o'ReYiew Date"

"Sanction Order"

"Scheme"

"Scheme Administrators"

"Scheme Assets"

any action or other legal proceeding including, for
the avoidance of doubt, (i) arbitration (insofar as

the same is provided for under the terms of a
contract giving rise to a Scheme Claim) and (ii)
any judicial action or proceeding;

the proposal for the implementation of a scheme,

which proposal was set out in the Letter;

shall have the meaning given to that term in a
Special Resolution;

a referee appointed by the New Hampshire Court
upon motion of the New Hampshire Liquidator
pursuant to the Claims Procedure Order;

the rate of exchange, for the conversion of one
currency into another, prevailing at the close of
business New York time on 8 May 2003, being the
date of the filing of the petition for the liquidation
of the Company, as published in the United States
national edltion of the Wall Sffeet Journal on 9

May 2003;

the Effective Date and 31 December of each year
or such other date as the Scheme Administrators
may from time to time, in consultation with the
Creditors' Committee but otherwise in their
absolute discretion, decide;

the order of the English Court sanctioning the
Scheme;

this scheme of arrangement in its present form
subject to any modification, term or condition
which the English Court may think fit to approve
or impose in accordance with Clause 8.4;

in the first instance, Gareth Howard Hughes and
Margaret Elizabeth Mills, or such other persons as

may be appointed as scheme administrators in
accordance with Clause 4.1.1(a) of this Scheme
from time to time;

Subject to Clause 3.2.8:

(D 50% of Net Proceeds (net of Indemnity Costs);
and

(ii) Adverse Costs Proceeds (which shall be dealt
with in accordance with Clause 3.3); and

(iii) where a Special Resolution has been duly
passed, any Recovery made in accordance with
that Special Resolution; and

(iv) any interest, dividends and/or other amounts
(net of any applicable taxes) received or receivable
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"Scheme Claim"

ooScheme Creditor"

"Special Meeting"

"Special Resolution"

"Subsidiary"

"LJS DoIIars"

by the Company (acting by the Scheme
Administrators) pursuant to any investment of
Scheme Assets made by the Scheme
Administrators in accordance with Clause 2.13 of
the Scheme or otherwise;

any claim against the Company under or arising
out of any AFIA Treaty and being a liability to
which the Company is subject at the New
Hampshire Liquidation Date or to which the
Company may become subject after the New
Hampshire Liquidation Date by reason of an
obligation incurred before that date;

a creditor of the Company in respect of a Scheme
Claim (and such expression shall include any
assignee or other person entitled to claim in
succession to or in substitution for any such
Scheme Creditor in respect of such Scheme Claim);

a meeting of Scheme Creditors convened by the
Scheme Administrators in accordance with Clause
6.5 to consider and, if thought fit, to pass a
Special Resolution;

a resolution in substantially the form set out in
Appendix 1 to the Scheme (but with such
amendments and modifications as the New
Hampshire Liquidator, the Scheme Administrators
and the Creditors' Committee shall deem
appropriate in the light of the circumstances
prevailing at the time when the Special Meeting is
convened) which is passed by a majority in
number representing at least three-fourths in value
of the Scheme Creditors who, being entitled to do
So, vote in person or by proxy at a Special
Meeting;

shall be construed as a reference to any company
or corporation which is a "subsidiary undertaking"
according to the construction of such expression in
section 258 of the Companies Act;

the lawful currency of the United States of
America.

1.1.2 Clause and part headings and the index to the Scheme are inserted for
convenience of reference only and shall be ignored in the interpretation of the
Scheme.

1.1.3 In the Scheme, unless the context otherwise requires or otherwise is expressly
provided:

(a) references to clauses and parts are to be construed as references to the
clauses and the parts of the Scheme;
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(b) references to the Scheme or to any specified provision thereof shall be

construed as references to the Scheme or that provision as in force for
the time being and as modified in accordance with the terms of the
Scheme;

(c) words importing the plural shall include the singular and vice versa and
words importing one gender shall include all genders;

(d) references to a person shall be construed as including references to an

individual, firm, partnership, company, corporation, unincorporated body of
persons, state or state agency;

(e) references to any enactment shall be deemed to include references to such

enactment as re-enacted, amended or extended.

1.2 The Company

1.2.1 The entity which originally underwrote insurance business as o'The Home
Insurance Company" was incorporated on 3 March 1853 under the laws of the
State of New York and commenced trading on 13 April 1853.

1.2.2 The Company was incorporated under the name of 'The Home Insurance
Company, Inc." on 15 March 1973 under the laws of the State of New
Hampshire to act as a vehicle for the transfer of the corporate domicile of The
Home Insurance Company from New York to New Hampshire. The Company's
name was changed to its current name "The Home Insurance Company" on 30

June 1973.

1.3 Parties other than the Company and the Scheme Creditors

1.3.1 Gareth Howard Hughes and Margaret Elizabeth Mills have each given and not
withdrawn their consent to act as the initial Scheme Administrators under the
Scheme from the Effective Date.

1.3.2 The membership of the Creditors' Committee shall be established pursuant to
Part 5.

1.4 Purpose of the Scheme

The purpose of the Scheme is to distribute the Scheme Assets to the Scheme Creditors
in accordance with the terms of this Scheme. In particular, the Scheme seeks to ensure
that:

(a) subject to the passing of a Special Resolution, the liabilities of the Company in
respect of Scheme Claims shall be established and ascertained in accordance
with the Claims Procedure Order; and

(b) in accordance with Clause 3.2, distributions are paid by the Company (acting by
the Scheme Administrators) out of Scheme Assets to those of its Scheme

Creditors whose Scheme Claims have from time to time become Established
Scheme Liabilities.

In addition, the Scheme provides a mechanism for accelerating the payment of
dividends to Scheme Creditors out of Scheme Assets and effecting an early closure of
the Scheme.
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2. PART 2 - THE SCHEME

2.I Application of the Scheme

The Scheme shall apply to all liabilities of the Company in respect of Scheme Claims
including all liabilities which have been established before or may be established after the
New Hampshire Liquidation Date in respect of obligations incurred before that date.

2.2 Collection of Gross Proceeds

2.2.1 With effect from the Effective Date, the Company (acting by the New
Hampshire Liquidator and/or the Joint Provisional Liquidators) shall procure
that:

2.2.2

(a) it uses all reasonable endeavours to collect in and realise the sums due
and owing from time to time by the AFIA Reinsurers with respect to the
AFIA Treaties; and

(b) in determining what amounts an AFIA Reinsurer may set-off against the
sums due and owing to the Company as aforesaid, for the purposes of
calculating Gross Proceeds, the Company (acting by the New Hampshire
Liquidators and/or the Joint Provisional Liquidators) shall assert all
reasonable arguments and/or defences as regards the validity of such off-
set, whether in the context of a claims agreement process, a commutation
or similar compromise arrangement or a dispute resolution process.

With effect from the Effective Date, the Company (acting by the New
Hampshire Liquidator) may, at its sole discretion, seek to enforce the
Guarantee.

2.3 Determination and application of Net Proceeds and Scheme Assets

2.3.1 The Company (acting by the New Hampshire Liquidator and/or the Joint
Provisional Liquidators) shall:

(a) (in consultation with the Scheme Administrators and the Creditors'
Committee) determine the quantum of Net Proceeds and Scheme Assets
to be applied in accordance with the terms of the Scheme;

(b) 
ffi5';Ti.t?ffii::ff:# 

Gross Proceeds as are required bv clauses

(c) 
ffi:: ;::i, illil?1,:,:llul-1 i;::lT::t'"i',fJ",ff#T:d 

bv crauses

(d) procure that 50.h of the Net Proceeds (net of Indemnity Costs) are
remitted to and/or retained by the New Hampshire Liquidator in
accordance with the terms of the Global Liquidation Order;

(e) procure that 50o/o of the Net Proceeds (net of Indemnity Costs) and all
Adverse Costs Proceeds are transferred to the Scheme Administrators to
be held as Scheme Assets; and

(0 provide such information as the Scheme Administrators may reasonably
require, including, but not limited to, information concerning the likely
recoveries from the AFIA Reinsurers and/or the likely level of Scheme
Claims that shall become established in accordance with Clause 2.8.
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2.4 Stay of Proceedings

2.4.1 Save where the Company (acting by thc Ncw Hampshirc Liquidator) conscnts,

no Scheme Creditor shall institute or continue any Proceeding or other judicial,
quasi-judicial, administrative or regulatory process whatsoever against the
Company (in the English Court, the New Hampshire Court or otherwise) to
establish the existence or amount of a Scheme Claim or to seek any remedy
with respect thereto otherwise than in accordance with the terms of the Claims
Procedure Order and/or the Scheme.

2.4.2 If and to the extent that a Scheme Creditor obtains against the Company in
relation to a Scheme Claim an order, judgment, decision or award of a court or
tribunal in contravention of Clause 2.4.1, such order, judgment, decision or
award shall not give rise to an Established Scheme Liability in respect of the
Scheme Claim and shall be disregarded when determining the liability of the
Company in respect of the Scheme Claim.

2.4.3 Nothing in the Scheme shall preclude the Company (whether acting by the New
Hampshire Liquidator, the Joint Provisional Liquidators and/or the Scheme
Administrators) from either:

(a) commencing or continuing any Proceeding against a Scheme Creditor; or

(b) seeking to be joined into any subsisting Proceeding between a Scheme

Creditor and an Insurer as an additional party thereto.

2.4.4 Where the Company commences, continues or is joined into any Proceeding
against a Scheme Creditor as aforesaid, nothing in the Scheme shall preclude
the Scheme Creditor from asserting and prosecuting against the Company in the
Proceeding a Scheme Claim so long as:

(a) the Scheme Claim arises out of the same transaction or occurrence that
is the subject matter of the Company's claim in that Proceeding; and

(b) the Scheme Claim does not require for its adjudication the presence of
third parties over whom the court or tribunal in question cannot acquire
jurisdiction. For the purposes of this Clause 2.4.4, the Company shall
not be deemed to be continuing any Proceedings which commenced prior
to the New Hampshire Liquidation Date and in which the Company is

not actively prosecuting its claims.

2.5 Enforcement of Scheme Claims

2.5.1 Except to the extent that the Company (acting by the Scheme Administrators)
has failed to perform any obligation to make a payment to a Scheme Creditor
under the provisions of the Scheme and subject to the rights of Scheme

Creditors under Clauses 2.6 and 2.7 and subject to the limitations specified in
Clause 3.4.4, no Scheme Creditor shall be entitled to take any proceeding or
step (whether by way of demand, legal proceedings, execution of judgment,

arbitration proceedings or otherwise howsoever) against the Company or its
property in any jurisdiction whatsoever for the purpose of enforcing payment of
any Scheme Claim or any part thereof.

2.5.2 If any Scheme Creditor takes any such action as is prohibited by Clause 2.5.1,

it shall be treated as having received, on account of its Scheme Claim, an
advance payment under Clause 3.4 equal to the amount or gross value of any
money, property, benefit or advantage obtained by it at the expense of the
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Company as the result of such action; and the extent, if any, to which it is
entitled to any payment under Clause 3.4.1 shall be reduced accordingly. For
this purpose, the gross value of any such property, benefit or advantage shall be
conclusively determined by the Scheme Administrators and, without limitation,
may include such amount as the Scheme Administrators may consider to be
appropriate by way of interest or costs, charges or expenses incurred by the
Company as a consequence thereof.

2.6 Security, letters of credit and trusts

2.6.1 Nothing in the Scheme shall affect the right of any person to take any
appropriate action to enforce:

(a) any security over the property of the Company which can be enforced
pursuant to New Hampshire law; or

(b) any letter of credit issued or trust created (expressly, by implication or
by operation of law) in respect of the Company and of which it is a
beneficiary which can be enforced pursuant to New Hampshire law.

2.6.2 Nothing in the Scheme shall affect the rights of the Company against any
person in respect of any wrongful drawdown or enforcement of any security,
letter of credit issued or trust created in respect of the Company.

2.7 Set-off

A Scheme Creditor and the Company may rely on any right of set-off of mutual debts
or credits which either of them may have under New Hampshire RSA 402-C:34.

2.8 Established Scheme Liabilities
2.8.1 Subject to Clauses 2.4, 2.5, 2.8.2, 2.9 and any claims adjudication process

established pursuant to a duly passed Special Resolution, a liability of the
Company in respect of a Scheme Claim shall be an "Established Scheme
Liability" when a proof in respect of such Scheme Claim has been first lodged
in the New Hampshire Liquidation in accordance with the terms of the Claims
Procedure Order and there has been finally and conclusively established in
accordance with the Claims Procedure Order (whether by agreement with the
New Hampshire Liquidator or otherwise) a present obligation of the Company
to pay an ascertained sum of money, after account has been taken of:

(a) any security over the property of the Company which the Scheme
Creditor is entitled (or claims to be entitled) to enforce in accordance
with Clause 2.6.1(a); and

(b) any letter of credit issued or trust created in respect of the Company
which the Scheme Creditor is entitled (or claims to be entitled) to enforce
in accordance with Clause 2.6.1(b); and

(c) any set-off which may be taken into account in accordance with Clause
2.7; and

(d) recoveries (net of the costs of recovery) made by the Scheme Creditor in
respect of such Scheme Claim, from the Company in the New Hampshire
Liquidation.
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2.8.2 For the purposes of the Scheme, the amount of an Established Scheme Liability
shall be the amount at which it was established in accordance with either (i)
Clause 2.8.1 or (ii) (following the passing of a Special Resolution in accordance
with the provisions of this Scheme) any claims adjudication process set out in
such Special Resolution, notwithstanding any payment which has been made (or
is treated as having been made) under the Scheme.

2.9 Interest

For the purpose of paying or providing for payments under the Scheme and subject to
any claims adjudication process established pursuant to a Special Resolution, there
shall not be included as part of an Established Scheme Liability any interest liability of
the Company except interest to which a Scheme Creditor is entitled pursuant to New
Hampshire law in the New Hampshire Liquidation ("Admissible Interest"). No
paymcnt shall be made under the Scheme in respoct of any part of a Scheme Claim
which represents interest which is not Admissible Interest. For the avoidance of doubt,
this clause does not affect a Scheme Creditor's entitlement (if any) to assert a Scheme

Claim in respect of that Scheme Creditor's liability for interest to a third party.

2,111 Crrrrency of payment

2.10.1 Any amount payable to a Scheme Creditor under the Scheme, other than an
amount payable in accordance with Clause 3.3, shall be paid in US Dollars. A
Scheme Claim of a Scheme Creditor which was incurred in a currency other
than US Dollars shall be converted into US Dollars at the Relevant Rate of
Exchange.

2.10.2 For the purpose of applying any set-off pursuant to the provisions of the
Scheme, where the sum being applied in set-off is expressed in a currency other
than US Dollars, such sum shall be converted into US Dollars at the Relevant
Rate of Exchange.

2.ll Method of payment

2.11.1 Payments to a Scheme Creditor under the Scheme may be made, in the absolute
discretion of the Scheme Administrators:

(a) by cheque in favour of the Scheme Creditor concerned or as such
Scheme Creditor may direct and sent through the post, at the risk of
such Scheme Creditor, to the last known address of such Scheme
Creditor or to such other address as such Scheme Creditor may from
time to time notify the Scheme Administrators;

(b) by telegraphic transfer to such bank account as the Scheme Creditor
concerned may from time to time notify the Scheme Administrators; or

(c) in such other manner or in favour of such other person (including any
third party) as the Scheme Administrators may from time to time in
their absolute discretion determine, following a request from the Scheme
Creditor concerned, and the cost of using any such payment method in a
particular case shall be an expense of the Scheme Creditor concerned,

provided however, that any payment to a Scheme Creditor located outside the
United Kingdom shall only be paid in accordance with the method set out in
sub-paragraph (b) above, unless otherwise requested by the Scheme Creditor
concerned.
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2.1L2 Payment under or pursuant to the Scheme shall be deemed to have been made
on the day that the cheque is posted or telegraphic transfer instruction given to
the relevant bank (as the case may be). Payment of any such cheque by the
banker on whom it is drawn shall be satisfaction of the monies in respect of
which it was drawn; and receipt of the amount of such telegraphic transfer into
such account shall be satisfaction of the monies in respect of which it was paid.

2.1I.3 In the event that any payment is made under the Scheme to a Scheme Creditor
which is uncashed or otherwise unclaimed after the date on which payment was
posted to the Scheme Creditor pursuant to Clause 2.lI.I(a) or otherwise made
pursuant to Clause 2.11.1(c) then, upon the expiration of six years from the
posting of the cheque or the making of the payment pursuant to Clause
2.ll.l(a) or 2.I1.1(c), the relevant Scheme Creditor's right to such payment shall
be extinguished.

2.11.4 The Scheme Administrators may determine that any payment under the Scheme
of less than 100 US Dollars (or such greater amount as the Scheme
Administrators may reasonably determine from time to time) (the "de minimis
amount")) shall not be sent to a Scheme Creditor because of the costs involved
in making and/or receiving such payment. Any de minimis amount so withheld
shall be paid to such Scheme Creditor upon the earlier of (a) demand being
made by that Scheme Creditor or (b) such time as the aggregate of sums owed
to such Scheme Creditor under the Scheme exceed the de minimis amount, or
(c) the termination of the Scheme.

2.11.5 Without prejudice to Clause 2.1I.2, payment by the Company (acting by the
Scheme Administrators) in respect of an Established Scheme Liability:

(a) to a Scheme Creditor; or

(b) where two or more persons comprise a Scheme Creditor, to any one such
person; or

(c) to any person acting on behalf of a Scheme Creditor (whether with
actual or ostensible authority); or

(d) otherwise pursuant to Clause 2.ll.l,
shall for all purposes constitute a valid discharge of the Company in respect of
such Established Scheme Liability to the extent of such payment.

2.12 Commutationso settlements and other agreements

2.12.1 Subject to Clause 2.12.2, the Company (acting by the New Hampshire
Liquidator and/or the Joint Provisional Liquidators) shall be entitled to enter
into any transaction or pursue any litigation against an AFIA Reinsurer atdlor
the Guarantor provided that if any such transaction or litigation is likely to
have a material impact upon Gross Proceeds, Net Proceeds or Scheme Assets,
the Company (acting by the New Hampshire Liquidator and/or the Joint
Provisional Liquidators) shall consult with the Scheme Administrators and the
Creditors' Committee prior to taking any such action.

2.12.2 The Company (acting by the New Hampshire Liquidator and/or the Joint
Provisional Liquidators) may enter into any commutation or similar compromise
arrangement with any AFIA Reinsurer and/or the Guarantor relating to that
company's reinsurance and/or indemnity and/or guarantee obligations to the
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Company in respect of the AFIA Treaties provided that, prior to such

commutation or similar compromise arrangement, the Company (acting by the
New Hampshire Liquidator and/or the Joint Provisional Liquidators) shall first:

(a) use reasonable efforts to obtain from the Scheme Creditors up-to-date
information concerning the likely ultimate value of their Scheme Claims
(including, without limitation, details of outstanding losses and IBNR
items);

(b) promptly consult the Scheme Administrators and the Creditors'
Committee as to any such proposed commutation;

(c) make available all relevant documentation to the Creditors' Committee at
least 5 Business Days (where practicable) prior to such consultation (and

to this end the members of the Creditors' Committee shall be deemed to
have requested notice and entered into a confidentiality agreement with
the New Hampshire Liquidator pursuant to paragraph 3 of the
Commutations Order); and

(d) providc noticc to the Creditors' Committee in advance of any application
to the New Hampshire Court to approve the terms of any such proposed
commutation, in accordance with the provisions of the Commutations
Order.

2.12.3 To the extent that it is not practicable for the Company (acting by the New
Hampshire Liquidator and/or the Joint Provisional Liquidators) to comply with
the 5 Business Day period referred to in Clause 2.12.2(c) above, the Company
(acting as aforesaid) shall only be required to make all reasonable efforts to
provide as much notice as is practicable in the circumstances.

2.12.4 Within 10 Business Days of the New Hampshire Court having approved a

commutation agreement and/or similar compromise arrangement as referred to
in Clause 2.12.1 with all or substantially all (by value) of the AFIA Reinsurers
and/or the Guarantor, the Company (acting as aforesaid) shall notify the
Scheme Administrators of the same and the Scheme Administrators shall
convene a Special Meeting in accordance with the provisions of Clause 6.5.1, if
requested to do so by the Creditors' Committee.

2.13 Investment

2.i3.1 Subject to Clause 2.13.2, the Scheme Administrators shall have power to invest
all or any of the Scheme Assets in their possession in such manner as they
consider prudent from time to time, with full power from time to time to vary,
alter and transpose any such investments into others of any nature.

2.13.2 The Scheme Administrators shall invest any monies held by the Scheme

Administrators which constitute Scheme Assets in accordance with the
investment policy to be formulated by the Scheme Administrators from time to
time in consultation with the Creditors' Committee. In the absence of such a
policy, the Scheme Administrators shall not invest any Scheme Assets held by
them other than in the manner specified in Parts I or II of the First Schedule of
the Trustee Investments Act 1961.
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2.14 Scheme Creditors to assist the Company

Without prejudice to the rights of Scheme Creditors under the Extension Letter, the
Scheme Creditors shall provide to the Company (acting by the New Hampshire
Liquidator, the Joint Provisional Liquidators and/or the Scheme Administrators) all
reasonable assistance required by the Company (acting as aforesaid) in connection with
the Scheme and shall provide such assistance as the Company (acting as aforesaid)
may reasonably require in connection with the recovery of any Gross Proceeds, Net
Proceeds or Scheme Assets or the enforcement of obligations or liabilities which are or
may become owed to the Company. After consultation with the Company, any
reasonable cost or expense incurred by a Scheme Creditor in providing such assistance
shall be reimbursed to it by the Company out of Gross Proceeds and, for this purpose,
shall constitute a cost within the scope of Clause 8.2.2(a\.

2.15 Scheme Creditors: Further Obligations
2.15.I No Scheme Creditor shall ever seek directly or indirectly to make or make any

agreement or arrangement with an AFIA Reinsurer (in its capacity as a
reinsurer and/or indemnitor of the Company in respect of the AFIA Treaties)
and/or the Guarantor (in its capacity as the guarantor and/or indemnitor under
the Guarantee) whereunder it receives payment directly or indirectly from such
reinsurer or the Guarantor in respect of a Scheme Claim.

2.15.2 In determining its entitlement (if any) to receive any distribution payable to it in
its capacity as a creditor in the New Hampshire Liquidation, each Scheme
Creditor will bring into account, and give credit for, payments received by it, or
deemed to have been received by it, under the Scheme.
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3. PART 3 - PAYMENTS TO SCHEME CREDITORS

3.1 Applicatlon of assets of the Company

On and from the Effective Date, the Scheme Assets shall be placed under the control
of the Scheme Administrators and shall be applied for the benefit of Scheme Creditors
in accordance with the provisions of the Scheme.

3.2 Computation of the Payment Percentage

3.2.1 Subjcct as hcrcinaftcr provided in this Part 3, the Scheme Administrators shall
from time to time:

(a) set the Payment Percentage; and

(b) revise a Payment Percentage previously set by setting a new Payment
Percentage of a greater or lesser amount.

3.2.2 As soon as practicable after each Review Date, before an initial Payment
Percentage has been set, the Scheme Administrators shall consider, in the light
of Clauses 3.2.4 and 3.2.5 and in consultation with the Creditors' Committee,
whether an initial Payment Percentage should be set.

'3.2.'3 Alter the initial Payment Percentage has been set, the Scheme Administrators
shall review the Payment Percentage as soon as practicable after each Review
Date and consider, in the light of Clauses 3.2.4 and 3.2.5 and in consultation
with the Creditors' Committee, whether it should be revised.

3.2.4 The Scheme Administrators shall not set a Payment Percentage unless they
consider, on the basis of the information, advice and assumptions referred to in
Clause 3.2.7, lhat after the Company (acting by the Scheme Administrators)
has, by reference to a Payment Percentage at that rate, complied with the
provisions of Clause 3.4 in relation to all Established Scheme Liabilities owed
by it as at the Review Date concerned, the Company (acting by the Scheme
Administrators) will have sufficient Scheme Assets to enable it to comply with
the provisions of Clause 3.4 (by reference to a Payment Percentage at that rate)
in relation to all liabilities of the Company in respect of Scheme Claims which
the Scheme Administrators consider may become Established Scheme Liabilities
after the Review Date concerned.

3.2.5 Subject to Clause 3.2.4, for the purposes of Clauses 3.2.2 or 3.2.3, the Payment
Percentage, if set, shall be set at, or increased to, such rate as the Scheme

Administrators consider will ensure that all the Scheme Assets of the Company
remaining after the Company (acting by the Scheme Administrators) has

retained sufficient Scheme Assets to enable it to comply with the provisions of
Clause 3.  @y reference to a Payment Percentage at that rate and in relation to
all liabilities of the Company in respect of Scheme Claims which have become,

or which the Scheme Administrators consider may become, Established Scheme

Liabilities after the Review Date concerned) are distributed proportionately in
respect of all the Established Scheme Liabilities owed by the Company as at the
Review Date concerned.

3.2.6 If on considering the current Payment Percentage pursuant to Clause 3.2.3 the
Scheme Administrators consider that there are not sufficient Scheme Assets for
such Payment Percentage to be maintained at that level and for the provisions
of Clauses 3.2.4 and 3.2.5 to be complied with, they shall reduce such Payment
Percentage to such level as they consider appropriate. Any such reduction in the
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Payment Percentage shall not give rise to any obligation on the part of a
Scheme Creditor to repay the difference between the amount which would be
payable in respect of an Established Scheme Liability of such Scheme Creditor
in accordance with such revised Payment Percentage and the amount actually
paid to such Scheme Creditor in respect of such Established Scheme Liability
under a previously existing Payment Percentage.

3.2.7 For the purpose of setting the Payment Percentage as at a particular Review
Date, the Scheme Administrators shall:

(a) obtain and consider such financial andlor actuarial information and
advice as the Scheme Administrators, following consultation with the
Creditors' Committee and the New Hampshire Liquidator with respect to
such information and advice, shall consider appropriate; and

(b) be entitled (with the approval of the Creditors' Committee) to assume
(after making due allowance for any set-off) that the ratio of cash
recoveries received from any AFIA Reinsurer and/or the Guarantor to
Established Scheme Liabilities established in the period commencing with
the last Review Date and ending on the Review Date concerned will
remain the same in future years save to the extent that, based upon
information actually in the possession of the Scheme Administrators at
that time, such an assumption would be manifestly unreasonable.

3.2.8 For the purpose of this Clause 3.2, Scheme Assets may include sums which the
Scheme Administrators consider are likely to be received by them in the future,
following a transfer of Net Proceeds (net of any Indemnity Costs) pursuant to
Clause 2.3.I(e), as well as sums already received and held by them.

3.3 Adverse Costs Proceeds

In circumstances where:

(a) a claim is denied in the New Hampshire Liquidation and a disputed claim
proceeding ensues (in accordance with the Claims Procedure Order); or

(b) a Scheme Creditor commences or continues any Proceeding against the
Company with the consent of the New Hampshire Liquidator as described in
Clause 2.4.I or asserts and prosecutes a Scheme Claim against the Company in
the circumstances described in Clatse 2.4.4,

nothing in the Scheme shall preclude a Scheme Creditor from seeking an adverse costs
order (whether pursuant to New Hampshire RSA 402-C:6 or otherwise) in such
proceeding. However, any Scheme Creditor successfully pursuing such an adverse costs
order shall not be entitled to enforce payment by the Company of that order as an
administrative expense in the New Hampshire Liquidation. Instead the Scheme
Creditor shall be entitled to reimbursement to the extent, and in the currency, of any
cash recovered by the Company (acting by the New Hampshire Liquidator andlor the
Joint Provisional Liquidators) with respect thereto from an AFIA Reinsurer (the
"Adverse Costs Proceeds"), which cash shall be credited directly to Scheme Assets and
shall be payable in full to the Scheme Creditor concerned from Scheme Assets in
priority to any distribution of Scheme Assets to Scheme Creditors.

3.4 Payments to Scheme Creditors

3.4.1 In respect of an Established Scheme Liability, the Company (acting by the
Scheme Administrators) shall, subject to Clause 2.5.2:
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(a) as soon as reasonably practicable but, in any event, within ninety days

following the later of the date on which it becomes an Established
Scheme Liability or the date on which the initial Payment Percentage is

set, pay to the Scheme Creditor concerned an amount equal to the initial
Payment Percentage of such Established Scheme Liability; and

(b) as soon as reasonably practicable, but in any event within ninety days
frrllowing an increa,se in the Payment Percentage under Clause 3,2.5, pay

to the Scheme Creditor concerned (whether or not the same person who
received payment under Clause 3.aJ@)) a further amount equal to the
difference between (A) the amount equal to the Payment Percentage (as

increased) of such Established Scheme Liability and (B) the amount of
such Established Scheme Liability which has previously been discharged
by the Company or is treated as having been discharged under Clause

2.5.2.

The Company shall not be liable to make any payment to a Scheme Creditor
hereunder in respect of any Established Scheme Liability to the extent that such
payment would, when aggregated with:

(a) all payments previously made to that Scheme Creditor under Clause

3.4.1; and

(b) all amounts received in contravention of Clause 2.5,

in respect of that Established Scheme Liability, exceed the lesser of the amount
of that Established Scheme Liability of that Scheme Creditor and the amount
equal to the then current Payment Percentage of that Established Scheme

Liability.

The Scheme Administrators shall suspend payments under Clause 3.4.1 for such
period (not exceeding six months) as they consider appropriate if information
becomes available to them concerning the quantum of the Net Proceeds as a
result of which they are required to consider whether or not to set a reduced
Payment Percentage. As soon as practicable during, and in any event at the end
of, such period, the Scheme Administrators shall set a reduced Payment
Percentage or conclude that the Payment Percentage need not be reduced, and
thereupon the suspension of payments shall be lifted.

The obligation of the Company to make any payment to Scheme Creditors in
accordance with the terms of this Scheme and the recourse under this Scheme

of Scheme Creditors against the Company shall be absolutely limited to the
Scheme Assets.
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4. PART 4 - THE SCHEME ADMINISTRATORS

4.1 Appointment of Scheme Administrators
4' t (a) 

; "H;.T:'::::J;:T:::- 
ilHner wi,hin,he meaning .f

section 390 of the Insolvency Act; and

(ii) approved by the New Hampshire Liquidator (which approval shall
not be unreasonably withheld, as such is determined in accordance
with the standards set forth in New Hampshire RSA 541:13).

(b) The initial Scheme Administrators shall be Gareth Howard Hughes and
Margaret Elizabeth Mills.

4.1.2 A Scheme Administrator may resign his appointment at any time by giving not
less than six months' notice (or such shorter notice period as the Creditors'
Committee may agree) in writing to the Creditors' Committee and the New
Hampshire Liquidator.

4.1.3 The Creditors' Committee shall be entitled:

(a) by a resolution passed by at least three-quarters of all the members of
the Creditors' Committee for the time being, at any time to call upon a
Scheme Administrator to resign, provided that:

(D the New Hampshire Liquidator has expressly consented in writing
(which consent shall not be unreasonably withheld, as such is
determined in accordance with the standards set forth in New
Hampshire RSA 541:13) to the proposed resolution; and

(ii) such Scheme Administrator has been given (x) at least twenty-eight
days' notice of the proposed resolution and the reasons why the
resolution is to be put to the Creditors' Committee and (y) a
reasonable opportunity to make representations at the meeting at
which the resolution is proposed (and if such Scheme
Administrator declines to resign, a'resolution requiring his removal
shall be put before the next meeting of Scheme Creditors); and

(b) upon removal of a Scheme Administrator or if a Scheme Administrator
ceases to hold office for any other reason, to appoint any person
satisfying the conditions set out in Clause $.1(a) to be a Scheme
Administrator in his place (and a resolution requiring ratification of such
appointment shall be put before the next meeting of Scheme Creditors
pending which the appointee shall have full power to act as a Scheme
Administrator save that if a resolution is passed at a meeting of Scheme
Creditors requiring the removal of a Scheme Administrator pursuant to
sub-clause (a), such appointment may be made by the Scheme Creditors
at such meeting).

4.1.4 Subject to Clause 4.1.1, where more than one person has been appointed as a
Scheme Administrator, the functions, powers and duties of the Scheme
Administrators under the Scheme may be performed and exercised jointly or
severally and any act required to be done by a Scheme Administrator pursuant
to the Scheme may be done by all or any one or more of them.
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4.2 Functions, powers and duties of the Scheme Administrators

4.2.1 With immediate effcct from thc Effcctivc Datc, thc Schcmc Administrstors sholl
be empowered to and shall supervise and ensure the carrying out of the Scheme,

and for these purposes shall:

(a) have the power to take possession of such Net Proceeds as are
transferred to them by the Joint Provisional Liquidators and/or the New
Hampshire Liquidator in accordancc with Clousc 2.3.1(e) and any other
Scheme Assets (as are lransferrutl tu, or heltl by, l"hen); ard

(b) apply the Scheme Assets in their possession for the benefit of Scheme
Creditors in accordance with the terms of this Scheme.

4.2.2 Without prejudice to the generality of Clause 4.2.1, in carrying out their
functions and powers under the Scheme, the Scheme Administrators shall:

(a) be entitled to exercise all rights, powers and duties in this Scheme of the
Company (to the extent that the Scheme expressly provides that such
rights, powers and duties may be exercised by the Company acting by
the Scheme Administrators) and/or the Scheme Administrators;

(b) have full access at all reasonable times to all books, papers and other
documents of the Company and receive all such information in relation
to the Company as they may require or consider reasonably desirable in
order to discharge and/or exercise their duties, functions and powers
under the Scheme;

(c) do all things which may be necessary or expedient for the protection of
Scheme Assets;

(d) be entitled to bring or defend any action or other legal proceedings in
the name and on behalf of the Company in respect of the Scheme
Assets;

(e) be entitled to do all acts and to execute in the name and on behalf of
the Company any deed, receipt or other document and to use the
Company's seal in order to discharge and/or exercise their duties,
functions and powers under the Scheme;

(f) employ and remunerate accountants, actuaries, lawyers and other
professional advisers or agents in any jurisdiction provided such

employment is necessary or reasonably desirable for the purpose of
performing their functions and powers under the Scheme;

(g) be entitled to borrow (but only with the consent of the Creditors'
Committee and the New Hampshire Liquidator) and to make any
payment which is necessary or incidental to the performance of their
functions and to give a valid discharge for amounts received by the
Company;

(h) to the extent that the English Court has jurisdiction, and subject to
Clause 8.7.2, be entitled to apply, or to cause the Company to apply, to
the English Court (as the case may be) in relation to any particular
matter arising in the course of the Scheme;

(i) subject to the agreement of the Creditors' Committee and the New
Hampshire Liquidator, be entitled to propose, where they consider it to
be in the interests of Scheme Creditors as a whole, a further scheme of
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arrangement under section 425 of the Companies Act, with a view either
to amending the provisions of the Scheme or to implementing a new
scheme of arrangement between the Company and the Scheme Creditors
(or any class of them);

0) be entitled to attend meetings of the Creditors' Committee (subject to the
provisions of Clause 53.Q;

(k) be entitled to consult with the New Hampshire Liquidator;

0) be remunerated in accordance with Clause 5.4.3 for the carrying out of
their functions and powers under the Scheme and to be reimbursed for
all expenses reasonably and properly incurred by them in connection
therewith;

(m) be entitled to delegate to any person (being a partner in the same firm as
the Scheme Administrators and approved for the time being by the
Creditors' Committee for the purposes of this Clause a.2.2(m) (a
"Delegate")), all or any of the functions, powers, rights, authorities and
discretions conferred upon the Scheme Administrators under the Scheme
and from time to time to revoke any such delegation, provided that the
Scheme Administrators shall be personally responsible for any act or
omission of any such Delegate to the same extent as if he had expressly
authorised it; and

(n) cooperate with any other Scheme Administrator appointed in accordance
with Clause 4.1.1(a) (whether appointed in place of an existing Scheme
Administrator or otherwise) and provide full access at all reasonable
times to all books, papers and other documents of the Company as they
have in their possession and as such newly appointed Scheme
Administrator may require or consider reasonably desirable in order to
discharge andlor exercise his duties, functions and powers under the
Scheme;

(o) be entitled to do all other things incidental to the exercise of the
functions and powers referred to in this Clause 4.2.2 and in Clause 4.2.1.

4.2.3 In carrying out their functions and exercising their powers and duties under the
Scheme, the Scheme Administrators shall consult with and consider the views
expressed by the Creditors' Committee on any matter material to the Scheme,
which for the avoidance of doubt shall include, without limitation, the setting of
and revisions to a Payment Percentage pursuant to Clause 3.2.

4.3 Responsibility and Indemnity
4.3.1 In carrying out their functions and exercising their powers and duties under the

Scheme, the Scheme Administrators shall act bona fide and with due care and
diligence in the interests of Scheme Creditors as a whole and shall use their
powers under the Scheme for the purpose of ensuring that the Scheme is
operated in accordance with its terms.

4.3.2 Subject to Clause 4.3.5, no Scheme Creditor shall be entitled to challenge the
validity of any act done or omitted to be done in good faith and with due care
by the Scheme Administrators in accordance with, and to implement the
provisions of, the Scheme or the exercise by the Scheme Administrators in good
faith and with due care of any power conferred upon them for the purposes of
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the Scheme if exercised in accordance with, and to implement the provisions of,
the Scheme. A Scheme Administrator shall not he liable for any loss unless such
loss is attributable to his own negligence, default, breach of duty, breach of
trust, fraud or dishonesty (or to that of any Employee or Delegate).

4.3.3 Subject to Clause 4.3.5, no Scheme Creditor shall be entitled to challenge the
validity of any act done or omitted to be done in good faith and with due care

by any Employcc in sccordance with and to implement the provisions of the

Schcure if the act ur uurissiuu is in accot'dance with, and to implement the
provisions of, the Scheme and no Employee shall be liable for any loss unless

such loss is attributable to his own negligence, default, breach of duty, breach
of trust, fraud or dishonesty.

4.3.4 Subject to Clause 4.3.5, and without prejudice to Clause 4.3.2 or the proviso in
Clause 4,2,2(m), no Scheme Creditor shall be entitled to challenge the validity
of any act done or omitted to be done in good faith and with due care by any
Delegate in accordance with, and to implement the provisions of, the Scheme or
the exercise by such Delegate in good faith and with due care of any power
conferred upon the Scheme Administrators for the purposes of the Scheme if
exercised in accordance with, and to implement the provisions of, the Scheme

and no Delegate shall be liable for any loss unless such loss is attributable to
his own negligence. default, breach of duty, breach of trust, fraud or dishonesty
(or to that of any Employee).

4.3.5 No Scheme Creditor shall be entitled to challenge the validity of any act done
or omitted to be done or the exercise of any power conferred upon the Scheme

Administrators in good faith by the Scheme Administrators or any Employee or
Delegate pursuant to Clause 3.2 and no Scheme Administrator, Employee or
Delegate shall be liable for any loss arising out of any such act, omission or
exercise of power unless such loss is attributable to his own fraud or dishonesty
(or to that of any Employee or Delegate, as the case may be).

4.3.6 Subject to the Companies Act (to the extent applicable), the Scheme

Administrators (in their capacity as such) (and each Employee and Delegate)
shall be entitled to an indemnity (payable by the Company acting by the New
Hampshire Liquidator and/or the Joint Provisional Liquidators out of the Net
Proceeds, but subject always to Clause 8.2.4) againsl:

(a) all actions, claims, proceedings and demands brought or made against
the Scheme Administrators (or Employee or Delegate) in respect of any
act done or omitted to be done by the Scheme Administrators (or
Employee or Delegate) in good faith without negligence, default, breach
of duty, breach of trust, fraud or dishonesty in the course of
implementing the Scheme in accordance with its terms; and

(b) all expenses and liabilities properly incurred by the Scheme
Administrators (or Employees or Delegates) in carrying out their
functions and powers (or the functions for which such Employee is

employed by the Scheme Administrators or any Delegate) in the course
of implementing the Scheme in accordance with its terms.

4.3.7 Without prejudice to the generality of Clause 4.3.6, each such person as is

expressed to be entitled to an indemnity in accordance with that clause (in the
capacity in which he is entitled to such an indemnity) shall be entitled to an
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indemnity (payable by the Company acting by the New Hampshire Liquidator
andlor the Joint Provisional Liquidators out of the Net Proceeds, but always
subject to Clause 8.2.4):

(a) against any liability incurred by him in defending any proceedings,
whether civil or criminal, in respect of any negligence, default, breach of
duty, breach of trust, fraud or dishonesty in which judgment is given in
his favour or in which he is acquitted; or

(b) in connection with any application in any such proceedings in which
relief is granted to him by a court from liability for negligence, default,
breach of duty, breach of trust, fraud or dishonesty in relation to the
affairs of the Company.

4.3.8 Subject to Clause 4.3.9, the Company (acting by the New Hampshire Liquidator
and/or the Joint Provisional Liquidators) may, with the approval of the
Creditors' Committee (such approval not to be unreasonably withheld or
delayed):

(a) purchase out of Net Proceeds and maintain for any such person as is
referred to in Clause 4.3.6 insurance against any liability in respect of
which the Company would be obliged to indemnify that person in
accordance with Clauses 4.3.6 and 4.3.7; and

(b) pay out of Net Proceeds costs incurred by any such person as is referred
to in Clause 4.3.7 in defending proceedings of the nature described in
Clause 4.3.7 provided that the Company obtains from such person an
obligation to reimburse the Company (with interest) in respect of any
sum which would not, in the event, have been payable by the Company
under Clause 4.3.7 and any such sums if reimbursed shall be deemed to
be Net Proceeds.

4.3.9 To the extent that a Special Resolution has been duly passed in accordance
with the provisions of this Scheme, the provisions of Clause 8.2.4 shall apply in
respect of any costs incurred in purchasing and/or maintaining the insurances
referred to in Clause 4.3.8(a) and/or in respect of Clause 4.3.8(b).
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5. PART 5 _ THE CREDITORS' COMMITTEE

5.1 Constitution of the Creditors' Committee

5.1.1 There shall be a Creditors' Committee under the Scheme.

5.1.2 The Creditors' Committee shall consist of not less than three nor more than
nine Scheme Creditors (or their Designated Representatives) unless the Scheme

Administrators (in consultation with the Creditors' Committcc) dctcrminc
otherwise.

Any individual, body corporate or partnership who or which is a Scheme

Creditor shall be eligible for appointment as a member of the Creditors'
Committee. If a partnership is appointed as a member, the appointment shall be

treated as though the partnership were a body corporate and no person shall be

entitled to act as a tnembcr of the Crcditors' Committcc on bchalf of (or by
reason of being a partner in) such partnership except a person appointed by
such partnership to represent it in accordance with Clause 5.1.5 or a person

appointed as the alternate of such person in accordance with that clause.

Any body corporate or partnership (which may, but need not, be a Scheme

Creditor) designated by notice in writing to the Creditors' Committee by any

two or more Scheme Creditors to act as a member of the Creditors' Committee
as their designated representative (a "Designated Representative") shall be

eligible for appointment as a member of the Creditors' Committee.

Each member of the Creditors' Committee which is a body corporate or a
partnership may, by notice in writing to the Creditors' Committee, appoint a
director, senior executive, partnet, professional adviser (including in-house
counsel) or any other person duly authorised by the member concerned as its
Nominated Representative to represent that member at meetings of the
Creditors' Committcc (a "Nominated Rcprcscntative"). Each Nominated
Representative may, by notice in writing to the Creditors' Committee, appoint
any person qualified to act as a Nominated Representative as his alternate to
attend and vote at any meeting of the Creditors' Committee in his place. Any
such alternate shall have the powers and shall be subject to the same duties and
limitations as the Nominated Representative who has appointed him. Any
person entitled to appoint a Nominated Representative or an alternate may
from time to time revoke that appointment and appoint another person
qualified to act as a Nominated Representative as a replacement, by notice in
writing to the Creditors' Committee.

The Creditors' Committee ffi&y, with the agreement of the Scheme

Administrators (which agreement shall not be unreasonably withheld or
delayed), resolve, by at least two-thirds of the members present, to appoint any
eligible person to be a membet, either to fill a vacancy or as an additional
member, subject to (a) the maximum number of members provided for in
Clause 5.1.2 and (b) a resolution requiring ratification of such appointment
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being put before the next meeting of the Scheme Creditors, pending which the
appointee shall have full power to act as a member of the Creditors'
Committee.

The Scheme Creditors in a meetinE may, with the agreement of the Scheme
Administrators (which agreement shall not be unreasonably withheld or
delayed), resolve to remove any member of the Creditors' Committee from
office andlor appoint any eligible Scheme Creditor as a member of the
Creditors' Committee, subject to the limitations as to the minimum and
maximum number of members of the Creditors' Committee as provided for in
Clause 5.1.2.

An individual shall cease to be a member of the Creditors' Committee upon the
occurrence of any of the following events:

if he ceases to be, or is found never to have been, a Scheme Creditor;

if he resigns by notice in writing addressed to the Creditors' Committee;

(d)

if he dies or becomes bankrupt or mentally disordered or becomes
disqualified from acting as a director under the laws of England and
Wales or New Hampshire;

if he fails to attend three consecutive meetings of the Creditors'
Committee and the Creditors' Committee resolves, by a majority of at
least two-thirds of the members present, that he be removed; or

(e) if he is removed from office pursuant to Clause 5.2.3.

5.2.5 A body corporate or partnership shall cease to be a member of the Creditors'
Committee upon the occurrence of any of the following events:

(a) (other than in the case of a member which is a Designated
Representative) if it ceases to be, or is found never to have been, a
Scheme Creditor;

(b) if it is a Designated Representative of two or more Scheme Creditors,
and it ceases to represent at least two Scheme Creditors as a result of
persons it represents ceasing to be, or being found never to have been,
Scheme Creditors and/or as a result of persons it represents notifying the
Creditors' Committee in writing that such member has ceased to be their
Designated Representative;

if it resigns by notice in writing addressed to the Creditors' Comrnittee;

if it is dissolved;

if it fails to attend (by its duly appointed Nominated Representative or
his alternate) three consecutive meetings of the Creditors' Committee and
the Creditors' Committee resolves, by a majority of at least two-thirds of
the members present, that it be removed; or

(0 if it is removed from office pursuant to Clause 5.2.3.

5.2.6 The appointment of a Nominated Representative or his alternate shall terminate
automatically upon the occurrence of any of the following events:

(a) if the person whom that Nominated Representative represents ceases to
be a member of the Creditors' Committee:

;
c90017pu030 Proof 3: 21.7.04 BIL Revision: 0 Operator BonP

(a)

(b)

(c)

(c)

(d)

(e)

482



5.2.7

PART II
THE SCHEME

(b) if he ceases to be a director, senior executive, partner of or L
professional adviser (including in-house counsel) to the member of the
Creditors' Committee whom he represents or he otherwise ceases to be

authorised by the member concerned;

(c) if he dies or becomes bankrupt or mentally disordered or becomes

disqualified from acting as a director under the laws of England and
Wales or New Hampshire;

(d) if his appointmcnt is revoked by his appointor;

(e) if the Creditors' Committee resolves, by a majority of at least two-thirds
of all the members of the Creditors' Committee for the time being
(excluding the member who has appointed such Nominated
Representative or whose Nominated Representative has appointed such

altcrnate), that such appointment shall terminate; or

(f) in the case of an alternate, upon termination of the appointment of the
Nominated Representative who appointed him.

Whenever there is a proposed change in the composition of the Creditors'
Committee, the Creditors' Committee in consultation with the Scheme

Administrators shall endeavour to ensure that the composition of the Creditors'
Committee is such as to secure a proper balance of the interests of the Scheme

Creditors in relation to the Company as between the members of the Creditors'
Committee.

5.3 Proceedings of the Creditors' Committee

5.3.1 Save as otherwise specifically provided in the Scheme, the Creditors'Committee
may convene, adjourn and otherwise regulate its meetings in such manner as it
shall consider appropriate. The quorum at any meeting of the Creditors'
Committee shall be at least two-thirds of the members, provided that if a
quorum is not present within half an hour from the time appointed for a

meeting, or if during a meeting such a quorum ceases to be present, the meeting
shall stand adjourned to such time and place as may be determined by the
majority of the members present (who shall inform the members of the
Creditors' Committee of the date and time of the adjourned meeting) and the
members present at any such adjourned meeting shall constitute a quorum.
Each member of the Creditors' Committee shall have one vote and, except as

otherwise provided in the Scheme, matters arising at a meeting shall be decided
by a majority of votes cast at the meeting.

5.3.2 The Creditors' Committee shall meet for the purposes of receiving a report from
the Scheme Administrators on the progress of the Scheme referred to in Clause

5.4.2(a) and shall hold such further meetings in accordance with 5.3.3 and 5.3.4

as it shall consider desirable for the purpose of performing its functions under
the Scheme.

5.3.3 A meeting of the Creditors' Committee shall be called as soon as reasonably
practicable if so requested by at least three members of the Creditors'
Committee or if the Scheme Administrators otherwise consider it appropriate.
Except with the consent of all members of the Creditors' Committee, the
Scheme Administrators and the New Hampshire Liquidator, no meeting of the
Creditors' Committee may be called upon less than fourteen clear days' notice
and no business may be transacted at any such meeting other than that set out
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in the notice of that meeting. Each member of the Creditors' Committee, the
Scheme Administrators (or their representative(s)) and the New Hampshire
Liquidator (or his representative) shall be entitled to and shall receive notice of
all meetings of the Creditors' Committee.

The Scheme Administrators (or their representative(s)) and the New Hampshire
Liquidator (or his representative) shall be entitled to attend and speak, but not
to vote, at all meetings of the Creditors' Committee and, if so requested by the
Creditors' Committee, shall attend such meetings. If so requested by the
Creditors' Committee, the Scheme Administrators (or their representative(s))
and/or the New Hampshire Liquidator (or his representative) shall absent
themselves from such part of a meeting of the Creditors' Committee as the
Creditors' Committee may specify.

Proper minutes shall be kept of all proceedings of the Creditors' Committee and
such minutes shall be open to inspection at all reasonable times (subject to
Clause 5.5.2) by any member of the Creditors' Committee. Copies of such
minutes shall be sent as soon as practicable after their preparation to the
Scheme Administrators.

A member of the Creditors' Committee, the New Hampshire Liquidator (or his
representative) and the Scheme Administrators (or their representative(s)) may
participate in a meeting of the Creditors' Committee through the medium of
conference telephone or similar form of communication equipment if all persons
participating in the meeting are able to hear and speak to each other
throughout the meeting. A person participating in this way is deemed to be
present in person at the meeting and, in the case of a member of the Creditors'
Committee, is counted in a quorum and entitled to vote. All business transacted
in this way by the Creditors' Committee is deemed to be validly and effectively
transacted at a meeting of the Creditors' Committee although fewer than two-
thirds of the members of the Creditors' Committee are physically present at the
same place.

Save in respect of any resolution calling upon a Scheme Administrator to resign
and subject to Clause 5.3.8, any resolution in writing signed by all members of
the Creditors' Committee for the time being (or their Nominated
Representatives) shall be as valid and effective as if passed at a meeting of the
Creditors' Committee duly convened and held.

No written resolution shall take effect unless and until the Creditors' Committee
has given each of (a) the Scheme Administrators and (b) the New Hampshire
Liquidator at least 5 Business Days' written notice of the proposed resolution.

5.4 Functions

5.4.1 Without prejudice to the specific provisions of this Clause 5.4, the Creditors'
Committee shall supervise the Scheme Administrators in the exercise of their
functions under the Scheme.

5.4.2 With effect from the Effective Date:

(a) on a date not later than the first anniversary of the Effective Date and
not later than the end of each 15 month period thereafter, the Scheme
Administrators shall submit to the Creditors' Committee and the New
Hampshire Liquidator a report on the operation of the Scheme during
the period since the last such report was prepared and shall (or shall
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appoint a representative to) attend at any meeting of the Creditors'
Committee at which that report is considered for the purpose of giving
such explanations and information as the Creditors' Committee may
require. A copy of that report, incorporating such amendments (if any)
as may be agreed by the Scheme Administrators and the Creditors'
Committee, shall be provided to Scheme Creditors free of charge;

(b) thc Crcditors' Committcc mey from time to time resolve what
information it is desirable to seek from the Scheme Administrators
concerning the affairs of the Company or the operation of the Scheme,
and may depute to any one member of the Creditors' Committee to
apply in writing to and receive from the Scheme Administrators all such
information. The Scheme Administrators shall promptly give to the
Crcditors' Committcc and thc Ncw Hampshirc Liquidator all such

information concerning the affairs of the Scheme Administrators or the
operation of the Scheme as the Creditors' Committee shall from time to
time reasonably resolve to seek and in respect of which a written request
shall have been received by the Scheme Administrators. Each member of
the Creditors' Committee shall be entitled at any time to raise questions
or to request a meeting with the Scheme Administrators in connection
with the performance of his responsibilities as a member of the Creditors'
Committee and, subject to their duties under the Scheme, the Scheme
Administrators shall use reasonable endeavours to respond to such
questions or to comply with any such request for a meeting.
Notwithstanding the preceding provisions of this Clause 5.4.2(b), the
Scheme Administrators shall not be obliged to disclose any confidential
information of the Company to a member of the Creditors' Committee if
the information relates to any matter where such member (and, where
such member is a Designated Representative, its appointors) has an
interest in conflict with the Company (other than a general conflict
arising as a result of the status of the members of the Creditors'
Committee (or appointors) as creditors of the Company).

5.4.3 The Creditors' Committee shall consider and, if thought fit, approve (such
approval not to be unreasonably withheld or delayed), on behalf of the
Company, the level and payment of the fees and expenses of the Scheme
Administrators from time to time (and such function may, with the prior
written consent of the Company (acting by the Scheme Administrators), be

delegated to one or more members of the Creditors' Committee) and the
Scheme Administrators shall provide all information reasonably requested by the
Creditors' Committee in relation thereto.

5.4.4 The Creditors' Committee shall:

(a) so far as it is able, ensure that there is a Scheme Administrator in office
at all times; and

(b) comply with the conditions set out in Clause 4.1.1(a) in appointing any
Scheme Administrator.
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Each member of the Creditors' Committee, each Nominated Representative and
their respective alternates shall, in performing their functions as members of the
Creditors' Committee in relation to the Company, act bona fide in the interests
of the Scheme Creditors as a whole.

It shall be the duty of each member of the Creditors' Committee who is in any
way interested, whether directly or indirectly, or, where such member is a
Designated Representative, any of whose appointors is interested, whether
directly or indirectly, in a contract or proposed contract with the Company
(other than any which arises as a result of the provisions of the Scheme) to
declare (or procure that its Nominated Representative shall declare) the nature
of his, its or such appointor's interest at a meeting of the Creditors' Committee.
For this purpose a general notice given to the Creditors' Committee to the
effect that a member or an appointor of a Designated Representative is
associated (within the meaning of section 435 of the Insolvency Act) with a
specified company or firm and is to be regarded as interested in any contract
with that company or firm is deemed a sufficient declaration of interest in
relation to any such contract. If the Scheme Administrators (or, if there is no
Scheme Administrator in attendance at the relevant meeting, a simple majority
of Creditors' Committee members present at that meeting) reasonably conclude
that the nature of the interest of the Creditors' Committee member concerned
gives rise to a conflict of interest in any particular case, then, such member of
the Creditors' Committee shall not be counted in the quorum, shall not be
entitled to vote in relation to any matter relating specifically to any such
contract, shall retire from the meeting for so long as the matter is discussed and
voted upon and shall not receive any information, nor be entitled to inspect any
part of the minutes of a meeting of the Creditors' Committee, relating thereto.

Each Nominated Representative shall be entitled to report to the member
appointing him, and each Designated Representative shall be entitled to report
to the Scheme Creditors appointing it, on the proceedings of the Creditors'
Committee and, so far as necessary for that pulpose, to disclose confidential
information of the Company to those officers, employees and professional
advisers of that member or appointor who need to know it in connection with
(where a Nominated Representative is disclosing information) the perfofinance
of its responsibilities as a member of the Creditors' Committee or (where a
Designated Representative is disclosing information) the performance of the
Designated Representative's responsibilities as a member of the Creditors'
Committee, provided that such information does not to his or its knowledge
(after due enquiry) relate to any matter where any such appointor has an
interest in conflict with the Company (other than a general conflict arising as

the result of the status of the members of the Creditors' Committee or the
appointors of a Designated Representative as creditors of the Company). Each
member of the Creditors' Committee shall procure that its Nominated
Representative and its officers, employees and professional advisers shall, and
where such member is a Designated Representative shall procure that its
appointors and their officers, employees and professional advisers shall, preserve
the confidentiality of such information and shall use such information only for
the purposes of performing their responsibilities and functions (or their
Designated Representative's responsibilities and functions) in relation to the
Creditors' Committee. Each member of the Creditors' Committee shall be
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entitled to share information with any third party that it was entitled to share
confidential information with as a member of the Informal Creditors'
Committee.

5.6 Responsibilities andindemnity

5.6.1 No Scheme Creditor shall be entitled to challenge the validity of any act done
or omitted to be done in good faith by any member of the Creditors'
Committee (or Nominated Representatrve or alternate) in accordance with and
to implement the provisions of the Scheme or the exercise by any such person
in good faith of any power conferred upon it or him for the purposes of the
Scheme if exercised in accordance with and to implement the provisions of the
Scheme and no such person shall be liable for any loss unless such loss is

attributable to its or his own wilful default, fraud, dishonesty or wilful breach
of duty or trust.

5.6.2 No Scheme Creditor shall be entitled to challenge the validity of any act done
or omitted to be done or the exercise of any power conferred upon the
Creditors' Committee, in good faith by any member of the Creditors'
Committee (or Nominated Representative or alternate) pursuant to Clause 3.2

and no member of the Creditors' Committee, Nominated Representative or
alternate shall be liable for any loss arising out of any such act, omission or
exercise of power unless such loss is attributable to its or his own fraud or
dishonesty.

5.6.3 Subject to the Companies Act (to the extent applicable), each member of the
Creditors' Committee (and each Nominated Representative and alternate) (in
each case in their capacity as such) shall be entitled to an indemnity (payable
by the Company, acting by the New Hampshire Liquidator and/or the Joint
Provisional Liquidators out of the Net Proceeds, but subject always to Clause
8.2.4) against all actions, claims, proceedings and demands brought or made
against it or him in respect of any act done or omitted to be done in relation to
the Company in good faith by such person in the course of implementing the
Scheme in accordance with its terms; such indemnity shall include the costs of
defending any such actions, claims, proceedings and demands.

5.6.4 Without prejudice to the generality of Clause 5.6.3, each such person as ts

expressed to be entitled to an indemnity in accordance with that clause (in the
capacity in which it or he is entitled to such an indemnity) shall be entitled to
an indemnity (payable by the Company, acting by the New Hampshire
Liquidator and/or the Joint Provisional Liquidators, out of the Net Proceeds,
but subject always to Clause 8.2.4):

(a) against any liability incurred by it or him in defending any proceedings,
whether civil or criminal, in respect of any wilful default, fraud,
dishonesty or wilful breach of duty or trust in relation to the Cornpany
in which judgment is given in its or his favour or in which it or he is
acquitted; or

(b) in connection with any application in any such proceedings in which
relief is granted to it or him by a court from liability for wilful default,
fraud, dishonesty or wilful breach of duty or trust in relation to the
affairs of the Company.
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5.6.5 Subject to Clause 5.6.6 below, the Company (acting by the New Hampshire
Liquidator and/or the Joint Provisional Liquidators) may, with the approval of
the Creditors' Committee (such approval not to be unreasonably withheld or
delayed):

(a) purchase out of the Net Proceeds and maintain for any such person as is
referred to in Clause 5.6.3 insurance against any liability in respect of
which the Company would be obliged to indemnify that person in
accordance with Clauses 5.6.3 and 5.6.4; and

(b) pay out of the Net Proceeds costs incurred by any such person as is
referred to in Clause 5.6.3 in defending any actions, claims, proceedings
and demands of the nature described in Clauses 5.6.3 and 5.6.4 which
relate to the Company provided that the Company obtains from such
person (or, where such person is a Nominated Representative or an
alternate, the member of the Creditors' Committee which such person
represents) an obligation to reimburse the Company (with interest) in
respect of any sum which would not, in the event, have been payable by
the Company under those clauses.

5.6.6 To the extent that a Special Resolution has been duly passed in accordance
with the provisions of this Scheme, the provisions of Clause 8.2.4 shall apply in
respect of any costs incurred in purchasing and/or maintaining the insurances
referred to in Clause 5.6.5(a) and/or in respect of Clause 5.6.5(b).

5.7 Validation of acts

All acts done by the Creditors' Committee, any meeting of the Creditors' Committee
or any person acting as a member of the Creditors' Committee or as a Nominated
Representative or alternate shall, notwithstanding that it is afterwards discovered that
there was some defect in the appointment of a member of the Creditors' Committee or
person acting as aforesaid, or that any of them were disqualified, be valid as if every
such person had been duly appointed and qualified.

5.8 Expenses

Each member of the Creditors' Committee, each Nominated Representative and their
respective alternates shall be entitled to be reimbursed by the Company (acting by the
New Hampshire Liquidator and/or the Joint Provisional Liquidators, out of Net
Proceeds, but subject always to Clause 8.2.4) for their reasonable expenses (excluding,
for the avoidance of doubt, legal expenses) in attending meetings of the Creditors'
Committee, provided that such meetings are held in London or in such other place as

the Scheme Administrators may from time to time agree with the Creditors'
Committee.

5.9 NoCreditors'Committee
5.9.1 If at any time there are less than the minimum number of Creditors' Committee

members required by Clause 5.I.2, the Creditors' Committee may continue to
exercise all its functions under the Scheme (other than those provided for in
Clauses 4.1.3(a),6.1.1(b), and 7.1.1(b)) for a period of twenty-eight days, during
which time such members of the Creditors' Committee shall endeavour to fill
the vacancies on the Creditors' Committee. If they shall fail to do so within
such period, the Scheme Administrators shall, within a further fourteen days,
appoint such additional Scheme Creditors ("Interim Appointees") as are required
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to fill such vacancies. In appointing any such Interim Appointees, the Scheme

Administrators shall endeavour to ensure that the composition of the Creditors'
Committee including such Interim Appointees is such as to secure a proper
balance of the interests of the Scheme Creditors as between themselves and in
relation to the Company. In the event of such vacancies being filled, whether by
appointees of the Creditors' Committee or by Interim Appointees, the full
powers and functions of the Creditors' Committee under the Scheme will be

restored, provided that no Interim Appointee shall be entitled to vote in relation
to any resolution to appoint an additional member of the Creditors' Committee.
Any Interim Appointee will be liable to be removed as a member of the

Creditors' Committee at any time without notice if the Creditors' Committee
(excluding any Interim Appointees) appoints a Scheme Creditor to fiIl the
vacancy which had been filled by such Interim Appointee (and the members of
the Creditors' Committee (excluding any Interim Appointees) shall use their
reasonable endeavours to fill any such vacancy accordingly as soon as possible).

If, following the procedure set out in Clause 5.9.1, there are less than the
minimum number of Creditors' Committee members required in Clause 5.1.2
(including Interim Appointees appointed under Clause 5.9.1) then, for so long
as that is the case, the Creditors' Committee shall not exercise any functions or
have any powers under the Scheme and the following provisions shall apply:

(a) the Scheme Administrators shall use all reasonable endeavours to find
additional members ot'the Uredrtors' Uommittee to enable it to function;

(b) subject to obtaining the approval of the New Hampshire Liquidator
(which approval shall not be unreasonably withheld, as such is

determined in accordance with the standards set forth in New Hampshire
RSA 541:13), a Scheme Administrator may be removed, and a new
Scheme Administrator (who qualifies with the conditions set out in
Clause 4.1.1(a) may be appointed in his place, only at a meeting of the

Scheme Creditors pursuant to a resolution proposed by any ten Scheme

Creditors who have Scheme Claims of an aggregate value in excess of ten
per cent. of all Scheme Claims or any twenty Scheme Creditors;

(c) the remuneration of the Scheme Administrators shall be payable at the

same rate at which it had last been set by the Creditors' Committee
unless and until varied by the Scheme Creditors; and

(d) the requirements for obtaining the consent, approval or agreement of and
for consulting with or notifying the Creditors' Committee contained in
Clauses 2.13.2,3.2.2, 3.2.3, 3.2.7, 4.2.2(9), 4.2.2(i), 4.2.2(m), 4.2.3, 4.3.8,

5.1.2, 5.3.3, 5.4.2(b), 5.4.3, 5.6.5, 6.3.3, 7.1.1(b), and for submitting a
report to the Creditors' Committee pursuant to Clause 5.a.2@) shall be

suspended.
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6. PART 6 - MEETINGS OF SCHEME CREDITORS

Convening of meetings

6.1.1 Meetings of Scheme Creditors are to be convened as follows:

(a) the Scheme Administrators may at any time convene a meeting of the
Scheme Creditors for such purpose as they think fit;

(b) the Creditors' Committee may convene a meeting of Scheme Creditors to
consider resolutions for such purpose as it thinks fit;

(c) any ten Scheme Creditors who have Scheme Claims of an aggregate
value in excess of ten per cent of all Scheme Claims or any twenty
Scheme Creditors may, by notice in writing signed by them or on their
behalf and delivered to the Scheme Administrators, require the Scheme
Administrators to convene a meeting of Scheme Creditors for such
purpose as they think fit. The notice must specify the purpose for which
the meeting is required and it shall be the duty of the Scheme
Administrators forthwith to summon a meeting of Scheme Creditors for
that purpose and to give such notice of the meeting as is necessary to
enable such purpose to be carried out effectively in accordance with the
provisions of the Scheme.

6.1.2 At least twenty-eight days' notice shall be given of a meeting of Scheme
Creditors. The notice shall be exclusive of the day on which it is served or
deemed to be served and of the day for which it is given, and shall specify the
place and time of the meeting (and where a meeting of Scheme Creditors is
being convened to discuss the report referred to in Clause 5.4.2(a) the place
from which a copy of the report referred to in Clause 5.4.2(a) can be obtained
by Scheme Creditors free of charge prior to the meeting).

6.1.3 Notice of a meeting of Scheme Creditors shall be given:

(a) to each Scheme Creditor to whom the Company owes an Established
Scheme Liability, and to any other Scheme Creditor who has applied in
writing to the Scheme Administrators to receive notice of such meeting,
by sending notice by pre-paid post to such Scheme Creditor at his last
known address; and

(b) to all other Scheme Creditors by placing advertisements containing the
requisite information in such newspaper or newspapers as the Scheme
Administrators shall consider appropriate; and

(c) to the Creditors' Committee, the New Hampshire Liquidator and the
Scheme Administrators.

Any such notice shall be deemed to have been served on the date on which it is
posted or as the case may be, the latest date on which the advertisement
appears.

6.L4 The accidental failure to give notice of a meeting of Scheme Creditors to, or the
non-receipt of notice of such a meeting by, any Scheme Creditor entitled to
receive notice shall not invalidate the proceedings at that meeting.
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6.2 Resolutions

6.2.I If a meeting of Schemc Crcditors is convcncd at a timc whcn a resolution is to
be put to the next meeting of Scheme Creditors pursuant to Clauses 4.1.3, 5.2.2

or 5.2.3, the business of the meeting shall include the resolution concerned and
in the case of a resolution to remove a Scheme Administrator pursuant to
Clause 4.1.3(a) which, if passed, would result in there being no Scheme

Administrators in office, shall also include a resolution that a named person (i)
who satisfies the conditions set out in Clause 4.1.1(a) and (ii) willing to be

appointed as a Scheme Administrator be appointed in his place.

6.2.2 No meeting shall be convened unless the notice of the meeting sets out the text
of each resolution which is to be proposed at the meeting, or an adequate

summary thereof, or, if no resolution is to be proposed at the meeting, the
nature of thc busincss to bc discusscd thcrcat, ond (in the case of a notice

which is sent by post) is accompanied by a letter explaining in relation to each

resolution why the meeting is being convened.

6.3 Voting

6.3.1 A resolution put to a meeting of Scheme Creditors shall be effective only if it is

approved by a majority in number and three-quarters in value of the Scheme

Creditors present and voting either in person or by proxy at the meeting.

6.3.2 Every Scheme Creditor entitled to vote shall have the right to appoint any
person as his proxy to attend and vote instead of him. The instrument
appointing a proxy may be in any form which the Company (acting through the

Scheme Administrators) may approve and must be lodged at the place specified

in the notice of the meeting for the lodging of proxies not less than forty-eight
hours before the meeting (or adjourned meeting) at which it is to be used.

6.3.3 No business shall be transacted at any meeting of Scheme Creditors unless a
quorum is present when the meeting proceeds to business. Twenty Scheme

Creditors present in person or by proxy and having the right to vote at the
meeting shall be a quorum, unless the Scheme Administrators and the Creditors'
Committee agree a smaller number. Al1 resolutions put to the vote of any
meeting shall be decided on a show of hands, unless the Scheme Administrators
determine in their absolute discretion that a poll should be taken'

6.3.4 A Scheme Administrator shall preside (or shall nominate a representative to
preside) at each meeting of the Scheme Creditors (other than a meeting at
which a resolution to remove a Scheme Administrator is proposed, when a

member of the Creditors' Committee shall preside), but if such Scheme

Administrator (or his nominated representative), or if relevant, the member of
the Creditors' Committee is not present within thirty minutes after the time
appointed for opening the meeting or is unwilling to preside, the Scheme

Creditors present in person or by proxy shall choose one of themselves, to be

chairman of the meeting. If no person is willing to preside as chairman of the
meeting, the meeting shall be adjourned for seven days, and, if no person is
willing to preside as chairman of the adjourned meeting, the meeting shall be

dissolved.
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6.4 Valuation of Scheme Claims for the purposes of meetings

6.4.1 For the purposes of valuing any Scheme Claim for any of the purposes referred
to in Clauses 5.9.2(b), 6.1.1(c) and 6.3.1 the value of the Scheme Claim shall, in
the case of a Scheme Claim which has become an Established Scheme Liability,
be the amount of the liability so established (less the amount of any payments
paid, or treated as having been paid, by the Company under the Scheme in
respect thereof), and, in the case of any other Scheme Claim, be such amount
as may, for the purposes of such meeting only, be reasonably estimated as the
value of such Scheme Claim by the Scheme Administrators.

6.4.2 In the event that a Scheme Creditor disputes the value which has been put on
its Scheme Claim pursuant to Clause 6.4.1 or otherwise the amount for which
its vote should be counted, the dispute shall be referred to the president for the
time being of the Institute of Chartered Accountants in England and Wales (or
any successor thereto) or, if the Scheme Administrator (or any of his partners)
at such time occupies such office, the president at that time of the Law Society
of England and Wales, or such other individual as he may nominate who shall
consult with such relevant experts as he thinks appropriate and who shall act as
an expert not an arbitrator and whose decision (including as to who should
bear the costs of such referral) shall be final (but only as regards the convening
of the meeting or the vote on that occasion).

6.4.3 For the purposes of ascertaining whether or not the requisite percentage for the
convening of any meeting of Scheme Creditors or the requisite majority at any
meeting of Scheme Creditors has been obtained, the amount of each Scheme
Claim which is denominated in a currency other than US Dollars shall be
converted into US Dollars at the Relevant Rate of Exchange.

6.5 Special Meetings

6.5.1 If requested to do so by the Creditors' Committee, the Scheme Administrators
shall, as soon as reasonably practicable following notification in accordance with
Clause 2.12.4 that the Company has entered into a commutation or similar
compromise arrangement with all, or substantially all (bV value), AFIA
Reinsurers and/or the Guarantor as described in Clause 2.12.2, convene a
Special Meeting of the Scheme Creditors.

6.5.2 The Scheme Administrators shall give notice of a Special Meeting in accordance
with the provisions of Clause 6.1.

6.s.3

6.5.4
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7. PART 7 _ DURATION OF THE SCHEME
7.1 Termination events

7.1.1 Subject to Clause 7.1.2 (which shall survive such termination), the Scheme shall
terminate if:

(a) all the liabilities of the Company to the Scheme Creditors have been

discharged in full; or

(h) the Scheme Administrators, with the agreement of the Creditors'
Committee and the New Hampshire Liquidator, have concluded after due

enquiry that the Scheme is no longer in the interests of the Scheme

Creditors (as a whole); or

(c) a resolution that the Scheme should be terminated is passed at a meeting
of the Scheme Creditors, with the agreement of the New Hampshire
Liquidator; or

(d) the New Hampshire Liquidator determines in his sole discretion
(following consultation with the Scheme Administrator and the Creditors'
Committee) that the Scheme should terminate in the event that the New
Hampshire Supreme Court enters a decision which has the effect of
disapproving the Proposal.

7.I.2 If the Scheme terminates the following provisions shall apply:

(a) termination of the Scheme shall be without prejudice to any right or
obligation which shall have arisen under the Scheme as a result of any
act or omission which took place prior to the termination of the Scheme

including, without limitation, any right to an indemnity as a result of an
act or omission which took place, or as a result of liabilities or expenses

which were incurred, prior to the termination of the Scheme;

(b) the provisions of Clauses 7.1.2,8.2.3 and 8.2.4 shall continue in full force
and effect; and

(c) as soon as practicable following termination, the Scheme Administrators
shall cause notices stating that the Scheme has terminated to be placed in
such newspaper as the Scheme Administrators consider appropriate for
one day a week for three consecutive weeks following such termination.
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8. PART 8 - GENERAL SCHEME PROVISIONS

Effective Date
The Scheme shall become effective on the Effective Date

8.1

8.2 Pre-Scheme Costs and Other Costs

8.2.1 Subject to Clauses 8.2.3 and 8.2.4, as soon as practicable after the Effective
Date there shall be paid by the Company (acting by the New Hampshire
Liquidator and/or the Joint Provisional Liquidators) (to the extent not already
paid) out of the Gross Proceeds (to the extent available):

(a) all outstanding costs, charges, expenses and disbursements reasonably
incurred by the Company prior to the Effective Date, in connection with:

(D the negotiation, preparation and implementation of the Scheme,
including the costs of holding the meeting of its Scheme Creditors
convened to consider the Scheme; and

(ii) insofar as they do not fall within 8.2.1(a)(i) the costs of obtaining
the New Hampshire Approval Order, the English Court Orders
and the FSA Approval,

including, without prejudice to the generality of the foregoing, the costs
of any legal and other professional advisors; and

(b) insofar as they do not fall within 8.2.1(a), JPL Costs reasonably incurred
prior to the Effective Date which are payable by the Company.

8.2.2 Subject to Clauses 8.2.3 and 8.2.4, so long as the Scheme remains in force (but
subject to clause (f)) there shall be paid by the Company (acting by the New
Hampshire Liquidator and/or the Joint Provisional Liquidators) in full out of
the Gross Proceeds (to the extent available):

(a) all costs, charges, expenses and disbursements incurred by the Company
(whether acting by the New Hampshire Liquidator, the Joint Provisional
Liquidators andlor the Scheme Administrators) in the course of carrying
out the Scheme and of complying with the provisions of the Companies
Act;

(b) insofar as they do not fall within Clause 8.2.2(a), and without prejudice
to the provisions of Clause 5.4.3, all costs, charges, expenses, and
disbursements incurred by, and the remuneration of the Scheme
Administrators and/or similar officeholder appointed to the Company in
the discharge and/or exercise of their duties, functions and powers under
the Scheme; and

(c) insofar as they do not fall within Clauses 8.2.2(a) or 8,2.2(b), all
Collection Costs; and

(d) insofar as they do not fall within Clauses 8.2.2(a) to 8.2.2(c), all JPL
Costs;

(e) insofar as they do not fall within Clauses 8.2.2(a) to 8.2.2(d), all costs,
charges, expenses and disbursements incurred by the Company in respect
of the handling and/or management of claims insofar as the same relate
to Scheme Claims; and
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(0 notwithstanding that the Scheme shall have terminated in relation to the
Company, the costs of placing the notices required hy Cla.use 7.1.2(c).

8.2.3 Subject to Clause 8.2.4, where thcrc arc insufficient Gross Proceeds available to
pay Costs, such Costs shall be paid by the Company (acting by the New
Hampshire Liquidator) as an administration expense of the New Hampshire
Liquidation, provided that, as and when Gross Proceeds do become available,
(or as soon as reasonably practicable thereaftcr), any Costs so paid shall bc
reimbursed from such Gross Proceeds.

8.2.4 Following the passing of the Special Resolution, any Other Costs and Indemnity
Costs incurred from and including the Operative Date shall be paid by the
Company (acting by the Scheme Administrators) from the Scheme Assets.

Conditionality of the Scheme

The provisions of this Scheme shall only apply from the Effective Date. The Scheme

shall only become effective when a copy of the Sanction Order has been delivered for
registration to the registrar of companies in England and Wales as required by section
425(3) of the Companies Act and the first day on which all of the following conditions
have been met:

8.3.1 the New Hampshire Approval Order has been obtained from the New
Hampshire Court; and

the Global Liquidation Order has been obtained from the English Court; and

the FSA Approval has been obtained.

8.3,2

8.3.3

8.4 Modification of the Scheme

Thc Company (acting by the Joint Provisional Liquidators with the express approval
of the New Hampshire Liquidator) may, at any hearing to sanction the Scheme,

consent on behalf of all those concerned to any modification of the Scheme or any
terms or conditions which the English Court may think fit to approve or impose and
which would not directly or indirectly have a materially adverse effect on the interests
of any Scheme Creditor under the Scheme.

8.5 Notice

Any notice to be given to the Company andlor the Scheme Administrators under or in
relation to this Scheme shall be given in writing and shall be deemed to have been

duly given if it is delivered by hand or sent by pre-paid first class post, and by air
mail where it is addressed to a different country from that in which it is posted, to the
Company, c/o Ernst & Young LLP and marked for the attention of Gareth Hughes or
Margaret Mills at 1 More London Place, London SEl 2AF (or such other person as

may have been appointed as a Scheme Administrator in accordance with Clause
a.1.1(a) of this Scheme or at such other address as the Scheme Administrators may
notify to Scheme Creditors for the purpose of this Clause 8.5 in such newspaper as the
Scheme Administrators consider appropriate for one day a week for three consecutive
weeks), and any notice posted as aforesaid shall be deemed to have been given on the
seventh (or, if by airmail, the fourteenth) day following the date on which it is posted.

The Scheme Administrators shall maintain at all times an office address in London for
the purposes of giving notice to them and to the Company under this Scheme.
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8.6 No Liability
Neither the New Hampshire Liquidator (nor the New Hampshire Liquidator's special
deputy, the employees of the Company, the Commissioner of Insurance for the State
of New Hampshire, employees of the New Hampshire Insurance Department, the
Attorney General of the State of New Hampshire nor employees of the New
Hampshire Office of the Attorney General) nor the Joint Provisional Liquidators (nor
the Joint Provisional Liquidators' firm, partners and/or employees) shall incur any
liability in any capacity, under, or by virtue of, this Scheme, nor in relation to any
related matter or claim howsoever, whenever and wherever arising, and whether such
claim is formulated in contract and/or tort or by reference to any other remedy or
right, and in whatever jurisdiction or forum.

8,7 Governing law and jurisdiction

8.7.1 Subject to Clause 8.7.2 below, the Scheme shall be governed by, and construed
in accordance with, English law and the Scheme Creditors, the Company and
the Scheme Administrators hereby agree that the English Court shall have
exclusive jurisdiction to hear and determine any suit, action or proceeding and
to settle any dispute which may arise out of the Explanatory Statement or any
provision of the Scheme, or out of any action taken or omitted to be taken
under the Scheme or in connection with the administration of the Scheme, and,
for such purposes, the Scheme Creditors, the Company and the Scheme
Administrators irrevocably submit to the jurisdiction of the English Court
provided, however, that nothing in this Clause 8.7 shall affect the validity of
other provisions determining governing law and jurisdiction as between the
Company and any Scheme Creditor, whether contained in any contract or
otherwise.

8.7.2 The New Hampshire Court shall have exclusive jurisdiction to hear and
determine any suit, action or proceeding and to settle any dispute which a
Scheme Creditor seeks to bring against the New Hampshire Liquidator, whether
arising (i) out of the Explanatory Statement (ii) out of any provision of the
Scheme (iii) out of any action taken or omitted to be taken under the Scheme
by the Company (acting by the New Hampshire Liquidator) (iv) in connection
with the administration of the Scheme or (v) otherwise, and, for such purposes,
the Scheme Creditors irrevocably submit to the jurisdiction of the New
Hampshire Court.

Dated 23 July 2004
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APPENDIX 1

DRAFT SPECIAL RESOLUTION

THAT the Company, acting by the Scheme Administrators, shall, in accordance with the
procedures set out in the Annex hereto, seek to agree or have adjudicated the values of
Notifiable Claims (as defined in the Annex) which, as at the date of the passing of this
Special Resolution (thc ooOperative Date"), by rcoson of their being subject to any
contingency or for any other reason, do nol" bcar a ccltail valuc. ul the basis that such

values (when agreed or adjudicated and all relevant appeal periods having expired) shall
become Established Scheme Liabilities for the sole purpose of determining a Scheme

Creditor's entitlement to a distribution of Scheme Assets under the Scheme.

ANNEX

1. Notification of claims

1.1 Upon this Resolution being duly passed at the Special Meeting and subject to
paragraph 2, no Scheme Creditor shall be entitled to receive any Payment Percentage
payable under the Scheme in respect of any Scheme Claim which is not at the date of
the Special Meeting an Established Scheme Liability unless prior to the expiration of
the period of six calendar months from the Operative Date ("Claims Submission

Period") written notice of such Scheme Claim ("Notifiable Claim") shall have been

received by the Scheme Administrators from or on behalf of the Scheme Creditor
concerned, such written notice to be given in the form and manner required by the
Scheme Administrators on a form (a "Claim Form") to be provided by the Scheme

Administrators for such purpose.

1.2 Within 21 days after the Operative Date, the Scheme Administrators shall give notice
to every Scheme Creditor to whom notice was given of thc Spccial Mccting, and to
any other person whom the Scheme Administrators believe to be a Scheme Creditor, at
his last known address, that this Special Resolution has been passed, the action(s) to
be taken and enclosing a Claim Form for use in respect of any claims of such Scheme

Creditor.

1.3 The Scheme Administrators may, with the consent of the Creditors' Committee but
otherwise in their absolute discretion, and either generally or in respect of any
particular Notifiable Claim, extend (by not more than 6 months and not on more than
one occasion in relation to any claim) the time within which notice of a Notifiable
Claim is to be received in accordance with paragraph 1.1.

1.4 Notifiable Claims notified in accordance with this paragraph I are referred to below as

"Notified Scheme Claims". For the avoidance of doubt, Notified Scheme Claims may
be outstanding claims or estimates placed by Scheme Creditors on the value of a

contract of reinsurance in respect of which there are currently no outstanding claims.

2. Appointment of the Adiudicator

2.1 There shall be an Adjudicator (the "Adiudicator") appointed for the purposes
mentioned in this Resolution. The Adjudicator may not be any of the New Hampshire
Liquidator, the Joint Provisional Liquidators or the Scheme Administrators.

2.2 The first Adjudicator shall be [O].
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2.3 The Adjudicator may resign his appointment at any time by giving not less than one
month's notice in writing to the Scheme Administrators and the Creditors' Committee.

2.4 The Creditors' Committee shall be entitled:

2.4.1 by a resolution passed by at least three-quarters of all the members of the
Creditors' Committee for the time being at any time to call upon the
Adjudicator to resign, provided that:

(i) the Scheme Administrators' have expressly consented in writing to the
proposed resolution; and

(ii) the Adjudicator has been given (x) at least twenty-eight days' notice of
the proposed resolution and of the reasons why the resolution is to be
put to the Creditors' Committee and (y) a reasonable opportunity to
make representations at the meeting at which the resolution is proposed
(and, if the Adjudicator declines to resign, a resolution requiring his
removal shall be put before the next meeting of Scheme Creditors); and

2.4.2 upon removal of the Adjudicator or if the Adjudicator ceases to hold office for
any other reason, to appoint any person qualified to act and approved by the
Scheme Administrators to be the Adjudicator in his place (and a resolution
requiring ratification of such appointment shall be put before the next meeting
of Scheme Creditors pending which the appointee shall have full power to act
as the Adjudicator) save that if a resolution is passed at a meeting of Scheme
Creditors requiring the removal of the Adjudicator pursuant to paragraph 2.4.1,
such appointment may be made by the Scheme Creditors at such meeting.

2.5 In the event that there is a vacancy in the office of the Adjudicator (otherwise than by
reason of his removal from office at a meeting of Scheme Creditors at which another
individual is appointed in his place) the Scheme Administrators may, with the consent
of the Creditors' Committee, fill the vacated office by appointing another person as
Adjudicator.

3. Determination of Notified Scheme Claims

3.1 Subject to the following provisions of this paragraph, in relation to each Notified
Scheme Claim, the Scheme Administrators shall use their reasonable endeavours to
reach agreement with the Scheme Creditor concerned, before the expiration of six
months from the date on which a duly completed Claim Form has been received by
the Scheme Administrator, as to the admissible amount in respect of such Notified
Scheme Claim after taking into account:

(a) any security over the property of the Company or any letters of credit or trust
issued or created in respect of the Company which the Scheme Creditor is
entitled to enforce in accordance with Clause 2.6 of the Scheme;

(b) any right of set-off upon which the Scheme Creditor is entitled to rely in
accordance with Clause 2.7 of the Scheme;

(c) the valuation of any contingent or prospective debts owed by the Scheme
Creditor to the Company (such valuation to be agreed between the Scheme
Administrators and the Scheme Creditor or, absent such agreement, determined
by the Adjudicator),

and upon agreement being reached, the Notified Scheme Claim shall be deemed to be
an Established Scheme Liability of an amount equal to the amount so agreed.
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3.2 Any Notified Scheme Claim in respect of which such agreement has not been reached

before the expiration of six months (or such longer period as may he provided under
paragraph 3.3 below) after the end of the Claims Submission Period shall be referred
immediately therealter by the Scheme Administrators to the Adjudicator for
determination by him in accordance with paragraph 4.

3.3 The Scheme Administrators may, with the consent of the Creditors' Committee, and
either generally or in respect of any particular Notified Scheme Claim, extend the time
after which the Scheme Administrators are required to refer t:laiurs to the Adjudicator
pursuant lo paragraph 3.2.

4. Determination of Notified Scheme Claims by the Adiudicator

On any Notificd Schcmc Claim being referred to ths Adjudicator for determination by
him in accordance with this paragraph, the Adjudicator shall, before the expiration of
six months from the date on which such claim was referred to him by the Scheme

Administrators, certify in writing to the Scheme Administrators and to the Scheme

Creditor concerned what he considers, subject to paragraph 3.1, to be the value of
such Notified Scheme Claim and where applicable, of any debts owed to the Company
under paragraph 3.1(c), and upon such certificate being given, the Scheme Claim
concerned shall be deemed to be an Established Scheme Liability of an amount equal
to the amount so certified.

4.1

4.2 The Adjudicator shall be entitled to lay down such reasonable provisions and prescribe

such reasonable procedures as in his absolute discretion he may consider appropriate
for the purpose of assisting him in reaching his decision and shall be entitled for such
purpose to call for such information in relation to the relevant Notified Scheme Claim
concerned as he may require.

4.3 At the time of the giving of any such certificate as is referred to in paragraph 4.1 in
relation to a Notified Scheme Claim, the Adjudicator may make such directions as he

thinks fit as to the payment by the Scheme Creditor and/or the Company (acting by
the Scheme Administrators) of his remuneration and the costs, charges and expenses

incurred by him.

4.4 If the Adjudicator shall direct that any such remuneration, costs, charges and expenses

be paid by the Company (acting by the Scheme Administrators), the same shall
forthwith be paid in full by the Company (acting by the Scheme Administrators) from
Scheme Assets.

4.5 If the Adjudicator shall direct any such remuneration, costs, charges and expenses be

payable by a Scheme Creditor and the Scheme Creditor does not pay the same in full
within one month after such direction, the Company (acting by the Scheme

Administrators) may pay any unpaid balance in full out of the Scheme Assets. In any
such case, for the purposes of determining whether such Scheme Creditor is entitled to
receive any payments pursuant to paragraph 6, he shall be treated as having received

on account of all Scheme Claims in respect of which he is entitled an amount equal to
the unpaid balance so paid by the Company (acting by the Scheme Administrators)
and the extent, if any, to which he is entitled to any payment pursuant to paragraph 6

shall be reduced accordingly. The Company, acting by the Scheme Administrators,
shall be entitled to pursue the Scheme Creditor for such unpaid costs.
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4.6 If and to the extent that the Scheme Administrators make a cash recovery from a
Scheme Creditor (a "Recovery") in relation to a payment obligation imposed upon that
Scheme Creditor pursuant to parugraph 4.5, the amount of such Recovery shall be
added to Scheme Assets.

4.7 Except as required by law, a certificate given by the Adjudicator in relation to a
Notified Scheme Claim shall be final and neither the Company nor any Scheme
Creditor shall have any right to appeal therefrom or any claim against the Adjudicator
in respect thereof.

4.8 The Scheme Administrators may, with the consent of the Creditors' Committee, but
otherwise in their sole discretion, and either generally or in respect of any particular
Notified Scheme Claim, extend the time within which the Adjudicator is to provide his
certificate pursuant to paragraph 4.1.

Costs, charges and expenses

Subject to paragraph 4.3, the Company (acting by the Scheme Administrators) shall
pay out of the Scheme Assets all costs, charges and expenses incurred by the
Adjudicator in the course of exercising and performing his powers, duties and
functions under the Scheme and shall pay such remuneration to the Adjudicator for
the exercise of his performance, duties and functions as may be agreed between the
Adjudicator and the Scheme Administrators and approved by the Creditors'
Committee. The terms of the indemnity provided for the Scheme Administrators in
Clause 4.3 of the Scheme shall apply mutatis mutandis to the Adjudicator and such
indemnity shall be paid by the Company (acting by the Scheme Administrators) from
Scheme Assets.

6. Payment to Scheme Creditors

6.1 Upon each Notified Scheme Claim becoming an Established Scheme Liability the
provisions of part 3 of the Scheme shall take effect in relation to each such Established
Scheme Liability.

6.2 For the avoidance of doubt, Scheme Claims which become Established Scheme
Liabilities in accordance with the provisions of paragraphs 3 or 4 hereof, shall not be
eligible for any distribution in the New Hampshire Liquidation (it being expressly
agreed that the only purpose of the procedure set out in this Special Resolution is the
distribution of the Scheme Assets to Scheme Creditors). Any claim in the New
Hampshire Liquidation shall continue to be submitted in accordance with the Claims
Procedure Order or in such other manner as the New Hampshire Liquidator shall
direct. Furthermore, any valuation by the Scheme Administrators or the Adjudicator of
any amount owed by the Scheme Creditors to the Company pursuant to paragraphs
3.1(c) or 4.1 shall not be binding upon the New Hampshire Liquidator.

6.3 Subject to paragraph 4, Scheme Claims which at the date of the Special Meeting are
Established Scheme Liabilities shall continue to be eligible to receive the relevant
Payment Percentage and otherwise dealt with under the Scheme, without being affected
by the preceding provisions of this Special Resolution.
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Effect on Scheme Claims

Any Schcmc Cloim which is ncither on Establishod Schems Liability at the date of the

Special Meeting nor becomes an Established Scheme Liability in accordance with the
provisions of paragraphs I to 4 shall for all purposes cease to be, or to be capable of
becoming, a liability of or enforceable against the Company for the purposes of a

distribution of Scheme Assets.

Interpretation

References in this Special Resolution to paragraph numbers shall, unless the contrary
intention appears, be construed as references to paragraphs of this Special Resolution.

Terms used but not defined in this Special Resolution that are defined in the Scheme

shall, in this Special Resolution, have the meanings ascribed to them in the Scheme.

If there is any inconsistency between the provisions of this Special Resolntion and the
terms of the Scheme, the provisions of this Special Resolution shall prevail.

8.

8.1

8.2

8.3
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CUTTING THE GORDIAN KNOT: LONG-TAIL CLAIMS IN INSURANCE
INSOLVENCIES

The collapse of an insurer can be disastrous for its policyholders and others who rely on its promises. This article suggests,
however, that the effects of insurer insolvency have been exacerbated in recent years by a misinterpretation of applicable law
and a reluctance to employ technology widely in use in the solvent industry.

I. THE LIQUIDATOR'S DILEMMA

In 1984 when the first of what would prove to be a deluge of major insurance failures became apparent, few would have predicted
that the liquidations of these companies would still be under way fifteen years later, and that the policyholders and claimants
would not only be unpaid but unable even to predict when and how much they would be paid. Yet that is the case. Today,
as the liquidations of Mission, Integrity, Pine Top, Ideal Mutual, Union Indemnity, Holland-America, and Transit approach

their fifteenth anniversaries, only Transit has actually paid a dividend to policyholder creditors, and that is a partial one. 1  The
insurance insolvencies of the middle 1980s were unusually large and complex, but in truth their longevity is not unusual. A

twenty-year lifespan for the liquidation of a property/casualty insurer is not uncommon. 2

*168  The principal legitimate reason for the longevity of insurance receiverships is the nature of the companies' obligations
and assets. IBNR liability, the company's predictable liability for claims that have been incurred but not yet reported, or whose
severity is insufficiently known, is increasingly recognized as a significant component of a property/casualty insurer's financial
prospects. The development of some elegant statistical techniques, together with the assembly of increasingly massive databases
of loss development statistics, have permitted regulatory and accounting authorities to demand that all insurers make provision

for the probable development of unidentified, but nevertheless real, future liabilities. 3

Chart 1 shows the payment pattern for a typical block of automobile liability insurance. This type of coverage is considered to
possess a relatively short “tail,” the time lag between the expiration of a policy and the date by which all claims can be expected
to be concluded. Although, by a year after expiration, most potential losses have been identified and reserved for, less than
half have been settled. Thirty percent of losses typically remain unsettled at the two-year mark, and almost 5 percent are still

outstanding at five years. 4

TABULAR OR GRAPHIC MATERIAL SET FORTH AT THIS POINT IS NOT DISPLAYABLE
TABULAR OR GRAPHIC MATERIAL SET FORTH AT THIS POINT IS NOT DISPLAYABLE
*169  Chart 2 contains similar information for medical malpractice insurance, which possesses a longer “tail.” Only 20 percent

of ultimate liability on such policies is recognized by the first year; a minuscule amount of liability is settled by that time.
Although half of the ultimate liability has been reserved for by the end of the second year, only about 10 percent of it has been
paid. At the five-year mark, the figures are 85 percent and 66 percent, respectively. Even at ten years, a small fraction of ultimate
liability is completely unrecognized by the insurer's reserves, and 10 percent has still not yet been settled.
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Commercial general liability, product liability, and excess of loss insurance possess even longer “tails,” in which as much as half
of ultimate liability remains unrecognized at the fifteen-year point and unpaid at twenty years. The extraordinary circumstances
created by long-simmering latent product defect, asbestos, and pollution claims mean that commercial liability policies written
before 1979 may have tails that are fifty years long or even longer.

Historically, insurance liquidation orders have required claimants against the company to file their claims with the liquidator
within a year or eighteen months after the order is entered. Many such orders require that the claim filing contain all evidence
necessary to establish the insurer's liability. Not so long ago, it was possible to contend that any claimant who could not liquidate
his claim in that time must have slept on his rights. However, the IBNR statistics demonstrate that *170  such a contention
is too harsh. Significant, and sometimes very significant, portions of an insolvent insurer's ultimate liabilities are owing to
policyholders who cannot, by any form of diligence, quantify their claims in the traditionally allotted time.

TABULAR OR GRAPHIC MATERIAL SET FORTH AT THIS POINT IS NOT DISPLAYABLE
TABULAR OR GRAPHIC MATERIAL SET FORTH AT THIS POINT IS NOT DISPLAYABLE
The problem of the “tail” is not limited to the liability side of the liquidation balance sheet. Many insurers purchase reinsurance,
which obliges a reinsurer to reimburse the insurer for specified losses. Because longer-tail, higher-limits claims tend to be more
heavily reinsured, potential reinsurance recoveries often make up a substantial component of an insolvent insurer's potential
assets. Such recoveries are general assets of the estate; they are not traceable by the claimants whose claims produced them.
Depending on the reinsurance and the amount of other assets available for distribution, it is entirely possible that the allowance
of a late-developing claim may bring in more assets to the estate in the form of reinsurance recoveries than it costs in additional
dividends. Thus, a premature claims cutoff not only deprives policyholders of valuable rights and allows windfall release from
liability to reinsurers, it may actually reduce the pro rata share of all claimants, early and late alike.

On the other hand, lengthy extensions of the claims bar date are not a much better idea. It is dangerous to commence the
distribution of estate assets until all claimants are identified and all amounts fixed. Nevertheless, claimants with pressing,
already liquidated claims assert with perfect justice that they should not be required to wait indefinitely to protect the interests of
nameless future claimants. Moreover, holding an estate open to accommodate long-tail claims causes increased administrative
costs as well.

A principal objective of any insolvency proceeding is to allocate the insufficient assets of the insolvent entity ratably among its
creditors, while causing as little collateral damage as possible. Applying this concept to the specific case of insurer insolvency,
the objective of the insurance liquidator ought to be to collect and distribute the assets of the insolvent company in a way that
preserves as much as possible of the economic and noneconomic features of the insurance promise. Key features of that promise
include not only the obligation to pay the amount promised, but to pay it at the right time. Perhaps the most poignant of the
problems exposed by recent insurance liquidation history is the inconsistent and unproductive way in which the law has dealt
with contingency and delayed claims development. It is less clear, but worth considering, just how we could have done better
to solve this liquidator's dilemma.

II. TYPES OF UNCERTAINTY IN INSURANCE CLAIMS

The handling of claims whose value is unsettled is a common feature of most insolvency procedures, 5  but it is particularly
important in insurance insolvencies *171  because protection against uncertainty is the essence of the insurance promise, and
thus, claims subject to some sort of contingency are the largest category of an insolvent insurer's liabilities.

Contingency suffers from difficulties in definition. An insurance company faces many different levels of contingency. For
instance, on the day it sold an insurance policy against liability and collected a year's premium, it would incur a noncontingent
obligation to provide “coverage,” but would expose itself to considerable uncertainty nonetheless. If, the next day, it repudiated

540



CUTTING THE GORDIAN KNOT: LONG-TAIL CLAIMS IN..., 34 Tort & Ins. L.J. 167

 © 2019 Thomson Reuters. No claim to original U.S. Government Works. 3

that obligation, the policyholder would have no difficulty bringing an action for breach of contract, but damages would be
problematical, because while the policy is not contingent, it would at that stage be uncertain whether an event leading to
an insured loss would have occurred. Unless the disappointed policyholder could point to specific losses incurred during
the erstwhile policy period, recovery would probably be for “cover,” the cost of obtaining similar protection elsewhere.
Alternatively, however, the policyholder might wait until the end of the policy period and use evidence of what losses actually
occurred during that period as evidence of the value of the coverage promise. Once a breach is established, the choice of damage

measures in conventional contract cases is usually up to the plaintiff to make. 6

At the end of the policy term, a liability insurance policy written on an occurrence basis still has value to the policyholder in
two instances. The first is when there were claims made during the policy period that have not yet been resolved. The events
giving rise to liability (e.g., the policyholder's ostensibly tortious acts) have occurred, but the consequences of those events are
in dispute. The insurer, likewise, may be uncertain whether it will have to pay a claim, although the facts on which the claim
is based are amenable to determination. It is sometimes said that the insurer's liability is “contingent” at this stage, but this
assumes that the qualification of liability through verdict or settlement is fortuitous. In fact, the liability of the insurer like the
liability of the insured is unliquidated but not contingent from the date the events giving rise to liability occur.

The second instance is where it is possible that claims will be made after the expiration date based on events that occurred
before it. The policyholder's right to protection against these unknown claims and his or her right to damages if they are denied
are not “contingent” either, but they are distinctly unliquidated.

III. STATUTORY AND LEGAL FRAMEWORK FOR VALUATION OF CLAIMS

At least as long ago as the middle of the last century courts recognized that the owners of policies issued by insolvent insurers
possessed cognizable claims against their assets even though, at the date of liquidation, some uncertainty attached to *172

them. 7  The liability of the insurer commences when it obligates itself on the insurance policy, not when a claim becomes
payable. As a result, policyholders possess noncontingent rights against the company. In normal course, the terms of their
policy would control when any particular claim became payable. Thus, for instance, a claim against a surety could not be
maintained until the principal debtor had defaulted, and a claim on a life insurance policy until the insured had died. But by
becoming insolvent and going into liquidation, an insurer unilaterally terminates its obligations and breaches its contracts,

and its policyholders immediately become entitled to damages for its breach of contract. 8  No less an authority than the U.S.
Supreme Court has ruled that

[By going into liquidation] the company becomes civiliter mortuus, its business is brought to an absolute end,
and the policy-holders become creditors to an amount equal to the equitable value of their respective policies, and

entitled to participate pro rata in its assets…. 9

That a liquidating court cannot do equity among the parties at interest without recognizing the immature claims of policyholders

was explained in Commissioner of Insurance v. Massachusetts Accident Company: 10

[I]t would seem that a large, if not the largest, interest in almost any insurance company must be that of
policyholders who have not yet suffered loss, and that the solvency of the company and whether it should
be allowed to continue in business should depend upon its probable ability to meet the future claims of such
policyholders. It would be an anomaly if an adjudication of insolvency should itself have the effect of restoring
the company to a sort of solvency through the immediate elimination of one of the principal blocks of its business.
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Having recognized the rule, courts have not always been successful in applying it in ways that preserved the policyholder's

economic interest. For instance, in Newman v. Hatfield Wire & Cable, 11  the New Jersey court, after explaining that “the uniform
current of authority … is to the effect that, as unmatured claims are provable against the bankrupt's estate, they are necessarily the
subject of setoff,” refused to allow a policyholder to set off against the liquidator's demand for workers' compensation premium
his probable loss on pending workers' compensation claims, because they were “incapable of being ascertained definitely by

arithmetical calculation.” *173  Kipp v. Fidelity Title & Mortgage Guaranty Co. 12  is another example. In that case, the court,
having dealt easily with the allowance of claims that were immature at the date of liquidation if they had been established by
the distribution date, punted on the claims of policyholders whose rights remained stubbornly unliquidated. Two reasons are
implied: the assumption that those claimants had delayed acting on their rights (“[t]here has been ample time for contingent
creditors to establish their claims”) and the lack of any plausible alternative (“[t]he holder of a contingent claim cannot demand
that the liquidation of the estate be delayed for his benefit, merely because of his possible future debt”).

On the other hand, when courts were presented with viable alternatives, they rarely had difficulty allocating a share of the assets
of the insolvent company's assets to owners of “possible future claims.” For instance, courts given sufficient information to
permit them to assign a value to immature insurance rights have readily accepted valuations based on the cost of replacement

insurance coverage. 13

In interpreting these cases, it is important to keep track of a distinction that the courts themselves frequently apply but rarely
recognize: it is one thing to recognize a value that is ascertainable when the liquidation occurs, such as the cost of hypothetical
replacement coverage; it is another to apply a value that takes into account evidence that can only be acquired after the date of
liquidation, such as the amount of the policyholder's actual loss on a liability claim. Courts that recognize that policyholders
own noncontingent rights against the company are invariably thinking in terms of valuation techniques that can be applied at
liquidation or within a definite period thereafter. Courts that balk at allowing “contingent” or “speculative” claims have usually
been presented with the policyholder's demand that the distribution of the assets of the estate be delayed so that the policyholder
can finally ascertain the amount of anticipated losses.

It will be noted that the cases cited in this article predate the development of specialized statutes governing the liquidation of
insurers. Cases decided under these specialized statutes require special consideration. In general, the components of a “modern”
liquidation statute are three:

(1) a statement that the rights and liabilities of the insolvent company and its creditors are “fixed” as of the date of the liquidation
order;

(2) a provision for a “bar date” by which claims must be filed in order to fully share in the assets of the estate; and

(3) frequently, although not universally, a “contingent claims” provision that often has two pieces: (a) a statement that, in order
to share in the assets of the estate, “contingent” claims must be “determined” by a certain date, and (b) a provision permitting
persons having claims against insured individuals (referred to as “contingent claims” in many statutes) to submit their claims
directly to the *174  liquidator, who is to allow them if it appears likely that the insured would otherwise suffer an insured-
against loss on them.

The Wisconsin Insurers Liquidation Act, which was the basis of the NAIC Insurers Rehabilitation and Liquidation Model Act
and thus of the liquidation laws in effect in most states, contains annotations by Spencer Kimball, who was largely responsible
for its drafting. The annotation to section 645.63 is especially interesting:

This section handles the traditionally difficult and mishandled problem of contingent claims….
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The word “contingent” is often misused in the statutes. A true “contingent” claim is one where the event on which
liability would arise has not yet occurred. An illustration is a possible future claim on a fire policy where there
has not yet been a fire…. Many states bar all contingent claims. There is little justification for excluding them
altogether, though there is reason to give them less favorable treatment, since they are not even claims at the time
the rights of the parties are fixed. However, such claims rest on promises made by the insurer or its agents and
should rank ahead of ownership claims, if the insurer has a surplus.

Several categories of claims occasionally referred to as contingent claims deserve even better treatment. First, the
claim of a third party who has not reduced his claim against the policyholder to judgment is only technically and
superficially contingent, if contingent at all, and should be treated as if it were an ordinary claim. This technical
contingency conceals the underlying reality of present insurer liability…. Second, unliquidated or undetermined
claims are often miscalled “contingent” claims in the statutes, and either denied or relegated to an inferior place in
the hierarchy of claims. This is unjustified, and perhaps has its historical origin in the misnaming of such claims

as contingent. Unliquidated and undetermined claims should be regarded as absolute and unqualified claims. 14

“Liquidation” or “determination” under the Wisconsin plan does not necessarily contemplate a proceeding outside the
insolvency court. Insured and third-party claims, for instance, are “determined” when the liquidator recommends their fair value

to the court. 15  Claims for the investment value of life insurance policies, or for unearned premiums, are “determined” even

without the filing of claims when they are listed in the same court. 16

Although the Wisconsin law became the template for the NAIC Model Act and, in turn, the liquidation laws of many states, the

application of those statutes has been anomalous. In recent years conventional wisdom 17  has held that claims of insureds that
have not yet been reduced to judgment or settled by agreement *175  with the liquidator are “contingent.” Contingent claims
that are not liquidated within the prescribed time take no share of the insolvent estate. There is no room at all in this hierarchy
for claims for the policyholder's “equitable value.” This confluence of circumstances can leave the policyholder claimant in no-
man's land and the estate in gridlock. Not surprisingly, the result predicted by the Massachusetts Accident court has begun to
occur: companies are rendered ostensibly “solvent” in spite of earlier estimates of massive insolvency because a large component

of their liabilities has been eliminated. 18  This apparent victory for the company is a defeat for the liquidation process and not
coincidentally a windfall for any reinsurers exposed on the eliminated claims.

In an effort to avoid this unsatisfactory outcome while still concluding the liquidation in a reasonable amount of time, a number
of liquidators have proposed schemes for the resolution of claims subject to uncertainty. They have been inconsistent in their
approaches to the problem of contingency, and inconsistently successful as well.

IV. CLAIM VALUATION STRATEGIES

A. Justice Bradley's Model and the “Gap”

In 1889, Justice Bradley explained in Carr v. Hamilton 19  that: Every person's interest in a life insurance is capable of instant
and present valuation, almost as certain and determinate as the discount of a note or bill payable in the future…. The value of
each was easy of calculation by any competent actuary.

Bradley was dealing with life insurance policies, whose elements of uncertainty do not seem so daunting. Lesser minds than
Bradley's, however, have not found this model so simple to apply. Although it is easy to accept the principle that any broken
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contract ought to have an “equitable value” that would be the measure of damages for its breach, not all such values are “capable
of instant and present valuation,” and that it is especially true when the contract is one for liability insurance.

Aside from the problems of measurement, however, Bradley's approach glosses over other difficult issues. The most vexing
is the fact that, inevitably, there will be a lapse of time between the date as of which claims are measured and the date when
the measurement is calculated. At what point is the liquidator entitled to cease processing new information? This problem is

exemplified by MacFarlane, an English case. 20  The liquidators had established claim values based on returns of unearned
premium as of the date of winding up. Since the company's policies *176  chiefly covered property risks, that was a rough
approximation of IBNR at the date of liquidation. Mrs. MacFarlane lost her house to fire during the time after the winding-
up order and before her claim was evaluated, the “gap” period. She urged that her claim be allowed for the full value of her
house, rather than merely for the unearned premium associated with her policy at the relevant date. The English court engaged
in statistical wishful thinking, holding that the liquidator must take into account, in evaluating her policy, known events taking
place after the claims bar date. Since claimants are unlikely to object to a valuation method that overstates their claims, the
MacFarlane court's approach is virtually certain to inflate the total value of claims. The proprietors of English Schemes of
Arrangement have been winking at the practical ramifications of this decision ever since, because it appears to say that it is

never too late to submit additional information about such claims. 21

It is submitted that the common sense approach to which both the Carr and MacFarlane courts were straining is this: a
policyholder possesses a claim against the insolvent insurer on a simple breach of contract basis from the date it is liquidated,
regardless of what happens next. But, as we have seen, the quantum of his or her claim is problematical. Conventional breach
of contract damages would allow the policyholder to elect whether to pursue a replacement cost approach or to wait and see
whether insured losses materialized. Insurance insolvency claimants expect the same right, but because it can take so long for
insured claims to develop, the right cannot be unlimited. It is perfectly appropriate that actual loss development provide an
alternative to replacement cost as a measure of damage, but it is equally appropriate to insist that after a certain date no further
loss development information be considered, or else the liquidation will never finish. A claimant who is unable to “liquidate”
his or her claim will nevertheless have a noncontingent claim for the equitable value of his or her policy, but the claimant must
prove it on the basis of information available to the liquidator at the time of the bar date. Once the cutoff date is reached, the
claimant cannot hold up the resolution of the rights of others to try to demonstrate that his or her own loss is greater than that
predicted by actuarial estimates, nor may others try to prove the contrary.

B. Replacement of Coverage Model

Life insurance insolvencies have customarily been resolved by having solvent competitors assume both the assets and the
liabilities of the troubled company, trusting to good management, the inherent conservatism of life reserving, and sometimes
guaranty association support to eliminate the apparent shortfall. This is so obviously a beneficial arrangement for all concerned
that, whenever it can be practically *177  accomplished, it meets with little opposition. As a result, however, the legal grounds
for these transactions are rarely analyzed.

A rescuing company assuming 100 percent of the insolvent's policies in exchange for all of its assets implicitly values the
policies at an amount equal to or greater than the assets received. As long as all of the policies are assumed, there is not always
a need to decide how much greater than the assets the policy values are. The equation becomes considerably more complicated,
however, when not all of the policies are being assumed, or when only partial guaranty organization coverage is in effect.

An example of a replacement of coverage model is the plan put into place for Executive Life Insurance Co. (ELIC) in
California. The plan employed the assets of the former company and additional contributions made by the affected insurance
guaranty associations to fund replacement coverage offered by a new company. Policyholders who were not entitled to guaranty
association coverage received a policy that provided a portion of the coverage promised by ELIC equivalent to the pro rata
dividend that they would have received if the company had been liquidated conventionally. The legal sufficiency of the implicit
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assumption that policyholders whose policies had not as of liquidation matured into present claims nevertheless had cognizable,
noncontingent interests equal to the present value of their future claims was simply taken for granted in the extensive debate and
litigation that surrounded the ELIC plan. In assessing the sufficiency of the valuations in controversy, however, the California
Supreme Court seems to have assumed that what the policyholders could have obtained in liquidation was equivalent to the fair
economic value of the policies and devoted its attention to whether the valuation techniques employed produced fair economic

value. 22

C. Contract Damages Model

The loss suffered by the owner of a policy issued by an insolvent insurer is essentially a loss caused by breach of contract,
and it is quite feasible to apply a contract damages approach to claim valuation. If, for example, an insurer simply repudiated a
particular policy (without becoming insolvent or subjecting itself to regulatory control), the policyholder could sue to recover
damages. Those damages would be measured, as in any case of anticipatory breach of contract, by the present value of what
the contract promised less the present value of what the policyholder would have to pay to obtain it, or, alternatively, the cost

of obtaining the same benefit elsewhere. 23

*178  In the liquidation of Inter-American Insurance Co. in Illinois, the liquidator proposed a valuation scheme premised on a
present value calculation that employed an adjusted version of the company's own statutory reserve as a surrogate for present
value. Reinsurance was a factor in Inter-American, and certain reinsurers did object to the proposed claim valuation. Their
objections were overruled, and no appeal has (yet) been taken on the point.

D. Cambridge Model

The Bermuda liquidators of Cambridge Reinsurance undertook an early form of property casualty claims estimation. Cambridge
presented an especially acute case of the liquidator's dilemma: it had written nothing but reinsurance; the majority of its assets
consisted of reinsurance balances not yet owing; the plurality of its retrocessionaires had also ceded to it; retrocessionaires were
reluctant to pay even presently due claims until they were assured that their own claims would be paid either in offset or in
kind; and neither the ceded nor the assumed claims were expected to mature for twenty or thirty years. Cambridge's liquidator
developed IBNR for each cedent based on a set of consistently applied standards. Reported reserves plus the developed IBNR
were added to conventionally reported paid claims to produce a figure that was allowed by the liquidator in place of the claim
each cedent would otherwise have. Retrocessions implied by the estimated claims were offset against the claims of each cedent,
and dividends paid on the net amount. Retrocessionaires, in general, responded favorably to this treatment, and a considerable
sum was collected in retrocessions. The estate was recently closed, having paid dividends well in excess of its initial estimate.

Cambridge makes a tantalizing model for property and casualty insurer liquidations, but it should be recognized that it benefitted
from several unique advantages. It was entirely a reinsurance company. In contrast to claimants under direct property or casualty
policies, the law of large numbers applied to Cambridge's claimants, each of which was virtually certain to have claims of some
size, and could employ the same actuarial techniques as the liquidator to estimate their magnitude. Many of its reinsurers were
also its creditors, and thus shared the interest of other creditors in salvaging whatever could be had from Cambridge's estate.
The liquidators were unencumbered by restrictive legislation. Bermuda's law on the subject was vague enough to encompass
almost any fair-minded scheme, especially with the approval of the creditors of the estate and its Committee of Inspection.
Last, but not least, Cambridge's insolvency was so severe that claimants risked very little in accepting the estimation plan. By
comparison to the prospect of receiving a small dividend far in the future, almost any solution looked attractive.

Pine Top, an Illinois company, is in the midst of a procedure along similar lines. Its liquidator has adopted a procedure for the
estimation of assumed reinsurance claims that has survived test applications and is expected shortly to result in the allowance of
specific assumed reinsurance claims. The Pine Top approach is based on claimants' own estimates of ultimate loss development
(i.e., including not only *179  case reserves but IBNR), evaluated on a case-by-case basis by the liquidator. Since most claims
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are eventually agreed to, the result strongly resembles a commutation value. Pine Top has also substantial direct policyholder
claims that have first priority against the assets of the estate, but it is thought that reasonable success in reinsurance collections
will permit a significant dividend at the assumed reinsurance level as well. A single retrocessionaire unsuccessfully objected
to the estimation procedure. How other retrocessionaires will respond to the impending cession of estimated claims remains
to be seen.

Although it is attractively simple, the Cambridge/Pine Top model is difficult to defend when applied to individual insurance
policies. Whereas the losses of reinsurance cedents are generally numerous, those of individual policyholders are usually not.
As a result, most reinsurance cedents would have had at least some claims had their reinsurance continued to expiration; most
policyholders would not have. Many policies will suffer no claims at all; an estimation plan like Cambridge's would pay them
more money than they needed to pay claims. A few policyholders will suffer large claims; their dividend will be much too
small to cover them. But a Cambridge-style dividend would still meet policyholder needs if it were paid quite soon after it was
calculated (to minimize the “gap”), and if it were expended on the purchase of a further insurance policy covering, retroactively,
all or part of what should have been covered by the insolvent company. Such an early resolution would be formidably difficult
to accomplish, but if it opened the door to economical partial replacement coverage, it would be far and away the least costly
and most effective means of protecting the policyholders' expectations.

E. Rolling Dividends Model

One way to avoid the issue of claim estimations while partially defeating the liquidator's dilemma was employed in the United

States in American Mutual Reinsurance Co (AmReCo), and in the United Kingdom in the KWELM (Weavers) 24  insolvency.
AmReCo has processed claims almost as if it were a solvent insurer, but has paid them partly in cash and partly with promissory
notes payable only from the assets of the estate. The notes are paid as funds become available and the plan contains protective
provisions should unexpected late claims development result in a determination that early noteholders had received more than
their pro rata share of the eventual assets of the estate.

KWELM applied a similar approach to a creditor's book containing a substantial number of direct claims. Like AmReCo, it has
employed estimates of ultimate claims divided by cash in hand to determine what could be paid on claims as they mature. As
additional assets are recovered, owners of allowed claims are receiving *180  additional dividends. Reinsurance is a significant
factor for KWELM, and this approach minimizes the potential defenses that reinsurers might have to its ultimate claims. As
with ELIC and Inter-American, KWELM has integrated guaranty organizations (the Policyholder's Protection Board (PPB))
into the process, and some claims can expect 90 percent payment more or less promptly after claim allowance. As in AmReCo,
however, the dividend payment stream for nonguaranteed claims (and for the PPB) promises to be very long unless some further
acceleration is attempted.

Although policyholder reaction to the KWELM scheme was largely favorable or passive, the scheme does illustrate some of the
inevitable disadvantages of any insolvency plan that depends on the occurrence of actual third-party claims for claim valuation.
Liability insurance usually promises not so much payment of claims after the policyholder has paid them as the assurance that, to
the extent of the policy limits, the policyholder will not have to pay them or the costs of his or her legal defense at all. The promise
of “cash on the barrel head” made available by an insurer is a strong settlement incentive, and the fact that the policyholder need
not advance the money or suffer judgment for it is a good reason for him or her to buy more insurance. The KWELM scheme
does little to protect these elements of economic value. Fortunately, most of the KWELM policies were coinsured with other,
often solvent, carriers. To protect their own interests, these carriers have often financed defenses and negotiated settlements that

the KWELM administrator will follow, reducing the instances of settlement gridlock that would otherwise occur. 25

Another disadvantage inherent in the rolling dividend approaches like KWELM is caused by the inherent conservatism of
fiduciaries. Even though all of these plans immunize the receiver against any surcharge should early distributions turn out to
be excessive (and there is no real suggestion that such immunity would not be effective), receivers are reluctant to take any
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chances with excess distribution. KWELM's administrators, for instance, set the dividend percentage at any given date on the
basis of funds actually in hand, divide by claims ultimately expected to develop, and then build in a substantial “special margin”
in case the claims exceed estimates. In effect, they are assuming that they will be unable to collect any reinsurance at all, but
that claims will exceed estimates by a factor of 50 percent. As a result, the largest share of the money set aside to pay dividends

in the last three years is still in the coffers of the estate. 26

*181  F. Cutoff Model--Delta America Reinsurance

The simplest approach to long-tail liability claims in liquidation is probably the most common: to ignore any that arrive
inconveniently late. An example is the closure plan for Delta America Reinsurance, which set a final, once-and-for-all bar date
for the liquidation of claims and set out to distribute assets on those claims that met the deadline. There are certainly instances
where this is an appropriate approach, in spite of the apparent violence to the rights of long-tail policyholders. For instance,
Delta's policyholders were large ones and tended to have both known and IBNR exposures. Facing a limited pot of assets, they
might well have concluded that their allocated share of assets would not improve if they, along with all other policyholders,
were permitted to submit further loss development.

G. Actuarial Estimation of Direct Claims

Three recent opinions in the United States have dealt with plans to allow claims or to quantify reinsurance recoveries on the basis
of actuarial estimates of ultimate loss development. The plans differed, as did judicial responses to them. None are completed.
Unlike some of the other schemes described in this article, they have provoked organized reinsurer opposition, which continues.

1. Mission Insurance Company

In Quackenbush v. Mission Insurance Co., 27  the California liquidator of Mission proposed a claims estimation plan “permitting
him to estimate future IBNR losses for which Mission's reinsurers would be liable, although liability for, and the exact amount
of, such losses remained undetermined.” Mission's plan was curious in that it appears to have been the liquidator's intention to
estimate claims, for reinsurance collection purposes, without actually allowing those same claimants to collect dividends based
on their estimated claims. Citing statutory restrictions on allowance of “contingent” claims (that are not entirely on point), the
California Court of Appeal rejected the plan.

This case has been described as holding that California law does not permit estimation. That is not quite true. A different
result occurred when the liquidator proposed to actually allow policyholder claims and rank them for dividend by accelerated

means. 28  There is no inherent reason why the “determination” of an uncertain claim must await the final resolution of the
underlying litigation. On the contrary, both insurers and liquidators routinely settle claims by agreement, even though they
are subject to some form of doubt, and there is no principled reason why a liquidator under the supervision of the liquidation
court could not apply an estimation methodology that accomplished the same thing on a larger scale. The key flaw in the
Mission liquidation plan was its insistence on creating reinsurance claims when the underlying insurance claim remained
“undetermined.”

*182  2. Holland-America

The estimation plan approved for Holland-America Insurance, a Mission affiliate domiciled in Missouri, shows the impact of

the actual allowance of claims on the estimation argument. 29  It was also influenced, however, by a different statutory regimen
and a rather different judicial approach. In 1990, the Holland-America court had declared that “IBNR” claims would be provable
in the liquidation if they were “readily ascertainable.” A 1992 revision took advantage of the intervening adoption of a statute
specifically allowing IBNR claims calculated by actuarial or other methods affording “reasonable certainty.” A 1995 “final
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dividend approach” employed claims constructed to include IBNR and contemplated collection of reinsurance on the IBNR
claims. Reinsurers objected, somewhat belatedly, that IBNR claims were too “speculative” and thus should not be allowed.
The Missouri court held that the necessary estimation was clearly within the implicit and statutory authority of the liquidator.
Litigation continues over just how the estimation ought to be accomplished.

3. Integrity

The Missouri court had the advantage of a strong, albeit retroactively adopted, statutory framework. The scheme approved by
the New Jersey court for the final distribution of Integrity Insurance Company's estate had to deal with an inflexible, if not

hostile, statutory scheme. 30  New Jersey law allowed as fourth priority “claims by policyholders, beneficiaries and insurers
arising from and within the coverage of and not in excess of the applicable limits of insurance policies and insurance contracts
issued by the company….” However, it also provided that “no contingent claim shall share in a distribution of the assets of
an insurer … except that such claims shall be considered, if properly presented, and may be allowed to share where … such

claims become absolute against the insurer on or before the last day fixed for filing of proofs of claim.” 31  A second provision

established a separate procedure when a claim against an insured was presented by a third party. 32  Integrity's liquidation order
had expressly preserved the rights of policyholders to file contingent and unliquidated claims, and numerous policyholders had
done so. Since neither provision seemed to provide a means of disposing of these claims, the liquidator proposed instead to
present claims on behalf of the unknown future claimants and to permit those claimants to share in the ultimate dividend paid.

Reinsurers, objecting to the proposed plan, asserted that “historically virtually all insurer insolvencies have been resolved on
the basis of specific, individual claims for known, verifiable losses,” and that such an approach was compelled by the New

Jersey statute. 33  The trial court pointed out that the reinsurers' historical *183  analysis was shortsighted, since there was in
fact New Jersey precedent for the allowance of claims against insolvent insurers based on the replacement value of the lost

coverages. 34  It also pointed to extensive Bankruptcy Code precedent encouraging the estimation of unliquidated claims. 35  In
spite of the title company cases, which point out the noncontingent character of the policyholders' rights, the trial court seems
to have maintained the assumption that what it was evaluating was a package of “contingent” claims. Lacking explicit statutory
authority, the court relied on its “broad equitable power” to afford the “broadest possible protection” to the public and the
various claimants and beneficiaries of the Integrity estate.

The trial court's analysis can be questioned. If the claims in question are, indeed, “contingent” within the meaning of New Jersey
Revised Statutes § 17:30C-282, the statute would appear to require that they be made “absolute against the insurer.” Just how
that is supposed to happen when no individual claimant has been identified is hard to conceive.

Soon after this ruling, however, and from a quite unexpected direction, the New Jersey Supreme Court in Credit Lyonnais

recently provided what may be the solution to this conundrum. 36  One of Integrity's liabilities was a credit guaranty policy
securing the payment of certain bonds. The principal obligors had defaulted before liquidation, but the policy required only that
Integrity pay each installment as it became due. The creditor insisted that the losses were “incurred” when it became clear that
the debtor's default was permanent. On its face, this dispute has very little to do with the subject of this article. The New Jersey
Supreme Court, however, undertook an analysis that cut the parties' Gordian knot, and at the same time opened the door to a

resolution of the whole problem of unliquidated claims in insurance liquidation. 37

The court ruled that on the date of liquidation Integrity breached its contract with every policyholder. As a result every

policyholder owned a cause of action for damages, and each policyholder's damages were the cost of replacement insurance. 38

Where, as in Caminetti v. Manierre, the likelihood of loss was so high that the policyholder could obtain no replacement
insurance, then the proper measure of damage was the present value of the expected loss. Nowhere in the entire opinion does
the court discuss section 28a or 28b, apparently considering them irrelevant to the determination of a claim that was not, by
its standards, “contingent,” but merely unliquidated.
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*184  The Credit Lyonnais court unfortunately did not have to address the much more befuddling problems of long-tail liability
claims, and it did not have to confront the probability that its approach would result in payment to people who had no claims and
insufficient payment to people who did. It is impossible to read the Credit Lyonnais opinion, however, without being convinced
that the court was thinking not just about the relatively simple case sub judice but also about the much more complex problems
looming ahead of it.

V. REINSURANCE

At first blush, allowing ceded reinsurance concerns to dominate plans for the handling of claims is incongruous. The liquidator's
first obligation is undoubtedly to creditors, and especially policyholders. At the same time, however, he or she succeeds to the
cedent's obligation to treat reinsurers' interests in utmost good faith. In spite of the potential for abuse offered by the possibility
of “liquidation leverage,” the liquidators must not tolerate procedures that artificially inflate reinsurance claims. But it is their
marshal assets, and since reinsurance can be a substantial asset, the liquidators should also not tolerate their artificial or accidental
suppression. If reinsurance exists in a liquidation estate, there is no reinsurance-neutral liquidation scheme, and there is no
choice of liquidation approaches in which reinsurance is not a factor.

It is commonly observed that liquidation both delays and deters claims substantiation and settlement. Even if it were not for the
hostile and unfamiliar procedures, the liquidator's refusal or inability to participate in settlement and trial, and the disappearance
of the insurance policy's ready cash flow, the simple fact that the policy now offers reduced payments and uncertain delivery
would cause many rational insureds to decide to forgo claims. These forfeited claims are part of the invisible cost of insurer
insolvency; each one represents an irretrievable failure of the insurance industry to keep its promises, but also a windfall to the
reinsurers that might otherwise be charged with their claims.

Claims liquidation bar dates have one obvious effect on claims (the elimination of a whole class of them) and a less obvious
one if liquidation leverage would have fattened the dividends of short-tail claimants with long-tail reinsurance recoveries. The
reverse (that cutoff prevents dilution of the dividends received by early liquidated claimants) seems to be rare in practice. Either
way, the effect on reinsurers is simple: liabilities decrease.

A claims estimation, however, could create an even bigger windfall for reinsurers if it were determined that the liquidator could
not collect from reinsurers when claims were estimated that would otherwise have matured naturally. An accidental loss of
reinsurance coverage is a prospect that rightly deters many liquidators from estimations. Reinsurers of integrity are loath to
profit from their cedent's misfortune. Reinsurers of lesser mettle are not so foolish as to admit their motives.

Reinsurers have argued that one of the economic benefits of assuming risk is *185  the chance that today's estimates of
investment income and ultimate loss will prove pessimistic. They have the contractual right, they say, to play out the bet that
they made that losses will not be as large as estimates, or that investment income will be greater. Whether the estimates are
right or wrong, they have the right to use their claims money in the meantime. To alter the timing of their obligation would tip
the balance of risk and burden that is the heart of reinsurance.

The argument begs a large question: Is unexpectedly early payment within or outside the range of outcomes whose risk the
reinsurer assumed when it initialed the slip? Failing more pointed authority, we look to general principles of reinsurance and
seek analogies in other situations.

The reinsurer's obligation to “follow the fortunes” of a cedent in dealing with reinsured claims is surprisingly difficult to pin
down, although it seems to be at the heart of the reinsurance relationship. At least where the contract contains loss settlement
language, and often when it does not, it is common ground that a reinsurer may not retry issues of fact or law incorporated in a

good faith decision to settle a covered claim. 39  At the other extreme, there are payments made by cedents to which a reinsurer
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need not contribute such as extracontractual obligations and payments made to settle other insurance obligations. 40  Of course,
the parties can and do agree to other limits by outright exclusions or through procedural filters such as notice requirements.

In contrast, reinsurance of settled coverage disputes vexes the courts that consider it. The argument that the reinsurer agreed
to pay for claims the policy covers, but not for those it does not cover, has had a seductive attraction to judges and courts.
American thinking tends to be influenced by a quotation from Justice Story in New York State Marine Insurance Co. v. Protection
Insurance Co.:

The consequence would seem to be, that, as no voluntary payment by the original insurers would be binding or
obligatory upon the reassurers, they are compellable to resist the payment, and to require the proper proofs of loss
from the assured in a regular suit against them, so as to protect themselves by a bona fide judgment to the amount
of the recovery against them under their reassurance. It was to avoid this inconvenience and delay, as well as peril,
that the French policies of reassurance … usually contain a clause, allowing and authorizing the original insurers
to make, bona fide, a voluntary settlement and adjustment of the loss, which shall be binding on the reassurers.
This, of course, puts the whole matter within the exercise of the sound discretion of the party reassured, whether
to contest, or to admit the claim of the first assured. But, independently of such a clause, it is clear, by the French
law, that the original assurers must, in a suit brought by the reassurers, establish the same facts, as would entitle

the assured to recover upon the original policy. 41

*186  Appleman reads New York State Marine to stand for the proposition that “a reinsurer may make the same objections
and raise the same defenses that the reinsured could in a suit on the primitive policy” and implies that the “French” clause and
Story's 1841 reference to it support a view that, before being liable to the cedent, the reinsurer may demand that the cedent prove

the insured's claim. 42  The actual language in use in the case before Story is not clear, but a survey of the historical context
of his decision strongly suggests that what he referred to as the “French” approach is in fact the one in common use today so
Story's opinion actually supports the opposite view.

The development of standard language in English and after New York State Marine is chronicled by a series of English cases that
represent a determined effort in the London markets to find language that would adequately convey their intention to be bound
to pay claims settled in good faith, giving up to one degree or another their right to second-guess claims judgments integral

to their settlement with the original insured. In Chippendale v. Holt, 43  the Commercial Court held that the phrase “subject to
the same terms and conditions as the original policy and to pay as may be paid thereof” was not “meant to create a liability
outside the limits of the original policy.”

A few years later, the term “pay as may be paid” was interpreted

to require the reassured first to show that a loss of the kind reinsured has in fact happened; and, second, that the
reassured has taken all proper and businesslike steps to have the amount of it fairly and carefully ascertained.
So long as liability exists, the mere fact of some honest mistake having occurred in fixing the exact amount of

it would afford no excuse for not paying. 44

In other words, determining the extent of the loss was within the discretion of the insurer, while the existence of the insurer's
liability itself could be challenged. But this, apparently, was not what the market wanted to hear. The trouble was that it
prevented the cedent from dealing effectively with disputed questions of coverage. Participants kept trying new formulations
of the reinsurer's liability in an attempt to make the contracts perform in court as the parties meant them to. What seemed to
best express their intent was a clause requiring the reinsurer to “follow the [cedent's] settlements.”
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In Excess Insurance Co., Ltd. v. Mathews, Mr. Justice Branson effected a full retreat from Chippendale when a “follow
settlements” clause was in effect:

It was decided in Chippendale v. Holt that the words “to pay as may be paid” do not compel the reinsurers to
pay where there was in fact no liability on the original policy…. The plaintiffs contend that the words “to follow
their settlements” should be construed so as to carry the matter a step further and to bind the reinsurer by a *187
compromise of the question of liability as he was already bound by a compromise of amount…. In my view the

construction of the plaintiffs is correct. 45

As Lord Justice Scutton explained in Gurney v. Grimm, 46  what underwriters were trying to accomplish was this:

“We desire to reestablish the position which was accepted by a large number of people in the insurance world
before the decision of Chippendale v. Holt, and we desire to have an insurance by which if we are satisfied that we
ought either to compromise or to arrange … you the reinsurers agree to relieve us of the responsibility of proving
that there has been the loss mentioned in the original policy”…. I think the original insurers were seeking, and the
reinsuring companies knew they were seeking, a protection which would be available to them if they bona fide,
in the first instance, resisted the claim … and then were persuaded that it was right….

On closer inspection, the “French” language referred to by Story must have been the “follow settlements” language construed
by the English courts and that now appears, with significant variations, in U.S. reinsurance treaties of every description. It is

now so common in U.S. practice that it nearly caused the Ninth Circuit to forget the difference between fact and law. 47

As the Ninth Circuit learned, however, reinsurance remains a fundamentally consensual business, and although many of
its practices benefit from long-standing convention, they are not obligatory. Against the background of traditional, tested
terminology, parties continue to tailor their undertakings to accommodate their own prejudices, habits, and needs. As the
traditionally informal partnership between underwriter and reinsured has become more formalistic and sometimes hostile,
reinsurers are not always prepared to bind themselves to follow the reinsured's settlements.

The House of Lords recently considered another approach. In Hill v. M&G Reinsurance Co., 48  the follow settlements clause
contained provisos that the settlements be “within the terms and conditions of the original policies … and within the terms and
conditions of this Reinsurance.” The underlying insurance covered Kuwait Air Lines's airplanes for up to $300 million for “any
one occurrence” during 1990 and 1991. The reinsurance was excess of loss reinsurance; moreover, it only applied to losses in
1990. Iraq appropriated seven KAC aircraft in 1990; in 1991 they were destroyed. The underlying claim was settled for $300
million, on the basis that there was one “occurrence” involving seven planes and that it occurred in 1990. A colorable argument
could have been made that there were seven occurrences, none reaching the reinsurers' attachment point, and that they occurred
in 1991. Having first pointed out that neither of these issues had to be *188  determined to establish the underlying insurers'

liability to KAC, 49  Lord Mustill went to the heart of the matter:

There are only two rules, both obvious. First, that the reinsurer cannot be held liable unless the loss falls within
the cover of the policy reinsured and within the cover created by the reinsurance. Second, that the parties are free

to agree on ways of proving whether these requirements are satisfied. 50
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Turning to the follow settlements clause, Mustill interpreted it as drawing a distinction between determinations of facts necessary
to a determination of the underlying claims and legal conclusions regarding the extent of the coverage. The reinsurer was bound
to follow the reinsured's settlements, except “where the settlement would bind the reinsurer to a definition of cover different

from that which he has contracted to accept.” 51  This contrasts sharply with Lord Justice Scutton's application of a follow

settlements clause without the provisos in Gurney v. Grimm. 52  As Lord Mustill pointed out, one of the obvious rules is that “the

parties are free to agree on ways of proving whether these requirements are satisfied.” 53  The difference in outcomes between
Hill and Gurney is simply a result of different agreements.

Hill is sometimes cited as a rejection of the follow the fortunes doctrine, but it is rather evidently no such thing. It does, however,
affirm the right of the parties to a reinsurance contract to define which fortunes they will follow.

The furor over follow settlements clauses, however, masks some even more important common ground. When we speak of the
reinsurer's agreement to “follow the fortunes,” we are often referring to two discrete problems. On the one hand, we are talking
about an obligation of the reinsurer to share the experience of the cedent when it makes what hindsight identifies as a “bad”
settlement decision, as well as when it makes a fortuitously “good” one. That really is what “following settlements” is about,
and the gravamen of the clause is that the actions in question are more or less voluntary.

But “follow the fortunes” has a second implication that is of considerably greater importance in ascertaining coverage of
estimated claims in liquidations, and that does not appear to be open to debate. The “original risk principle” applies, as a matter
of law, to any reinsurance, regardless of contract language, purely as an incident of the basic obligation of indemnity.

The original risk principle includes neither thereinsured's commercial or investment risks nor post-loss claims
adjustment actions. Rather, it is confined to the underwriting risk. It binds the reinsurer by the “fate” or “destiny”
or “fortune” of the reinsured as regards the entirety of the fortuitous original risk of loss insured insofar as that
risk *189  has been reinsured. The reinsurer is thus bound along with its reinsured by whatever additional and
unforeseen duties that a fortuitous pre-loss change-- e.g. in the risk, in the object insured, or in law as a result
of judicial interpretation or legislative amendment--may impose upon the reinsured without the reinsured having

done anything to bring about the change. 54

In plain English, if an insurer insures against fortuitous events and a reinsurer undertakes to indemnify him or her against
losses so incurred, the reinsurer is not entitled to refuse payment just because the loss that occurs is unexpected. Any number
of surprising outcomes for the cedent are still reinsured. Utter bungling by the cedent leading to losses that “should not have
happened,” misguided settlements, legal malpractice, unprovable dishonesty by claimants, or cases of first impression are not
excuses for nonpayment.

One of the most practical settlements of a serious coverage dispute is a policy buydown, but the transaction also pushes the
envelope of a reinsurer's liability for payment. Unquestionably a reinsurer should participate in a return of premium when a
policy is canceled by agreement. Must it also participate in a payment in lieu of disputed defense and indemnity costs? Case
law exists on settlements made in bad faith or without required notice, and on unfair allocations of settlement costs that mistreat
the reinsurer or overextend its exposure, but the pure issue seems rarely to have been raised in published case law. Arbitration
history, necessarily incomplete, is no better. The issue is frequently threatened but rarely, if ever, raised. It can be seen from
the previous discussion that the answer will depend to some extent on how the parties defined their obligations to each other.
However, under the simple follow settlements clauses in common use before 1990, Lord Justice Scutton's working hypothesis
still holds 100 years later: the reinsurer is obliged to pay “if the original insurer genuinely settles a genuine claim.” If the cedent's
business judgment or obligations demand settlement at an early stage, the reinsurer may not complain that the timing does not
suit. But different language may compel a different result for voluntary settlement of a claim.
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A claims estimation in liquidation shares characteristics of a policy buydown, but differs in one important feature: it is not a
voluntary concession of liability, but a means of determining and liquidating a liability that, as we have seen, is already absolute
as a matter of law. It is, in fact, a development of the “original risk” insured by the cedent, which the reinsurer is bound to follow.
It may well be that the reinsurer's legitimate expectations regarding the timing and speculative character of future losses are
frustrated by its cedent's insolvency, but the same misfortune has also occurred to the cedent, and indeed, to its policyholders.
Protection against unforeseen developments is what indemnity is for.

*190  VI. CONCLUSION

It is submitted that, in light of the high utility of early estate resolution, an estimation program that compelled distributions
to policyholders unlikely to ever have claims would still be worth the attempt. But the New Jersey court's analysis suggests
a better solution. If it is the economic value of the policy that the policyholder has lost, then a dividend based on that value
is perfectly fair.

The predicament of the liquidator confronted by long-tail claims and slowly maturing reinsurance is, in fact, recent and largely
self-inflicted. Although statutes can, and undoubtedly should, be amended to clarify and improve the remedies available, law
currently on the books clearly demands that the economic value of insurance policies be recognized in liquidation. Claims
payment schemes that depend on such a recognition should not impair the collectibility of the insolvent company's reinsurance.
It is submitted that it is the affirmative duty of the liquidator of any insurer seriously affected by long-tail claims to either initiate
or accept determination of these unliquidated claims by actuarial or other methods offering a reasonable degree of certainty
and accuracy.
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THE STATE OF NEW HAMPSHIRE

MERRIMACK SS. SUPERIOR COURT

Docket No. 217-2003-EQ-00106

In the Matter of the Liquidation of
The Home Insurance Company

ZURICH INSURANCE PLC, GERMAN BRANCH AND
WURTTEMBERGISCHE VERSICHERUNG AG'S

MOTION FOR APPROVAL TO FILE SUR-REPLY IN SUPPORT OF OBJECTION TO
N FOR APPROVAL OF CLAIM AMEND DEAD

Zunch Insurance plc, German Branch and Württembergische Versicherung AG

(hereinafter, "Objecting Creditors"), by and through their attorneys, Mclane Middleton,

Professional Association and Freebom & Peters, LLP, submit this motion to permit the filing a

sur-reply to the Liquidator's response to their objection to the Liquidator's motion for approval

of claims amendment deadline ("Objection"). In support of this motion, Objecting Creditors

state as follows:

1. Objecting Creditors submit this motion to allow the filing of the Sur-Reply

attached as Exhibit A to this motion.

2. Counsel for the Objecting Creditors has spoken with counsel for the Liquidator

about the Sur-Reply. The Liquidator does not object to the filing of the Sur-Reply as long as the

Liquidator has the opportunity to respond to the Sur-Reply. The Objecting Creditors will not

object to the Liquidator's opportunity to respond to their Sur-Reply.

3. The Sur-Reply attached as Exhibit A will help to clarify the specific issues in

dispute between and among the Objecting Creditors and the Liquidator's position about the

amendment to the claim deadline.
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4. The Objecting Creditors do not submit a memorandum of law in support of this

motion as the decision to grant the motion rests on the sound discretion of the court.

WHEREFORE, the Objecting Creditors request this court:

Grant this Motion to Allow Filing of Sur-Reply;

Accept as Sur-Reply the document attached as ExhibitA; and

Grant such other and further relief as the court deems just and necessary.

Respectfully submitted,

ZURICH INSURANCE PLC GERMAN BRANCH AND
WÜRTTEMBERGIS CHE VERSICHERUNG AG,

By their Attorneys,

McLANE MIDDLETON,
PRO NAL SOCIATION

A

B

C

Date: :/g*O By:rl

xfar/uo By:Date

ar No. 6565)
mark. rouvali s @,mclane. com
Steven J. Dutton (Bar No. 17101)

steven. dutton@mslane. com

Viggo C. Fish (Bar No. 267579)
viggo.fish@mclane.com

900 Elm Street, 1Oth Floor
Manchester, NH 03101

(603) 62s-6464

FREEBORN & PETERS,LLP

(
Joseph T IV* Bar # 6189956)
imccullou eúr(Ð freeborn. com
Peter B. Steffen* (IL Bar # 6275987)
p steffen @ fre eborn. com
311 South Wacker Drive, Suite 3000
Chicago, IL 60606
(312) 360-6000
*Pro Hac Vice Pending
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V/ürttembergische Versicherung AG's Motion for Approval to Submit Sur-Reply in Support of
the Objection to Liquidator's Motion for Approval of Claim Amendment Deadline was sent this
27th day of February 2020 by first class mail, postage prepaid to all persons on the attached
service list.
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THE STATE OF NEW HAMPSHIRE

MERRIMACK SS. SUPERIOR COURT

Docket No. 2 17-2003-EQ-00 106

In the Matter of the Liquidation of
The Home Insurance Company

zYLt9llT:YIIJ:." PLC, GERMAN BRANCH AND
WURTTEMBERGISCHE VERSICHERUNG AG'S

SUR-REPLY IN SUPPORT OF THEIR OBJECTION TO THE
LIOUIDATOR'S MOTION FOR APPROVAL OF CLAIM AMENDMENT DEADLINE

f ORAL ARGUMENT REOUESTEDì

Zunch Insurance plc, German Branch and Württembergische Versicherung AG

(hereinafter, "Objecting Creditors"), by and through their attorneys, Mclane Middleton,

Professional Association and Freeborn & Peters, LLP, submit the following sur-reply ("Sur-

Reply") to the Liquidator's Response ("Response" or o'Resp.") to their Objection to The

Liquidator's Motion for Approval of Claim Amendment Deadline ("Objection" or "Obj.").

INTRODUCTION

The Liquidator's Motion for Approval of Claim Amendment Deadline ("Motion" or

"Mot.") seeks to prematurely end The Home's liquidation proceeding far earlier than other large

insurance company liquidation proceedings and thereby: 1) forfeit reinsurance recoveries that

would benefit priority creditors of the Estate and2) bar claims by The Home's policyholders that

will become ripe for filing over the next several years for losses arising from talc, child sexual

abuse, and other long-tail liabilities of The Home. The Liquidator's Response fails to address

the fact that the Scheme of Arrangement and the process approved by the New Hampshire

Supreme Court bestows Class I status on amounts due the AFIA Cedents. Furthermore, the

Liquidator has failed to advise this Court of the estimated amount of future claims (IBNR) he
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seeks to cut off and the estimated amount of reinsurance recoveries on those claims that he seeks

to surrender. In fact, he admits that he does not know the amount of IBNR his Motion would bar

and the amount of reinsurance recoverables that would be lost.

By depriving priority creditors of the opportunity to file their claims in the Estate over the

next several years, and thereby forfeiting the Estate's largest asset, the Motion is contrary to the

best interests of priority creditors of The Home Estate. As the Liquidator admits, there are

insufficient assets to pay all Class II creditors claims in full (Resp. at 9), and yet he is asking this

Court for approval to squander the opportunity to increase substantially the assets of the Estate

and pay more to Class II claimants. The primary beneficiaries of the Motion are the reinsurance

debtors of The Home, which would reap an enonnous windfall by being relieved of their

obligations under their reinsurance contracts to pay the long-tail claims of The Home.

ARGUMENT

In his Response, the Liquidator makes five arguments against the Objection filed by the

Objecting Creditors, which this Sur-Reply addresses in turn below.

At the Liquidator's Request, the New Hampshire Supreme Court Bestowed on
AFIA Cedents Class I Creditor Priority Status, and Their Interests Are Aligned
with the Interests of Class II Policyholder Creditors

The Liquidator attempts to make a false distinction between the interests of the Objecting

Creditors and other AFIA Cedents, on the one hand, and the Class II creditors of The Home,

asserting that New Hampshire law only seeks to protect insureds and not reinsureds. Resp. at 7-

8. Thus, the Liquidator contends that the opposition of the Objecting Creditors and other AFIA

Cedents should effectively be ignored.

This argument of the Liquidator does not stand up to scrutiny, as it ignores the fact that

50 percent of the claims of AFIA Cedents are accorded Class I priority status by order of the

I.
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New Hampshire Supreme Court, a status that the Liquidator himself petitioned the Court to

bestow. Moreover, the claims of the AFIA Cedents, which the Liquidator petitions this Court to

cut off prematurely, directly benefit Class II policyholder creditors. Under the Settlement

Agreements between the AFIA Cedents (including the Objecting Creditors) and The Home

Estate, The Home Estate committed itself to investigate, adjust and admit or refute liability for

all claims brought by policyholders insured and cedent insurance companies reinsured by the

AFIA Cedents. See Ex. A to Objection at fl 7; Ex. B to Objection at fl 7. In exchange for the

filing of these claims by the Objecting Creditors (and other AFIA Cedents), The Home Estate

benefits from reinsurance recoveries on these claims, which it would otherwise have not received

if the AFIA Cedents never submitted claims. Those reinsurance recoveries are distributed to the

Estate's priority creditors, with 50% going to pay Class II policyholder priority creditors of The

Home (the vast majority of whom are probably unaware of this asset of The Home Estate).r The

remaining 50% would be paid to the Objecting Creditors as costs and expenses of administering

The Home Estate, which are given Class I príoríty støtus.

In In re: the Liquidation of the Home Insurance Company,154 N.H. 472 (2006), the New

Hampshire Supreme Court affirmed the Superior Court's ruling that pa¡ments to the Objecting

Creditors and other AFIA Cedents are Class I administrative costs because they constitute the

"açtual and necessary costs of preserving or recovering the assets of the insurer under RSA 402-

C:44,I" and that "proposed payments to the AFIA Cedents are necessary to collect and preserve

assets of Home's estate." Id. at 478,488. The Court fuither stated that the agreement between

The Home Estate and AFIA Cedents "benefrts the Class II claimants to Home's estate since it

I Thus, contrary to the argument advanced by the Liquidator (see p. 2 of Resp.), the fact that other Class II creditors
did not mention in objections the effect of the Claim Amendment Deadline on reinsurance recoveries should not be
considered determinative of how those creditors would react if they knew that the Liquidator proposes to forfeit the

collection of the largest asset of The Home Estate.
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increases the likelihood that their claims will be paid" and that the agreement was necessary "to

assure that the largest single asset of the estate was not lost." Id. at 490. By making claims to

The Home Estate, the AFIA Cedents have provided an enorrnous benefit to Class II creditors by

enabling The Home Estate to gather assets that would otherwise not been available. This

valuable assistance - recognized by the New Hampshire Supreme Court - effectively entitles the

Objecting Creditors to priority status as recipients of Class I pa¡iments in the amount of 50

percent of their underlying claims, with the other 50 percent benefitting policyholder creditors.

This is the deal the Liquidator successfully petitioned the New Hampshire Supreme Court to

endorse.

The Liquidator's citations of New Hampshire law and precedent making the protection of

preferred creditors' interests paramount (see Resp. at 7) actually makes the Objecting Creditors'

case. The establishment of a claim amendment deadline would (1) deprive the AFIA Cedents as

Class I creditors and policyholders as Class II creditors of their right to submit and recover on

their IBNR claims and (2) substantially reduce the reinsurance recoveries and, ultimately,

payments to priority creditors. Such an outcome is contrary to the stated goals of New

Hampshire law.

II. Tlne Ambassador Decision Provides a Framework with Which to Consider the
Motion

The Liquidator next argues that the Court should ignore the Vermont Supreme Court's

recent decision in In re Ambassador Ins. Co.,198 Vt. 341, 114 A.3d 492 (2015) as irrelevant to

the situation presented here. The Liquidator relies on the fact that, in Ambassador, the estate had

suffrcient assets to pay all allowed policy-level claims made to date. Resp. at 8-9. Of course, if

that were the only critical fact, the Vermont Supreme Court would not have proceeded to engage

in a 4-factor test to determine whether a claims deadline should be established.
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The Liquidator does not address the fact that the Vermont Supreme Court determined that

establishment of an early final claim amendment deadline in the Ambassador liquidation failed

to strike a "reasonable balance between the expeditious completion of the liquidation and the

protection of unliquidated and undetermined claims." Ambassador, 114 A.3d at 500. With

regard to The Home, there are both unliquidated claims yet to be made, but also reinsurance

recoveries to be collected that will increase The Home Estate's assets and with it the amount of

funds to be distributed to Class II policyholder creditors. An early claim amendment deadline

would cut off long-tail claims arising from asbestos, talc, and child sex abuse litigation (among

other kinds of claims that may be brought by policyholders) even though The Home Estate

currently possesses over $800 million in assets to pay a portion of those claims even before

additional reinsurance recoveries are collected.

Meanwhile, the annual budget of The Home Estate's administration costs have decreased

by 50% over the last 15 years (see Mot. at 7), and likely will continue to decrease further. Those

administrative costs constitute only l.60/o of the $808.4 million in currently remaining assets of

The Home Estate. Thus, there are ample assets to cover The Home Estate's operating costs

while additional claims are made against The Home Estate and additional reinsurance recoveries

accumulate to pay those costs.

Moreover, given the billions in distributions already made to Class II policyholders,

priority creditors have not had to wait to receive pafüal pa¡rments. The Liquidator concedes that

additional interim distributions can be made on approved claims while the Liquidation remains

open. Mot. at 2. Thus, priority creditors will not be disadvantaged by keeping The Home Estate

open; in fact, they will benefit from The Home Estate's reinsurance recoveries and will be able

to submit additional claims for which The Home is liable.
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Therefore, when searching for a reasonable balance between The Home Estate's assets,

future liabilities, administrative costs, and ability to pay the currently filed and future claims of

creditors, the weight of all the Ambassador factors demonstrates that it would be premature to set

a claim amendment deadline now. The only way to maximize distributions to priority creditors

and permit deserving creditors to submit more of their covered claims is to postpone the closing

of the Estate. The Liquidator also ignores the fact that, due to the nature of long-tail claims, it is

common for insurance liquidation proceedings of large property/casualty insurers such as The

Home to last multiple decades. In their Objection, the Objecting Creditors listed eight such

proceedings that lasted from2l to 32+ years (and counting). Obj. at 24. Keeping this proceeding

open without establishment of a claim amendment deadline at this time is in keeping with these

precedents, particularly with the potential for IBNR claims to be made. Therefore, in order to

effect a reasonable balance between the expeditious completion of the liquidation and the

protection of future unliquidated and undetermined claims, the establishment of a claim

amendment deadline at this time would be premature.

III. The Liquidator Acknowledges That [Ie Has Not Calculated the Amount of Future
Claims His Motion Would Bar or the Amount of Reinsurance Recoveries He Is
Seeking to Forfeit

Next, the Liquidator concedes that the remaining value of reinsurance recoveries is

uncertain. In so doing, the Liquidator also implicitly acknowledges that he has provided no

analysis to this Court of not just the reinsurance recoveries The Home Estate will sacrifice by

virtue of a premature claim amendment deadline, but also the amount of IBNR claims that all

creditors of The Home Estate will be barred from filing.

The Liquidator is asking this Court to approve a claims amendment deadline with no

information before the Court about the amount of future claims that will be forever barred.
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These future claims represent liabilities for which policyholders of The Home paid premium for

coverage, and which, by virtue of a premature claim amendment deadline, would have to be

borne in their entirety by policyholders such as Johnson & Johnson, the Maryknoll Brothers, and

many others.

The Liquidator faults the Objecting Creditors for failing to quantify their remaining

IBNR. Resp. at 12. However, as the Objecting Creditors also explained in their Objection, the

data they need to estimate those IBNR liabilities is in the hands of the Liquidator and The

Home's major reinsurer, ACE/Chubb, which is also the party that stands to gain the most if a

premature claim amendment deadline is imposed (because it will not have to pay reinsurance

recoveries to The Home Estate). See Ob| aL28-30.2

Rather than imposing an early, premature claim amendment deadline, the Court should

order the Liquidator to devise and come forward with a procedure for estimating the IBNR of the

AFIA Cedents and policyholders with long-tail claims and use an independent actuary to set the

IBNR. Rather than putting ACE/Chubb in charge of estimating the amount of IBNR the AFIA

Cedents may claim, the Liquidator should have an entity without a conflict of interest provide

that estimate. IBNR claims should then be settled prior to establishment of a claim amendment

deadline and closure of The Home Estate. As it currently stands, ACE/Chubb has little incentive

to negotiate a commutation with a claim amendment deadline potentially about to be established.

It knows that if it waits for the implementation of a claim amendment deadline, it will not have

to pay any amount of future claims. But if this Court sees to it that the Liquidator and

ACE/Chubb settle future claims now - and then close The Home Estate - all creditors will

benefit from the reinsurance recoveries that will follow.

2 As stated at page 30 of the Objection, the Objecting Creditors request IBNR information from the Liquidator
and/or ACE/Chubb. Pursuant to its rights under its settlement agreement with The Home, Zurich has also requested
that information via correspondence dated today.
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Meanwhile, as this Court has seen in the objections lodged against the Motion, there exist

not just the potential long-tail claims to be brought by AFIA Cedents, but new claims related to

the use of talc are also being brought against insured party Johnson & Johnson. And while the

Liquidator tries to dispense with the objections raised by the New York Liquidation Bureau and

the Maryknoll Brothers because the statute of limitation revival periods in New York and Hawaii

for sexual misconduct will end later this year, additional statute of limitations revivals for sexual

misconduct are being instituted across the nation.3 For example, since the time for submitting

objections ended,a New Jersey opened a two-year revival period on December l, 2019 and

California opened a three-year revival period on January l, 2020. Other states are certain to

follow in the years ahead as public pressure builds to ensure that survivors of sexual abuse are

compensated for their claims.s If a premature claim amendment deadline is imposed, however,

policyholders will be left holding the proverbial bag for these claims, and victims might not

receive as much compensation as they would if The Home Estate would contribute.

The Liquidator places great weight on bald factual assertions in his Response that

reinsurance recoveries to The Home Estate from AFIA Cedents' claims averaged $900,000 for

each of the last five years, while the estate's administration costs (few of which are likely

incurred in the process of collecting reinsurance) are currently $13 million a year.6 The

3 For a regularly updated compendium of the rapidly changing developments on such revival laws in various states,
see https ://www.childusa. ore/sol.

4 Policyholders with potential claims in any state where such a revival law may be passed in the future may be
unaware of the risk associated with the establishment of a claim amendment deadline in this proceeding and thus did
not object prior to the deadline here.

5 For example, a bill to revive the statute of limitations period for sexual misconduct in another major state, Florida,
was introduced in late 2019. https:/lcbsT2.cornJrtews/cbs12-news-i-team/look-back-law-could-revive-thousands-of-
fl srda.ghild:lsx-ahule -çass-q.

6 llhe Liquidator also claims this amount will be reduced by offsets ACE/Chubb can make in the future, though the
Liquidator acknowledges that it has been able to successfully challenge some of these asserted offsets in the past.

Resp. at 73,n.7. And the Liquidator does not acknowledge that there may be other reinsurance that The Home
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Liquidator cites to no factual evidence supporting his figures. In addition, that $900,000 average

annual amount expressly excludes reinsurance recoveries following the $14.3 million

commutation with AFIA Cedent Enstar, which the Liquidator acknowledges included amounts

for Enstar's IBNR claims, and for which The Home Estate collected reinsurance recoveries from

ACE/Chubb. Resp. at 13, n.8. If the other AFIA Cedents, including the Objecting Creditors, are

afforded time and the opportunity to commute their IBNR claims against the Estate as Enstar

already has done, then the amount of reinsurance recoveries for the benefit of priority creditors

would be even greater. Indeed, in their Objection, the Objecting Creditors pointed to the

Liquidator's2002 statement that it would be able to collect atotal of $231 million in future

reinsurance recoverables arising from the claims of AFIA Cedents. Obj. at 7-8. And while the

Liquidator now seeks to minimize that 2002 calculation as a mere "illustration," surely the

Liquidator intended the New Hampshire Supreme Court to rely on that represented fact which

was expressly cited in the New Hampshire Supreme Court's opinion. In re Liquidation of Home

Ins. Co.,154 N.H. at 477.

In any event, the allowance and settlement of known claims as well as IBNR (and the

pace of that activity) is within the control of the Liquidator and ACE/Chubb. And if the

Liquidator is concerned about the size of the Estate's administrative costs, then the appropriate

action to bring those costs to an end, while benefitting The Home's creditors, is to adopt a

procedure to facilitate commutations, obtain reinsurance recoveries on those commutations, and

only thereafter close The Home Estate.

Estate can collect. For example, The Home has reinsurance contracts with BAFCO (now CIRC) which cover the
business in question and are recognised by the Explanatory Statement accompanying the Scheme of Arrangement as

"most valuable."
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IV The llome Estate Does Not Need to Be Kept Open Indefinitely, but the Process Must
Recognize and Account for the Existence of Future Claims

For its fourth argument, the Liquidator alleges that the Objecting Creditors are essentially

proposing to keep The Home Estate open indefinitely and it raises several related points to

fuither this argument.

First, the Liquidator writes that IBNR cannot properly be estimated and allowed. As an

initial point, IBNR can certainly be estimated, despite the Liquidator's failure to do so here. The

Liquidator can settle with claimants for future claims, just as it already has with USF&G, Enstar,

and Nationwide. See Obj. at 32. And the Liquidator can then recover on its reinsurance from

ACE/Chubb on future cløíms to the benefit of all creditors. After all, ACElChubb has akeady

paid reinsurance on future claims from other AFIA Cedents. Indeed, this eventuality was the

very pu{pose of section 2.I2 of the Scheme, which allows the Liquidator to enter into

compromises with reinsurers of The Home, including ACE/Chubb for amounts including IBNR.

Ex. E to Obj.

Second, the Liquidator writes that the Objecting Creditors are arguing for their claims to

extend longer than others. While the Objecting Creditors are arguing that the deadline should

not be imposed upon them, it is also arguing that the deadline not be imposed on other creditors.

In any case, the reality is that, as discussed above, payrnents to the Objecting Creditors are Class

I administrative costs. Because the Objecting Creditors receive pa¡zment for administrative costs

(as opposed to paynent for claims), there is actually no circumstance in which the Objecting

Creditors will receive claim payments after any deadline for any creditor passes.

Thírd, the Liquidator insists that ACE/Chubb must be a part of any commutation

discussion and ACE/Chubb cannot be compelled to commute. As described in the Objection,

prior to the filing of the Motion, the Objecting Creditors believed that the Liquidator was
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endeavoring to obtain such a commutation with ACE/Chubb in accord with the Scheme. Ex. A to

Obj. at ll 12-13; Ex. B to Obj. atllll12-13. While the Scheme authorizes the Liquidator to enter

into commutations with The Home's reinsurers, unbeknownst to the Objecting Creditors, the

Liquidator ceased pursuing a commutation with ACE/Chubb. Though the Liquidator claims that

the Objecting Creditors should have known as of 2015 that fellow AFIA Cedent Enstar was

settling with ACE/Chubb, the circumstances of that may have been particular to Enstar (for

example, it could hypothetically have been part of a broader deal between Enstar and

ACE/Chubb) and the Objecting Creditors had no causo to believe the Liquidator was ceasing all

efforts of its own.7

Currently, ACE/Chubb benefits from being the repository of knowledge on IBNR øzd

the party that the Liquidator insists with which the AFIA Cedents must settle. Fundamentally,

ACE/Chubb has no incentive to commute when it knows a claim amendment deadline is being

established. By seeking to establish such a deadline without alerting the Objecting Creditors and

other AFIA Cedents, the Motion actively works against the interests of the Objecting Creditors,

and thus against the interests of all Class II creditors who will not benefit from the potential

reinsurance recovery. If the Court denies the Motion and no claim amendment deadline is set,

the Objecting Creditors expect that ACE/Chubb will be far more interested in settling future

claims, which will then benefit The Home Estate.

Fourth, the Liquidator explains its settlement of some future claims with some

policyholders as appropriate voluntary compromises. That, of course, is acceptable, but the rule

of equality requires similarly situated creditors to be treated equally. Obj. at 33. By settling with

some other AFIA Cedents and then announcing a claim amendment deadline with no

7 Indeed, as the Response points out, the AFIA Agreement prohibits AFIA Cedents from bypassing the Liquidator
and pursuing cut-through agreements to recover directly from ACE/Chubb. ^!ee Resp. at 4, n.2.
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forewarning, the Objecting Creditors are suddenly unable to settle the same IBNR claims that

similarly situated parties have commuted.

V. The Proposed Deadline Is Contrary to the Purpose of the Scheme

The Liquidator's final argument in response to the Objection is that the Scheme of

Arrangement was not meant to keep this liquidation proceeding open indefinitely. This is a

misstatement of the Objecting Creditors' position. As described in the Objection, the purpose of

the Scheme of Arrangement (and the New Hampshire Supreme Court's 2006 ruling) is to allow

the Liquidator to collect claims - including IBNR - from The Home's reinsurers. Obj. at 4,9-

10. The Scheme does not terminate until the liabilities of the Objecting Creditors and the other

AFIA Cedents are discharged in full (which would maximize reinsurance recoveries for The

Home Estate) or unless the Scheme Creditors and the Liquidator conclude that the Scheme is no

longer in the interests of the Scheme Creditors. Ex. E to Obj. atll7.1.l.

By seeking to establish a claims amendment deadline without agreement of the Objecting

Creditors, and without advising them that they (and not the Liquidator, pursuant fo \ 2.12 of the

Scheme) needed to negotiate a commutation with ACE/Chubb, the Liquidator seeks to

unilaterally and effectively bring the Scheme to an end while future liabilities still exist.

Contrary to the Liquidator's final argument, the Objecting Creditors are not arguing that The

Home liquidation proceeding must remain open indefinitely. Rather, the Objecting Creditors

seek the denial of the Motion, the opportunity and time to commute with The Home Estate, and

then the orderly conclusion of this liquidation proceeding once all reinsurance recoveries are

made available for the benefit of all priority creditors of The Home Estate and Class I

administrative payments made to the Objecting Creditors and other AFIA Cedents.

12

609



CONCLUSION

Wherefore, for the reasons contained herein, the Objecting Creditors respectfully request

that the Court deny the Liquidator's Motion and refuse to enter a final claims amendment

deadline at this time. Oral argument on this Objection is also requested.

Respectfully submitted,

ZURICH INSURANCE PLC GERMAN BRANCH AND
WÜRTTEMBERGISCHE VERSICHERUNG AG,

By their Attorneys,

McLANE MIDDLETON,
PRO S IATION

r/>+/>c
(

Date: By:tt valis (Bar No. 6565)
mark.rouvalis@mclane. com
Steven J. Dutton (Bar No. 17101)

steven. dutt on(òmclane. com

Viggo C. Fish (Bar No. 267579)
viggo.fish@mclane. com

900 Elm Street,. 1Oth Floor
Manchester, NH 03101

(603) 62s-6464

FREEBORN & PETERS, LLP

Date s? By: Ílll,,t,] cltwli^
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born.com
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311 South Wacker Drive, Suite 3000
Chicago, IL 60606
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*Pro Hac Vice Pending
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THE STATE OF NEW HAMPSHIRE

MERRIMACK SS SUPERIOR COURT

Docket No. 217-2003-EQ-00106

In the Matter of the Liquidation of
The lfome Insurance Company

LIQUIDATOR'S SEVENTY-EIGHTH REPORT

I, Christopher R. Nicolopoulos, Insurance Commissioner of the State of New

Hampshire, as Liquidator ("Liquidator") of The Home Insurance Company ("Home"),

hereby submit this Seventy-Eighth Report on the liquidation of Home, as of September 11,

2020 in accordance with RSA 402-C:25 and the Order Concerning Liquidator's Reports

issued January 19,2005.

The lfome Insurance Company

1. Home's backeround. Home, domiciled in New Hampshire, was declared

insolvent on June 11,2003, and is one of the largest property-casualty insurer insolvencies

in United States history. The Company and its predecessors began operations in 1853.

The Court entered the operative Order of Liquidation on June 13, 2003. The Liquidator

has created a stand-alone liquidation operation which presently consists of 33 full and part

time employees with offices in New York City (Home's former corporate headquarters)

and Bedford, New Hampshire. From the start in 2003, the Liquidator has been engaged in

marshalling assets, principally reinsurance, and determining claims.

In light of the coronavirus outbreak and applicable orders, liquidation staff have

been working remotely and communicating principally by email and telephone. Despite

this shift, liquidation operations have continued without intemrption.
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2. Home's assets. Home's unrestricted liquid assets as of June 30,2020total

approximately $812 million as set forth on the June 30,2020 financial statement attached

as Exhibit A. This figure does not include the $639.8 million of net interim distributions

paid to Class II claimants or the net $256 million paid to insurance guaranty associations in

early access distributions through June 30, 2020. These amounts are discussed in greater

detail below. As of June 30,2020, the Liquidator has marshalled approximately $1.77

billion in assets net of the expenses of the liquidation and Class I distributions. This total

includes the interim distribution amounts paid to non-guaranty association claimants, the

early access distribution amounts paid to guaranty associations, and special deposits held

by states.

3. Coordination with guaranty associations. The Liquidator works closely with

the state insurance guaranty associations established in every state to handle and pay

certain claims under policies issued by insolvent insurers subject to statutory limitations as

provided in the associations' respective statutes. See, e.g., RSA 404-8. The New

Hampshire Insurers Rehabilitation and Liquidation Act ("Act") provides for so-called

"early access" distribution to guaranty associations. See RSA 402-C:29,III. Through

September 1,2020,the Liquidator has made, with the Court's approval, early access net

distributions totaling $256 million. (See Section i I below.)

As a condition for receiving early access distributions, the guaranty associations

entered into "claw back" agreements with the Liquidator requiring the return of any

amounts advanced that exceed the evenfual distribution percentage for their creditor class.

In accordance with paragraph 4 of the Orders approving the interim distributions, a po'rtion

of early access distributions have become permanent and are no longer subject to claw back

2
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by the Liquidator. The Liquidator has calculated the amount of early access distributions

no longer subject to claw back to date, and has sent letters to the affected guaranty

associations to apprise them of the amount of the early access distribution which is now

deemed to be permanent. The Liquidator has also sent letters to those guaranty

associations which have received reimbursement from special deposits in excess of the

interim distribution percentage to advise them that previously paid early access

distributions will not become permanent. (See Section l2 below.)

4. Proofs of claim. The claim filing deadline in the Home liquidation was

June 13, 2004. The Liquidator received five new proofs of claim between the last

Liquidator's report and September 1, 2020. The proofs of claim submitted now total

20,81,9. The proof of claim count includes as a single proof of claim (a) multiple prooß

received from a claimant that appear to assert the same claim, and (b) claims filed on

behalf of mass tort claimants against a single insured. It is difficult to summanze the

proofs of claim in advance of the claim determination process because (a) those proofs of

claim that quantifu the claim may be overstated or understated, (b) most proofs of claim do

not quantify the amount claimed, and (c) an individual proof of claim may involve many

different claims and claimants.

5. Claim amendment deadline motion. The Liquidator has concluded that to

move this proceeding toward closure and protect the interests of the creditors with allowed

Class II claims it is now necessary to establish a deadline by which claimants with open

prooß of claim must finally amend their claims. The Liquidator accordingly f,rled a

Motion for Approval of Claim Amendment Deadline ("Motion") on August I,2019

seeking to establish a deadline for the amendment of claims. As described in that motion,
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claims filed after the claim amendment deadline and potential claims (claims that cannot be

specifically identified by the deadline) will be barred if the Motion is granted.

By the order of notice dated August 19,2019, the Court set a November 18, 2019

deadline for filing objections to the Motion. The Liquidator gave notice in accordance with

the order of notice. Twelve objections were timely filed, and a late objection was filed

December 24,20Ig. The Liquidator submitted filings responding to the objections on

December 13,2019 and December 30, 2019. Two objections, those of U.S. Steel

Corporation and MW Custom Papers LLC, have been withdrawn

By Order dated February 28,2020, the Court gave those who had already submitted

objections until April 1,2020 to file further memoranda and the Liquidator until May 1,

2020 to file a response. Certain objectors submitted additional filings, and on April 30,

2020,the Liquidator filed his response, which also summanzedthe status of all objections.

The Court originally scheduled a hearing on the Motion for June 23,2020.

However, by order dated }y':ay 27,2020, the Court continued the hearing to be rescheduled

as the docket allows after September 1,2020. On September 11, 2020, the Liquidator filed

a Motion to Schedule Hearing on Motion for Approval of Claim Amendment Deadline by

Video or Teleconference.

The Liquidator's motion papers, the objections, orders and further filings may be

found on the Liquidation Clerk's website, www.hicilclerk.ore

6. Claim determinations, reports and settlements. The process of determining

proofs of claim continues. Since the last Liquidator's report, the Liquidator has issued

partial or final notices of determination addressing 29 proofs of claim pursuant to the

Restated and Revised Order Establishing Procedures Regarding Claims entered January 19,

4

618



2005 ("Claims Procedures Order"). As of September 1,2020, for all priority classes, the

following table outlines activity from inception of the Liquidation

l2/01t14 t2/0ut5 t2/05/16 r2/0u17 t2^n8 l2nn9 9nt20

Proofs of Claim
Filed: 20,672 20,704. 20,733 20,768 20,775 20,802

POCs Resolved
(court App'd) ra2' 15,729 17 ,494 18,337 18,839 19,570 19,749

Total $ Court App'd
Determinations: $2.18b 92.43b 52j3b $2.S b $3.0 b $3.1b3

Total $ Class II
Court App'd Det: $1.94b $2.13b S2.4lb 52/9b $2.6 b S2ßb3

Total Remaining
open Pocs 4 4,225 3,210 2,396 1,929 I,242 1,053

Breakdown of Open POC Counta

12/05/16 12/0Ul t2/0U18
979

T2

60

182

9

20,819

19,984

$3.2b

$2.9 b

835

12tu19 911120

792 597

136 4

59 59

180 167

98
1,053 835

i.
ii
111.

iv.
V

Insuredss and Claimants

Contribution Claims

Guaranty Associations

Insurer

Government/other

2,097

43

60

189

7

1,669

6

60

186

97

Total 20396 1,929 1,242

1 POC counts include single POCs that may encompass multiple underlying claims and multiple POCs that
may concern single underlying claims. Multiple determinations may be issued for individual POCs.

2 The number of POCs resolved includes POCs determined and approved by the Court as Class V
determinations that are deferred as to amount. The number of defened Class V dsterminations can change if a

hnal determination as to amount is issued.

3 The allowance total was adjusted to reflect credits for offsets.

4 The number of open POCs excludes 304 POCs at 9/l/20 determined and approved by the Court as Class V
determinations that are deferred as to amount. POCs with a filed Request for Review are considered open
until the RFRs are resolved.

5 As of 9/1/20,thenumber of insureds with open POCs totaled 200. All entities falling within the coverage
of the policy including the named insured, additional named insured and their suçcessors are counted as one

insured if they filed a consolidated POC or POCs. Where the insured, the additional named insured and/or the

successors filed separate POCs, each of the entities is counted separately.
6 The number of open contribution POCs increased due to issuancç of NODs on POCs that had not been

counted as open in light of previous court-approved final determinations as to priority only.

7 In a review of open POCs, two were moved from another category to this category.
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The Liquidator continues to file reports of claims and recommendations when a

sufficient number of claim determinations have passed the 60-day period for objections

under RSA 402-C:41,1. Since June 1, 2020, the Liquidator has submitted two reports of

claims and recommendations to the Court reflecting a total of approximately $12.5 million

in determinations for all classif,rcations. In addition, the Liquidator has submitted two

motions for approval of Class II settlement agreements reflecting total allowances of

$15.2 million.

7. Late-filed claims. The Order of Liquidation established June 13,2004 as

the deadline for filing claims in Home's liquidation proceeding. Pursuant to the Act,

claims filed after the claim filing deadline are allowed to participate in distributions of the

estate provided the late filing of the claim is "excused" for good cause shown. See RSA

402-C:37,IL The Act provides a non-exclusive list of five examples of "good cause" for

late filing to be excused, including that the "existence of a claim was not known to the

claimant and that he filed within 30 days after he leamed of it." Id. "Unexcused" late filed

claims are not permitted to receive the first distribution from the estate, but may receive

subsequent distributions. RSA 402-C:37,III. (In both cases, payment is permitted only if

it will not "prejudice the orderly administration of the liquidation." RSA 402-C:37,II, ru.)

All prooß of claim received by the Liquidator are reviewed to determine whether

the claim is timely filed or, if late, whether the late filing of the claim is to be "excused."

Claimants with late filed claims which are found to be "unexcused" are informed of that

determination and that they will not receive the first distribution in the Liquidator's notice

of claim determination.

6
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8. Requests for review and obiections. A notice of determination is sent to a

claimant when the Liquidator determines a claim. Each notice of determination includes

instructions on how to dispute the determination under the New Hampshire statutes and the

Claim Procedures Order. Since inception, 1,0128 claimants have filed requests for review;

929 of these have been sent notices of redetermination or have withdrawn the request for

review. Claimants have filed 61 objections with the Court to commence disputed claim

proceedings. As of Septemb er 7,2020,there is one disputed claim proceeding before the

Referee which is presently inactive. The Claims Procedures Order provides for review of

the Referee's reports by motion to recommit.

9. Financial reports. The unaudited June 30, 2020 financial statements are

attached as Exhibit A to this report. The June 30,2020 statements reflect $81 1 ,092,653 in

net assets under the Liquidator's direct control and $17,661,490 in reinsurance collections,

net investment income, and other receipts, and $7,993,775 in operating disbursements from

January 1 through June 30, 2020.

10. 202OBudget A comparison of the actual and budgeted general and

administrative expenses of the Home liquidation, on an incurred basis, through June 30,

2020 is attached as Exhibit B. As of June 30,2020, actual expenses were below budget by

5587,47I or 8.9%o with favorable variances in most categories. Below is a comparison of

the annual budgeted and actual operating expenses (in millions) beginningJanuary 1,2004:

8 In reviewing the pending requests for review, it was determined that one had been coded incorrectly and it
was removed from the total number of open requests for review.
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Year
2004
200s
2006
2007
2008
2009
2010
20tI
2012
20t3
2014
20T5
2016
2017
201 8

2019
2020

Budget
$33.8
$26.8
$2s.6
$22.8
s21.4
$20.6
$19.9
$i 8.e

$18.6
$ 18.4

$17.6
s17.2
$ 1s.7

$ 14.5

$14.0
$ 13.s

$ 13.2

Actual
s26.9
s26.2
$23.s
$21.s
$20.6
$20.0
$20.3
$18.2
$18.2
s17.1
$17.0
$16.2
$14.6
$ 13.7

$12.8
sr2.l

The Liquidator filed a copy of the 2020 Budget on November 14,2019 as Exhibit 6 to the

Liquidator's Filing Regarding Status Report. As of September 1,2020,the liquidation staff

is 33 in number, which includes five part time employees. In addition, there are five

Information Technology consultants, and other consultants who periodically work for the

estate.

11. . The Liquidator invests Home's assets in accordance

with the Fourth Revised Investment Guidelines approved December 10,2012. A summary

of Home's holdings of bonds and short-term investments as of June 30,2020 is attached as

Exhibit C, and a report listing the individual holdings of Home as of that date is attached as

Exhibit D (the groupings on Exhibit C differ from those on Exhibit D). The book value of

Home's bonds and short-term investments managed by Conning Asset Management

("Conning") at June 30,2020, was approximately $789.0 million compared to their market

value of $813.5 million. This represented an unrealized gain (market value above book

8
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value) of approximately $24.5 million. Short-term holdings in the Conning-managed

portfolio at June 30,2020 were $49.7 million at market value. The portfolio earned

approximately $9.6 million in net investment income through the second quarter of 2020

and is expècted to earn approximately $18.7 million in2020 based on holdings at June 30,

2020.

The average credit rating for the Conning-managed portfolio holdings is Aa3 by

Moody's and AA- by S&P. The Liquidator continues to maintain, outside of Conning's

control, investments in US Treasury securities. As of June 30,2020, such investments for

Home had a market value of approximately $9.8 million. These assets, along with sweep

bank accounts, will be used to fund operating requirements.

As of September 1, 2020, the Conning-managed portfolio had an unrealized gain of

$25.1 million, a $0.6 million increase in the unrealized gain from June 30, 2020 as bond

yields remain low due to concerns about economic growth, the impact of the coronavirus

outbreak, and the Federal Reserve's decision to continue holding interest rates to neaî zero.

A market value sensitivity analysis performed by Conning indicated that market values of

the portfolio could potentially fluctuate $15 million downwards and $15 million upwards if

interest rates increased or decreased 100 basis points, respectively, based on the portfolio

values as of June 30,2020. Consistent with the investment guidelines, the Liquidator and

Conning continue to focus on (a) preservation of capital on investments, (b) maintaining a

high quality portfolio, and (c) consistent with objectives (a) and (b), maximizing current

income. As of September 1,2020, the Liquidator and Conning believe that all securities in

the portfolio will pay fulI amounts of principal in spite of fluctuating market values.

9
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12. Early access distributions to guaranty associations. The Liquidator made

early access distributions to a total of 55 insurance guaranty associations from 2005

through 2016. The Liquidator makes an early access distribution only after obtaining

approval from the Court and "claw back" agreements with the guaranty associations

requiring the return of any amounts advanced that are necessary to make distributions to

creditors whose claims fall in the same or a higher priority class. See RSA 402-C:29,IIJ.

Early access distributions are generally subject to deductions for deposits,

deductible reimbursements, recoveries from guaranty association statutory net worth

insureds, amounts ascribed Class I and Class V priority, questioned claim items, and an

early access distribution cap of 40o/o of the association's paid loss and expense and case

reserves. Given the large number of guaranty associations affected by the cap and the

decreasing association claim volume over the last few years, the tenth and eleventh early

access distributions also reflected an additional cap of 75%o of the association's cumulative

paid claims in accordance with the Court's approval orders. The eleventh early access

distribution also applied a $25,000 minimum payment threshold. A net total of

$256 million has been paid to gtaranty associations in early access through June 30, 2020.

13. Interim Distributions. By Order dated March 13, 2012 (as amended July 2,

2012), the Court approved the first interim distribution of l5Yo to claimants with allowed

Class II claims. The interim distribution was subject to receipt of a waiver of federal

priority claims from the United States Department of Justice ("US DOJ"), which was

received on November 5,2014. By Order dated November 16, 2015 (as amended March 7,

2016), the Court approved the second interim distribution of I0o/o to claimants with

allowed Class II ciaims (for a cumulative interim distribution percentage of 25%). The
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second interim distribution was also subject to receipt of a waiver of 'federal priority claims

from the US DOJ, which was received on July 18,2016.

The Liquidator paid first interim distributions totaling $258.3 million to creditors

with allowed Class II claims on December 5,2014 and thereafter through July 31,2016. In

August 2016, the Liquidator paid second interim distributions totaling $183.3 million to

creditors with allowed Class II claims. It also included 25o/o ftrst and second distribution

amounts for those recent Class II claimant-creditors who had not previously received the

first interim distribution.

By Order dated October 18,2018, the Court approved the third interim distribution

of 5Yo to claimants with allowed Class II claims (for a cumulative interim distribution

percentage of 3O%). The third interim distribution was also subject to receipt of a waiver

of federal priority claims from the US DOJ. The Liquidator entered a Release Agreement

with the United States in conjunction with a Settlement Agreement between the Federal

Claimants and the Liquidator. The two agreements were subject to Court approval, which

was given by Order dated March 26,2019, and other conditions which were satisfied on

April 10, z}lg,thereby making the Settlement Agreement and the Release Agreement

effective. The Release Agreement provided the necessary waiver of federal priority claims

allowing the third interim distribution to proceed.

In April 2019, the Liquidator paid the third interim distribution totaling

$119 million to creditors with allowed Class II claims. This included the 30% distribution

in the amount of $8,113,243.80 on allowed United States claims which was paid to the

United States on April 10,2019 in accordance with the tems of the Settlement Agreement.

It also included 30% distribution amounts for other recent Class II claimant-creditors who

11
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had not previously received the first and second interim distributions. As part of the

interim distribution process, the Liquidator periodically issues distribution checks to

claimants with newly allowed Class II claims after each December 31 and September 30 as

provided in the interim distribution approval orders.

The net cumulative interim distributions to Class II creditors total $656.96 million

through September 1,2020 (excluding distribution checks outstanding of $0.683 million).

This total does not include the amounts of prior early access distributions to guaranty

associations that are deemed interim distributions no longer subject to claw back pursuant

to the interim distribution approval orders (which are included in the early access total in

section 12). Certain guaranty associations have had claims satisfied from special deposits

and, accordingly, have not received interim distributions from the Home estate.

T4. Milliman reserve study. The Liquidator engaged the actuarial firm

Milliman, Inc. to estimate Home's unpaid direct liabilities as of December 31, 20T0,

December 31,,2012, and December 31, 2014. Milliman's report conceming unpaid loss

and allocated loss adjustment expense ("ALAE") as of December 31, 20l0,was used in the

Liquidator's Motion for Approval of Interim Distribution to Claimants with Allowed

Class II Claims filed February 13,2012, and the executive summary was included in the

motion papers. A copy of the executive summary of the Milliman report conceming

unpaid loss and ALAE as of December 31, 2012 was attached as an exhibit to the

Liquidator's Fifty-First Report. A copy of the executive summary of the Milliman report

dated September 18, 201 5 concerning unpaid loss and ALAE as of December 3 1, 2014 was

attached as an exhibit to the Liquidator's Fifty-Seventh report.
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Milliman's actuarial central estimate of ultimate Class II unpaid loss and ALAE as

of December 31, 2010 was $4.112 billion, and the estimate attheg5o/o confidence level

was $6.584 billion. Milliman's actuarial central estimate of ultimate Class II unpaid loss

and ALAE as of December 3 I , 2012 was $4.372 billion, and the estimate at the 95Yo

confidence level was $6.602 billion. Milliman's actuarial central estimate of ultimate

Class II unpaid loss and ALAE as of Decernber 3 1, 2014 was $4.034 billion, and the

estimate at the 95Yo and 90% confidence levels was $5.406 billion and $4.970 billion

respectively.

15. Multiple claims. RSA 402-C:40, [V provides that in the event several

claims founded on one policy are filed, and the aggregate allowed amount of all claims to

which the same limit of liability in the policy is applicable exceeds that limit, then each

claim as allowed shall be reduced in the same proportion so that the total equals the policy

limit. This presents a potential risk for allowed claims under such policies in the event that

other claims subject to the same policy limit are allowed, as the allowances subject to the

same limit would need to be reduced on a pro rata basis to adjust the total of such

allowances to the applicable policy limit. Distributions will be based on the reduced

allowances. The Liquidator will be unable to finaily determine the extent to which a claim

allowance may be subject to proration until all claims against the policy have been

determined. The Liquidator is tracking claims against policies and will fuither address this

issue, if warranted, in any future application to increase the interim distribution percentage.

If at the time of a distribution there are allowed claims subject to the same limit that are

required to be reduced pursuant to RSA 402-C:40,IV, the Liquidator will make the

reductions and advise the claimants of the reasons for them.

13

627



16. Reinsurance. The collection of reinsurance is the principal remaining asset-

marshaling task of the Liquidator. The Liquidator has billed and collected reinsurance

throughout the liquidation, and he has entered into commutations with manj reinsurers of

Home to resolve relationships with those reinsurers for agreed payments.

The Liquidator reports, in accordance with the Court's December 23,2004 order,

that there were no commutations since the last report, on June 9,2020.

I7. Distributions to Class I Creditors. In his reports and recommendations

regarding claims, the Liquidator has recoÍrmended that the Court approve certain claims by

guaranty associations for expenses which are Class I claims under RSA 402-C:44 pursuant

to RSA 404-B:l 1, II, certain other Class I claims, and the llJYo partof allowed guaranty

fund defense expense payments assigned to Class I under the Settlement Agreement with

56 guaranty associations approved on July 15,2013. The Court has approved the claim

reports, and the Liquidator accordingly has at various times made distributions to the

Class I creditors. Most recently, a Class I distribution totaling $8.7 million was issued to

guaranty associations in September 2019, which brought total Class I distributions to

594.7 million (after deduction of setoffs).

18. Asset dispositions (including compromises) and assumptions of oblieations.

In accordance with paragraph 5 of the Order Establishing Procedures for Review of Certain

Agreements to Assume Obligations or Dispose of Assets entered Apnl29, 2004, and

paragraph 5 of the Liquidator's Eleventh Report, the Liquidator usually submits a

confidential schedule of asset dispositions (including compromises) and obligation

assumptions since the last report which is filed under seal as an appendix to this report.

There are no such matters to report, so no confidential appendix accompanies this report.
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19 New York Offìce Surrender of Snâce: Manchester Office Lease

Termination. Pursuant to the terms of the Lease Agreement for office space located at 61

Broadway in New York City, the Liquidator had a unilateral contraction option to

surrender 7,500 square feet or approximately one-third of the Premises effective as of

January 1, 2018. The Liquidator exercised the option and vacated the space on

December 31,2017. The Lease Agreement provides the Liquidator with a second

unilateral contraction option for approximately half of the remaining space which option

may be exercised at any time between January I, 2021 and January 1,2023 upon ten

months prior written notice. The Lease expires by its terms on January 31,2026, but it also

provides the Liquidator with an option to extend the term of the Lease until January 31,

2031 to be effective upon twelve months prior written notice. The Manchester New

Hampshire office has been relocated to new quarters in Bedford, New Hampshire which

space has been let on a month to month basis.

20. Mailing Address Change: In view of the relocation of Home's Manchester

office to Bedford, and as reflected on the liquidation's website (www.hicilclerk.org), the

mailing address for all Proofs of Claim has been changed to the following:

The Home Insurance Company in Liquidation
61 Broadway,6th Floor
New York, New York 10006

21. Document Storage. The contract with lron Mountain regarding storage of

Home's records housed at Iron Mountain facilities as approved by the Court on

November 2, 2016 extends until November 30, 2021, and provides for a further five year

extension at the Liquidator's option. As of September 1,2020, there are approximately

61,319 boxes of documents in storage at Iron Mountain, down from a high of 167,000 in
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2004 when the record review process was coûrmenced, resulting in considerable savings to

Home's estate. Record destruction efforts remain ongoing so as to eliminate records which

are no longer useful to the estate.

22. Ancilla¡y proceedi4es in the United States and United Kingdom- Ancillary

receiverships for Home remain pending in Oregon, New York, and Massachusetts. In

addition, a provisional liquidation proceeding concerning Home's unincorporated branch in

the United Kingdom ("uK Branch") remains pending. The Home's UK Branch lvïote

insurance and reinsurance as a participating member of the American Foreign Insurance

Association ("AFIA'), and a Scheme of Arrangement \¡/ith AFIA creditors was approved

by the UK court in November 2005.

submitted,

R. Insurance
Commissionerof the State of New
Hampshire, as Liquidator of the Home
Insurance Company

i7 ,zozo

A - Unaudited Financial Statement as of 6/30/20
B - Comparison of actual and budgeted general and administrative expenses through

6/30/20
C - Holdings of bonds and short-term investments as of 6/i0120
D - Individual holdings report as of 6130/20

Dated: September

Exhibits:
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CERTIFICATE OF SERVICE

I hereby certify that on September 21,2020, a copy of the Liquidator's Seventy-
Eighth Report was served upon the persons named on the attached Service List, by first
class mail, postage prepaid.

lsl Eric A. Smith
Eric A. Smith
NH Bar ID No. 16952
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Financial Statements (Modified Cash Basis)

June 30,2020 and December 31,2079
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The Home lnsurance Company ln Liquidation

Statement of Restricted and Unrestricted Net Assets
Excluding Gertain Amounts

(Modified-Cash Basis)
(Unaudited)

June 30,
2020

December 31,
2019

Assets

Unrestricted fixed-income securities, short-term investments, and
cash and cash equivalents, at cost:

Fixed-income securitíes (Note 2)
Short-term investments
Cash and cash equivalents

Total u n restricted fixed-¡n come, shoÉ-term investments, and
cash and cash equivalents, at cost

Unrestricted liquid assets:
lnterest income due and accrued
Other liquid assets
Total unrestricted liquid assets

Unrestricted illiquid assets: ( Note 1)
Limited partnership interests

Total unrestricted illiquid assets

Restricted liquid assets: (Note 4)
Cash

Total restricted liquid assets

Total restricted and unrestricted assets, excluding
certain amounts

Liabilities

lncurred but unpaid administrative expenses and
investmeni expenses (Note 3)

Class I distribution checks outstanding (Note 8)
Class ll distribution checks outstanding (Note 9)
Total liabilities
Restricted and unrestricted net assets, excluding certain

amounts

See accompanying notes.

744,750,702 $
9,881,990

52 701

$ 802,334,123 $ 812,363,946

$ 715,223,801
62,464,756
34.675,389

4,478,665
2

4,485,145
2

$ 811,812,790 $ 816,849,093

475,276 592,358
$ 475,276 $ 592;35t

195,667 195,667
$ 195,667 $ 195,667

$ BlUlBq7F $-----T17mTîs-

947,280 1,568,795

12,721 12,721

431,079 157,492
$ 1,39{,080 $ 1,739,008

$ $811,092,653 $ $815,898,108
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The Home lnsurance Company in Liquidation

statement of Restricted and unrestricted cash Receipts and Dísbursements
(Modified-Cash Basis)

(Unaudited)

January 1,2020
To

June 30, 2020
Gash and marketable securities received:
Net investment income
Reinsurance collections - unrestricted
Agents'balances
Salvage, subrogation and other claim recoveries
Realized capítal gains on sale of fixed-income securities (Note 1)
Miscellaneous income
Allother

Totalcash receipts

Cash operating disbursements:
Human resources costs (Note 3)
Realized capital losses on sale of fixed-income securities (Note 1)
Consultant and outside service fees
General office and rent expense
Legal and audit fees
lnvestment expenses
Computers and equipment cost
Administration costs
Loss expenses paid (Note 1)
Capital contribution
Allother
Total cash operating disbursements $
Excess of receipts over operating disbursements $

277 822.39 17 958
$ 17,66 ,490 $ 44,40i,997

4,303,007 7,605,447
666,178 829,191

1,081,941 2,502,713
575,593 1,294,691
518,018 1,072,149
346,748 722,197
100,395 266,525
87,994 168,487
67,761 120,835
33,680 24,789

152,461 810,251
7,933,775 $ 15,417,272
9,727,715 $ 29,990,726

$ 10,427,642.02 fi
ô,145,561.13

538,421.95
149,440.55
119,230.42

3,371.57

January 1,2019
To

December 31 2019

22,473,252
16,708,821
1,102,506

207,217
4,098,026

200,217

Deductible reimbursements (Note 7)
Class I Distributions (Note 8)
Glass ll Distributions (Note 9)
Escrow Recovery (Note 9)

Cash disbursements and distributions in excess of receipts

Begin nin g restricted and u n restrícted fixed-income securitíes, sho rt-
term ínvestments, and cash and cash equivalents, at cost

Ending restricted and unrestricted fixed-income securities,
short-term investments, and cash and cash
equivalents, at cost

$ (5,029,822)$ (92,177,1411

812,5s9,611 904,736,752

$ 807,529,789 $ 812,559,61I

212ß43

14,544,694

338,600
8,65r,56s

132,802,678
(20,624,976\

See accompanying notes
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The Home lnsurance Company in Liquidation

Statement of Changes in Restricted and Unrestricted Net Assets
Excluding Certain Amounts

(Modified-Cash Basis)
(Unaudited)

January 1,2020
To

June 30, 2020

January 1,2019
To

December 31 2019

Restricted and unrestricted net assets, excluding certain
amounts, beginning of year

Cash operating disbursements in excess of unrestricted
and restricted cash receipts

Other changes ín restricted and unreçtricted net assets:
Limited partnership interests, illiquid
lnterest íncome due and accrued
lncurred but unpaid administrative and investment

expenses (Note 3)
Class I distribution checks outstanding (Note B)
Class ll distribution checks outstanding (Note 9)

Restricted and unrestricted net assets, excluding
certaín amounts, end of year

See accompanying notes.

$ $815,898,109 $ $907,698,397

(5,025,822) (92,177,139)

(117,082)
(6,480) 189,084

621,515 221,481
(3,420)

ßa,294)(273,587)

$ $811,092,653 $ $815 ,898,109
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The Home Insurance Company in Liquidation ("Home")

Notes to Financial Statements
(Modified-Cash Basis)

(Unaudited)
June30,2020

1) Basis of Accounting

These financial statements are prepared using the modified cash basis of accounting which
differs from accounting principles generally accepted in the United States. Only those assets
that are within the possession of the Liquidator and other known amounts for which ultimate
realization is expected to occur, primarily investments and cash and cash equivalents, and
certain receivables, are recorded. Liabilities that have been acknowledged by the Liquidator
are prioritized into creditor classes in accordance with the New Hampshire Statute establishing
creditor classes in insurer insolvencies, RSA 402-C: 44. Only incurred but unpaid Class I
(Administration Costs) liabilities, which are in a creditor class superior to all other classes, are
presented in these financial statements.

These financiai statements do not record the amounts of certain assets such as outstanding
receivables, reinsurance recoverables, securities on deposit with various states and the federal
govemment, early access distributions, funds held and claims against others, and certain
liabilities, including insurance claims, as such amounts have not been settled and agreed to
with third parties.

The amount shown for loss expenses paid primarily represents (1) loss expenses accorded
administrative expense priority by the rehabilitation order and liquidation order, and (2)
expenses relating to obtaining claim recoveries which also are entitled to administrative
expense priority. Checks issued for such loss expenses that are not cashed a¡e reflected as
liabilities.

Unrestricted illiquid assets represent investments in common stock and limited partnership
interests which are not liquid since these are not publicly traded.

Realized capital gains and losses on sale of bonds are calculated based on original cost of the
bonds. Proceeds received above or below cost on maturity ofbohds are included as part ofnet
investment income-

Proceeds received above or below original cost are treated as a gain or loss upon disposition of
common stock.

This statement does not include any assets of Home's branches outside of the United States.
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The Home Insurance Company in Liquidation ("Home")

Notes to Financial Statements (continued)
(Modified-Cash Basis)

(Unaudited)

2) Investments

The cost and estimated fair values of unrestricted fixed-income securities and common stock
by major category are summarized as follows:

June 30,2020
Gross Gross

Unrealized Unrealized Fair
ValueCosf Gains Losses

Fixed-income securities:
U.S. Treasury notes
Government agencies
Corporate
Mortgage-backed
Asset-backed
Total s_7a4J5!J9L _21t985.,508_ $_11S79J4Ð $763d5é¿ó6

Total Common Stock $ 1,628,052 $ $ (1,628,050) $
.|

The amortized cost of unrestricted fixed-income securities is 5739,375,878 at June 30,2020.
Based on such amortized cost, gross unreaiized gains are 524,569,895 and gross uuealized
losses are $89,507.

Decemher 31 2019

$ 38,095,961
30aM,259
472,621,t62
89,969,848

L13,847,572

s 732,045
932,422

14,068,020
3,816,456
1.4s5.664

s (214,844)
( 52,960)

(1,491,644\

(120,4951

38,614,062
31,095r721
485,19',1,439

93,786,304
115.1.62.740

Cost

Gross
Unrealized

Gains

Gross
Unrealized

Losses
Fair

Value
Fixed-income securities
U.S. Treasury notes
Government agencies
Corporate
Mortgage-backed
Asset-backed
Total

$ 49,229,336
30,2161259
479,867,905
100,656,335
55.25J"966

$_715¿2:t80L

$ 328,945
434,812

5,009282
1,690,777

104,812

fi (292,969) S 49,265,3L2
( 15,0ó5) 30,636,006

Q,701,772) 482,175,414
( 630,505) 101,716,608
(239,355) s5,119,423

Total Common Stock $ 1,628,052 $ s (1,628,050) $

The amortized cost of un¡estricted fixed-income securities is $710,428,469 at Ðecember 31,
2019. Based on such amortized cost, gross unrealized gains are $8,823,354 and gross
unrealized losses are $339,061.

7
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The Home Insurance Company in Liquidation ("Home")

Notes to Financial Statements (continued)

. (Modified-Cash Basis)
(Unaudited)

2) Investments (continued)

The cost and fair values of unrestricted fixed-income securities by contractual maturity are as
follows:

Vnrestricted fixed-income securities

' Cost Fair Vllue
June 30,2020

One year or less

Over one year through
five years

Over five years through
twenty years
Mortgage-backed
Asset-backed

$ 138,202,702 $ 139,379,932

383,526,631 394,651,513

Total

I)ecember 31,2019

One year or less

Over one year through
five years

Over five years through
twenty years

Mortgage-backed
Asset-backed

Total

sJ54,112,692 $í23"69L400

Unrestricted fixed-income securities

Cost FaÍr Value

$ 89,484,819 g 99,662,727

4080608,141 409,957,367

29,095,939
89,969,848

113.847,s72

31,711,010
93,796,304

1t5,162.740

63,456,639
101,716,607

55,119,423

il22A,541
100,656,335

55.253.966

$.t15¿23+801 57189l¿JÁ3

3
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The Home Insurance Company in tiquidation ("Home")

Notes to Financial Statements (continued)
(Modified-Cash Basis)

(Unaudited)

3) Incurred But Unpaid administrative Expenses and Investment Expenses

Accrued expenses incurred in the nonnal course of Home's liquidation, but unpaid as of
June 30, 2020,are as follows:

Human resources costs
Consultant and outside service fees
Legal and auditing fees
Other administration costs
General office and rent expense
Total accrued administrative expenses

s 443,325
204,256
24,053
77,399
23.638

772"670

Accrued investment expenses 174.610

Total accrued expenses $ 947,280

The amount of accrued expenses at December 31, 2019 was $1,568,795 and net assets for
2020 increased by $621,515 due to the decrease in the accrual.

Various full-time employees of Home are covered by employee incenlive plans, which were
approved by the Liquidation Court on December 7,2019. The costs of these plans are
primarily payable in 202A, but are based on 2019 service and are being accrued over the
service period in 202A. Accrued administrative expense includes $443,325 of incentive plan
costs.

4) Restricted Funds

The Liquidator has drawn down on letters of credit (LOC) upon receiving notices of
cancellation or notices of non-renewal from the issuing bank. Such LOC drawdowns relate to
insurance losses not yet proven and/or settled and are recognized as restricted cash receipts.
Restricted ftrnds will be-recognized as unrestricted reinsurance recoveries when such balances
are proven and/or settled between the beneficial owner and the Liquidator. Restricted funds
related to reinsurance recoveries total $195,667 at June 30,2020 and December 31,2019.

4
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The Home Insurance Company in Liquidation ("Home')

Notes to Financial Statements (continued)
(Modified-Cash Basis)

(Unaudited)

5) Securities on Deposit

Investments on deposit at the original cost with various states and the federal govemment were
' $769,084,5767,360 and$73,947,287 atJune 30, Z}2},December 3 l,2aß *d Jun. 13,2003,
respectively. The federal deposit is the only deposit still held at June 30, 2020, and as
described in Note 1, the Liquidator does not record the amount of this asset as such amount
has not been settled and agreed to with the federal government.

Various states have withdrawn such deposits and related interest for use by the related state
guaranty associations. The market value of these withdrawals in the amount of $54,835,498
may be offset against ñlture distributions to such guaranty associations.

6) Early Access Distribution

On November 2,2016, the Liquidation Court approved the eleventh early access distribution
to insurance guaranty associations based on guaranty association payments through July 30,
2016. The Liquidator paid $14.7 million for the eleventh early access distribution through
December 31,2016. The total of all early access payments through June 30, 2020 was $256.0
million including other deemed early access payments.

As a condition for receiving early access distributions, the guaranty associations entered into
'oclaw back" agreements with the Liquidæor requiring the return of any amounts advanced
that exceed the eventual distributisn percentage for their creditor class. Pursuant to the "claw
back" agreements, the Liquidator requested and received the return of $5.9 million for the
eleventh early access advance. Such returns of "claw back" amounts are netted against the
related early access advances in the financial statements. The distribution caps are (i) an
amonnt equal to 40% of the total incurred costs projected by each guaranty association, and
Q) anamount equal to 75o/o of each guaranfy association's cumulative paid claims.

The Liquidator may periodically make additional early access distributions in the future,
subject to the Liquidation Court's approval. Early access distributions and related advances are
not recorded as assets in the accompanying statements of restricted and unrestricted net assets,
excluding certain amounts, although they represent payments in advance of distributions to
other claimants. Early access distributions and related advances will ultimately be credited
against amounts payable to Guaranty Associations to ensure pro rata distributions arqong
members of the same class of creditor of the Liquidating Company.

5
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The Home Insurance Company in Liquidation ("Home")

Notes to Financial Statements (continued)
(Modified-CaSh Basis)

(Unaudited)

6) Early Access Distribution (continued)

The following summary represents early access distributions and related advances that are not
reflected in the Statement of Net Assets.

Early Access Disiributions paid in cash

Assets withdrawn from special deposits held by
states to pay Home claims (market value, see
note 5)

Other deemed Early Access advances paid in cash

Total

8 252,942,104

$_3_1!p25i14

7) Home Deductible Policies - Reimbursement

On April 6,2011, the Liquidation Court approved an agreement between the Liquidator and
the Guaranty Associations regarding Home Deductible policies (the Deductible Agreement).
The Deductible Agreement provides that the Liquidator will reimburse the signatory Guaranty
Associations for deductible amounts collected during liquidation. The Liquidator also charges
fee of 7.5Yo as reimbursement of the Home's expenses incurred in the collection process.
Forty-six Guaranty Associations have signed the Deductible Agreement to date. On May 21,
2020, the Liquidator paid 5212,843 and on March 6,2019 the Liquidator paid $338,600, after
netting of the fee.

8) Allowed Claims

As of June 30, 2020, the Liquidator has allowed, and the Liquidation Court has approved,
$107,891,372 of Class I claims, 52,854,553,262 of Class II claims, 52,672,527 of Class III
claims, $333,864,498 of Class V claims and $53,887 of Class VIII claims. Class I claims paid
in 2079 were $8,651,565 for the tenth and ninth distribution of Guaranty Associations'
adminishative costs. It is management's judgment that there will not be sufficient assets to
make distributions on allowed claims below the Class II priority. Distributions on allowed
claims will'depend on the amount of assets available for distribution and allowed clairns in
each successive priority class under New Hampshire RSA 402-C:44.

54,835,498

3.148.212

6
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The Home Insurance Company in Liquidation ("Home")

Notes to Financial Statements (continued)
(Modified-Cash Basis)

(Unaudited)

9) fnterimDistribution

On February 10,2012, the Liquidator submitted a motion to the Liquidation Court seeking
approval for a 15Yo interim distribution on allowed Class II claims. The interim distribution
was approved by order of the Liquidation Court on March 13,2012 (as amended July 2,2012),
and was subject to receipt of a waiver of federal priority claims from the United States

Department of Justice. The waiver was received on November 5,2014.

Additionally, on September 28, 2015, the Liquidator subrnitted a motion to the Liquidation
Court seeking approval for a second interim distribution of l0% on allowed Class II claims.
The Liquidation Court issued an order approving the motion on November 16, 2015 (the
Order). On March 7,2016, the Order was amended so that claimants who had not received the

'first interim distribution would be paid the second interim distribution coincident with the first
interim distribution. The second interim distribution was subject to a waiver from the United
States Department of Justice. The waiver was received on July 18, 2016.

On September 28, 2018, the Liquidator submiued a motion to the Liquidating Court seeking
approval for a third interim distribution of 5Yo on allowed Class II claims. The Liquidation
Court issued an order approving the motion on October 18, 2018 subject to a waiver ûom the
United States Department of Justice. The waiver was received on Apúl 10,2Q19. r

As of June 30, 2020, cash paid relating to the interim distributions 'n 202A and 2019 totaled
514,544,694 and fi132,802,678 respectively, and $431,079 and $157,492 remains outstanding
as a payable for outstanding checks íssued in202} and in 2019 respectively. The total of all
clasç II payments issued through June 30, 2A20 was9640,233,194.

10) Claim Amendment Deadline Motion

The Liquidator ñled a Motion for Approval of a Claim Amendment Deadline on August 1,

2019 seeking to establish a deadline for the amendment of claims. As described in that
motion, claims filed after the claim amendment deadline and potential claims (claims that
cannot be specifically identified by the deadline) will be baned if the Motion for Approval of
Ciaim Amendment Deadline is granted. Twelve objections were filed by the November 18,

2AD deadline for objections to the motion. An additional objection was filed on December 24,
2019. Two objections have been withdrawn. The Liquidator filed responses in December
2019. A status conference was held on February 28,2020.1n an order dated2l2820, the Court
gave objectors until 4lll70 to file further memoranda and the Liquidator until 511120 to file
responsive memoranda. The Liquidator filed his response on4130120. A hearing on the motion
and objections was set for 6/23/20, but on 5/27120 the court continued the hearing, which will
be rescheduled as the docket allows after 9/1120. On September 11, 2020,The Liquidator filed
a rriotion requesting that the Court schedule a hearing on the Claim Amendment Deadline by
videoconference in the fall.

7

645



The Home lnsurance Gompany in Liquidation
G&A Expenses (Actual vs Budget)
June 30,2020

Full Year

Budget

7,364,604

36,149

1,170,469

201,800

36,650

12,204
93,200

2,680,710

1,305,000

159,000

77,000

100,000

13,236,796

Variance

2020
(7,654)

(10,381)

177,2331
(563)

(9,087)

(3,4151

(t,t0t)
(170,087)

(318,281)

(e27)

60,439
(49,f 80)

(587,471)

Budget

2020

3,673,120

18,224
582,651

100,900

18,325

6,f 02

46,600

1,340,355

717,500

79,500

50,000

6;633¡2?7

45,499
Outside includ I,170,269

and I
Bank Fees 78,573

lnsu¡ance
llliscellaneous 820

Total Expenses Incurred
I

Actual

2020
and Benefits

Travel 7,843
Rent 7

100,337
and

mx5
õ-
=
G)
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The Home lnsurance Company in Liquidation
Portfolio Summary Report- Bonds and Short Term lnvestments

Securities Held as of June 30,2AZO
(000's)

Conning lì/lanaged:

%ofBV
Fixed lncome

6.3% Short Term
4.3% Agency
4.8o/o Government
58.9% Corporate
10.9% Mortgage Backed
14.4% AssetBacked
O.4o/o CMBS

100.0% Totat

Other investments- Home lnsurance
100% US Treasury Bills and Notes

Total Home lnsurance (1)

Book
Value

Market
Value

Unrealized
Gain (Loss)

'1,083

869
16,464
4,181
1,498

386
24,480

Eff Mat
(Years)

Average
Credit
Quality

Aaa

Aa3

Earned
lncome
6/30/20

Book
Yield

49,668
u,187
37,745

464,559
85,746

113,665
3,474

789,044

9,905

798,949

49,668
35,270
38,614

481,023
89,927

1 15,163
3,859

813,524

0.04
1.79
"1.24

2.15
3.16
1.36
5.31- 1¡e

0.09
2.56
2.10
2.51
2.51
2.43
2.86
2.33

N/A

Aa2
Aaa
M.
Aaa
Aaa
Aaa
Aa3

247
434
438

6,363
1,155

937
49

9,622

8ô

9,708 (2)

9,835

823,359

(70)

24,410

0.04

1.96

2.88

2.34

(1) lnvestment balances do not include cash amounts invested in sweep accounts of Citizens Bank añd
¡nvestments ¡n common stocks and limited partnersh¡ps.

(2) On an annualized basis, the total estimated ìncome generated by the portfolío, calculated based on holdings as of June 30, 2020,
would be $16.7 million over the next 12 months.

m
X

=
-ì1
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Exhibit D

THE HOME INSURANCE COMPANY IN LIQUIDATION
HOLDINGS REPORT

AS OF JUNE 30,2O2O

CUSIP DEsCRIPTION CPN MATURITY QUANTITY

BOOK

VALUE

MARKET

VALUE

262006208 DREYFUS GOVERN CASH MGMT-INS

TOTAI- CASH EQUIVALENTS

sHoRT TERM (OVER 90 DAYS)

912828NM8 US ÏREASURY BILL

91.2796fÙ7 US TREASURY BILL

TOTAL SHORT TERM

U S TREASURY

912828A83 US ÏREASURY N/B

912828858 US TREASURY N/B

9L2828K74 U5 TREASURY N/B

9L2828VZO US TREASURY N/B

TOTAL U S TREASURY

TOTAL GOVERNMENT & AGENCIES

PROV]NCIAL

0.085

2.375

2.125

2.000

2.000

7.750
2.050

2.s50

3.500

3.s00

1.887

lorc
3.063

07/Ls/2020
08/73/2020

72/3u2020
01t31t2021

08/ts/202s
09/30/2020

8,363,000.00
77s,O00.00

9,905,356.09

773,569.70

9,835,133.44

773,569.74

07h5/2020 49,668,226.72 49,668,226.12 49,668,226.72

49,668,.226.72 49,668,226.72 49,668,226.12

9,138,000.00 1 5.78 1-0,608,703.14

20,000,000.00

4,000,000.00

6,000,000.00
7,800,000.00

20,035,748.80

3,989,163.48

5,919,792.06

7,800,745.13

20,2L8,750,90

4,045,000.00

6,513,750.00

7,836,562.50

37,800,000.00 37,745,449.47 38,614,062.s0

37,800,000.00 37,745,449.47 38,614,062.50

01306GA89

s63469UH6

68323AES9

74B148RU9

20772KGK9

2350364G2

79817AAHg

9I41,2GU94

PROVINCE OF ALBERTA

MANTTOBA (PROV|NCE OF)

oNTARIO (PROVTNCE OF)

PROVINCE OF QUEBEC

TOTAL PROVINCIAL

TAX MUNICIPAL

CONNECT¡CUÏ ST
DALLAS-FORT WORTH TX INTERNATI

SAN JOSE CA REDEVAGY SUCCESSO

UNIV OF CALIFORNIA CA REVENUES

TOTAL TAX MUNICIPAL

08/26/2020
n/3a/2020
02/1212021

07/2912020

04/15/2021
n/au2021
08/oLl2A2s

a7 /a1./2025

os/ts/2025
Lu23_/2022

tuo3/2022
08/09/2022
02/22/2023
09h4/2020
03/03/2022
oe/2412020

02hs/2027
12/07/2024
Lt/ts/2022
os/0612021

02/23/2023
02/09/2A22

a1"/zs/2022
a9/ß/2022
03hs/2023

4,000,000.00

4,000,000.00

4,000,000.00

5,000,000.00

3,995,448.84

3,992,232.32

4,003,03o.76

64.50

4,009,976.00

4,024,820.00

4,049,896.00

5,012,490.00

17,000,000,00 L6,994,576.42 17,097,182.00

3,175,000.00

1,950000.00
4,000,000.00

4,000,000.00

3,r94,793.68
1,9s0,000.00

4,000,000.00

4;024,123.68

3,247,L36,00

1,974,843.00

4,392,400,00

4,384,160.00

13,125,000.00 17.36 13,998,539.00

CORPORATE

00206RcN0 AT&T tNC

OO287YBN8 ABBVIE INC

OO44OEAU]. CHUBB INA HOLDINGS INC

O22O9SAN3 ALTRÍA GROUP INC

0231354W6 AMAZON.COM tNC

0258MODX4 AMERICAN EXPRESS CREDIT

0258MOEGO AMERÍCAN EXPRESS CREDIT

A2665WAZ4 AMERICAN HONDA FINANCE

O3O27XAH3 AMERICAN TOWER CORP

036752AC7 ANTHEM tNC

0373898D4 AON CORP

037833AR1 APPLE INC

O37B33BU3 APPLE INC

037833CMO APPLE INC

04685A286 ATHENE GLOBAL FUNDING

O5348EAQ2 AVALONBAY COMMUNITIES

Os34BEARO AVALONBAY COMMUNITIES

3.400

2.545

2,875

2.850

2.400
2.600

2.700

2.450

3.300

3.3s0

2.204
2.8s0

2.850
2.500

4.000
2.950

.2.gs?

3,000,000.00

3,700,000.00

8,000,000.00

2,500,000.00

3,92s,000,00

1,080,000.00

5,000,000.00

3,000,000.00

3,500,000.00

1,340,000.00

3,700,000.00
7,000,000.00

5,000,000.00

3,000,000.00

4,0s0,Ó00.00

1,200,000.00

L,000,000.00

2,952,064.68

3,700,000.00

8,r78,137.84
2,s27,996.43

3,950,113.89

7,078,432.26

4,996,702.15

2,998,510.44

3,466,699.64

t,339,726.O5

3,699,41O.96

7,008,844.75

5,065,819.40

2,999,949.87

4,049,579.65
1,222,982.r0

L,422,784.6s

3,286,221,00

3,7LL,003.80

8,399,912.00

2,604,480.O0

4,L23,813.03

t,082,633.04

5,168,345.00

3,012,555.00

3,554,050,50

1,,470,822.86

3,841,203.L0

7,153,1.46.00

5,309,s30.00

3,098,997.00

4,186,189.35

t,2s2,282.84

7,043,584.00
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CUSIP DESCRIPTION CPN MAÏURITY QUANTITY

BOOK

VALUE

MARKET

VALUE

05531FAXl TRUIST FIN CORP

O5565QBU1 BP CAPITAL MARKETS PLC

05578AAA6 BPCE SA

O6O5].GGTO BANK OF AMERICA CORP

O6O51GGZ6 BANK OF AMERICA CORP

O6367WJN4 BANK OF MONTREAL

O64O6RAA5 BANK OF NY MELLON CORP

O64O6RAC1 BANK OF NY MELLON CORP

064159QD1 BANK OF NOVASCOTIA

084659AK7 BERKSI.IIRE HATHAWAY ENERG

084670BR8 BERKSHIRE HATHAWAYINC

09659W283 BNP PARIBAS

1O112RAU8 BOSTON PROPERTIES LP

11135FAA9 BROADCOM INC

1.21891AQ4 BURLINGTN NORTH SANTA FE

r.25523AE0 CrGNA CORP

126650CW8 CVs HEALÍH CORP

I49T2L6CO CATERPILLAR FINANCIAL SE

149].3Q2W8 CATERPILLAR FINL SERVICE

166764A86 CHEVRON CORP

77275R8D3 C|SCO SYSTEMS rNC

172967FT3 C|T|GROUP tNC

1912168Y5 COCA-COLA CO/THE

225433A-18 CRED SUIS GP FUN LTD

22546QAR8 CREDTT SUTSSE NEW YORK

22550t286 CREDIT SUISSE NEW YORK

2338518W3 DAIMLER FINANCE NA LLC

244228TG4 JOHN DEERE CAPITAL CORP

2s4687CM6 WALT DTSNEy COMpANy/THE

26875PAK7 EOG RESOURCES INC

278642A83 EBAY INC

3O231GAF9 EXXON MOBIL CORPORATION

3].677Q8G3 FIFTH THIRD BANK

341.099CP2 DUKE ENERGY FLORIDA INC

354613AJ0 FRANKLIN RESOURCES INC

3695508E7 GENERAL DYNAMICS CORP

370334CF9 GENERAL MILLS INC

381.41.GWQ3 GOLDMAN SACHS GROUP f NC

4042808A6 HSBC HOLDINGS PLC

422I7KBA3 WELLTOWER INC

4282368X0 HEWLETT-PACKARD CO

4370768L5 HOME DEPOT INC

43851.68T2 HONEYWELL INTERNATIONAL

44328MAC8 HSBC BANK PLC

458140AM2 INTEL CORP

46625HHU7 JPMORGAN CHASE & CO

46625qod2 JPMORGAN CHASE & CO

4684915W2 JACKSON NATL LIFE GLOBAL

539439AP4 LLOYDS BANKING GROUP PLC

55279HA14 MANUF & TRADERS TRUST CO

57629WCG3 MASSMUTUAL GLOBAL FUNDIN

57636QABO MASTERCARD INC

5850558R6 MEDTRONICINC
58933YAQ8 MERCK & CO tNC

59217GCD9 MET LIFE GLOB FUNDING I

5949188P8 MICROSOFT CORP
5951128R3 MICRON TECHNOLOGY INC

6174468C6 MORGAN STANLEY

2.750
3.561

2.750
3.093

3.366
2.903

2.600
2.661
2.375
2.800

2.750
3.500

3.8s0

3.125
3.850

3,400

4.100

3.300

2.650
2.355

2.200
4.500

1.550

3.800

3.000
2,800

3.300
2.800

3.000

2.625
2.604
2.709

2,250
3.100

2.800

3.000

4.000

3.272

3.600

3.750

4.050

2.000

2.150
4.r25
2.700

4.250
2.550

2.500
2,947

2.500

2.950

3.375

3.150

2.350

2.650

1.550

2;497
4.000

04/07/2022
11"/otl2o21.

or/Lu2023
70/ou2o25
oLl23/2026
03/26/2022
02/07/2022
osh6/2023
ot/78/2023
07/7s/2023
03/7s/2023
03/ot/2023
02/ot/2023
04/ts/2a21
0e/au2023
091L7/2021

03/2s/202s
06/09/2024
osl!7/202r
12/05/2022
a2/28/202r
ot/74/2022
os/07/202L
06/0s/2023
LO/29/2027

04/a812022

0s/19/202s
03/06/2023
09/Ls/2022
a3hs/2023
07/7s/2022
03/06/2025
06/74/2A2r
08/ts/2021
09/7s/2022
os/t!/2a2t
04/77/202s
osl2e/202s
os/2s/2023
03/tsl2023
09lrsl2o22
04/0r/2027
08/08/2A72
08/12/2020
12/7s/2022
LO/ts/2020
03lot/2021-
06/2712022

ruo7l2o23
0sh8/2022
0t/71/2025
04/0r/2024
a3/ls/2022
02ho/2022
04108/2022

08/08/202!
04/24/2023
07/23/2025

s,s00,000.00
8,550,000.00

4,000,000.00
4,000,000.00

3,000,000.00

3,250,000,00

5,000,000.00
2,605,000,00

6,000,000.00

3,125,000.00

5,000,000.00

5,000,000.00

2,500,000.00

3,000,000.00

5,000,000.00

1,425,000.00

1,760,000.00
4,000,000.00

2,500,000.00

3,500,000.00

7,500,000.00

4,000,000.00

5,000,000.00
2,000,000.00

2,000,000.00

3,900,000.00

3,000,000.00

7;000,000.00

3,000,000.00

4000,000.00
3,600,000.00

5,000,000.00

1,283,000.00

4,000,000.00

4,000,000.00

2,600,000.00
2,2s0,000.00

4,000,000.00

3,000,000.00

3,400,000.00

1,500,000.00

7,500,000.00

4,000,000.00

3,000,000.00

5,000,000.00

s,000,000.00

2,500,000.00

4,000,000.00

3,000,000.00

5,000,000.00

5,000,000.00

2,000,000.00

5,000,000.00

5,000,000.00

s,000,000.00

4,000,000.00

2,000,000.00

4,000,000.00

s,496,269.35

8,647,400,06

3,982,089.00

3,994,895.29

3,000,000.00

3,250,000.00

4,9;96,423.00

2,605,000.00

6,052,792,39

3,125,000.00

5,076,280.50

5,r35,473.55

2,607,299.03

3,019,243.02

s,22r,387.60

1,425,000.00

L,747,897.24

4,082,087.92

2,499,465.85

3,500,000.00

7,475,834.4O

4,084,025.92

4,978,910.50

2,077,847.20

2,004,731.22

3,903,2r1.32

3,028,080.78
7,097,230.38

3,074,637.84
3,982,81.1.00

3,563,371-.66

5,0L3,813.10

7,270,873.89

4,035,646.96

4,080,775.28

2,597,349.22

2,248,44L,3,8

3,996,074.76

3,L7A,978,28

3,523,796,65

1,520,221.61

7,465,829.r0

4,A32,972.57

3,005,004.30

5,084,059.65

5,020,326.50

2,489,859.t5

3,994,993.36

3,000,000.00
4,997,26434
4,993,264.4s

2,057,568.54

5,047,65L.30

4,983,4LL.75

4,999,315.05

3,973,899.84

2,000,000.00
4,Lt9,L38.48

5,699,545.50

8,869,829.85

4,183,600.00

4,3X.9,224.4O

3,277,452.00

3,253,828.50

5,162,055.00

2,705,581.66

6,236,646.00

3,289,075,00

5,289,185.00

5,287,500.00

2,667,947.5O

3,049,419.00

5,472,465.00

L,47I,I87.70
L,982,842.40

4,380,228.00

2,546,807.54

3,640,234.50

7,591,567.54

4,230,264,00

5,068,085.00

2,1,49,486.00

2,067,284.OO

4,045,789.80

3,189,735.00

7,474340.00

3,164,253.0O

4190,640.00
3,717,856.80

5,362,880.00

1,302,L33.38

4,083,256.O4

4,167,704.00

2,659,753.20

2,550,728.25

4,299,920.04

3,220,248.00

3,582,3rt.40
7,606,032.00

7,585,440.00

4,138,936.00

3,072,357.00

5,289,040.04

5,056,2s0.00
2,s3L,192.s0

4,11-0,000.00

3,LL2,500.00

5,170,720.0Q

5,428,630.00

2,2L4,036.00

s,224,525.04

5,155,905.00

5,174,655.00

4,055,016.00

2,078,650.O0

4,524,104.OO
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CUSIP DESCRIPTION CPN MATURIW QUANTITY

BOOK

VALUE

MARKET

VALUE

63254AAY4 NATIONAL AUSTRALIA BIINY
637O77NO NATIONAL OILWELL VARCO I

63859U8D4 NATIONWIDE BLDG SOCIETY
63859U8E2 NATIONWIDE BLDG SOCIETY
641"062AD6 NESTLE HOLDINGS INC

641062N3 NESTLE HOLDINGS INC

64952WC50 NEW YORK LIFE GLOBAL FDG
6668078M3 NORTHROP GRUMMAN CORP
66989HA88 NOVARTIS CAPITAL CORP

67O77MAVO NUTRIEN LTD

68389X8A2 ORACLE CORP

69349LAMO PNC BANKNA
69371RM94 PACCAR FINANCIAL CORP

69371RQ;4 PACCAR FINANCIAL CORP

7134488Y3 PEPSTCO tNC

777081D23 PFTZER tNC

717081EN9 PFIZER INC

778772CQ0 PHILIP MORRIS INTL INC

74OOsPBFO PRAXAIR INC

741.503881. BOOKING HOLDINGS INC

7 42718EU9 PROCTER & GAMBLE COITHE

74368CAKO PROTECTIVE LIFE GLOBAL

74456Q8H8 PUBLIC SERVICE ELECTRIC

747525A83 QUALCOMM INC

747525AR4 QUALCOMM INC

776743A86 ROPER TECHNOLOGIES INC

7974409N3 SAN DIEGOG & E

822582AS1 SHELL INTERNATIONAL FIN

828807CN5 SIMON PROPERTYGROUP LP

854502A03 STANLEY BLACK & DECKER I

857 4778H5 STATE STREËT CORP

85777PAG7 EQUINORASA

87236YA88 TD AMERITRADE HOLDING CO

876728A29 TARGETCORP

89114Q8X5 TORONTO-DOMINION BANK

89153VAP4 TOTAL CAPITAL INTL SA

89236T6W9 TOYOTA MOTOR CREDIT CORP

8935260K6 TRANS-CANADA PIPELINES

9O2674YA2 UBSAG LONDON

90327QD48 USAA CAPITAL CORP

9O331HPC1 US BANK NA CINCINNATI

9113128C9 UNITED PARCEL SERVICE
91324P8Z4 UNITEDHEALTH GROUP INC

92826CAC6 V|SA tNC

929043N6 VORNADO REALTY LP

949748GR5 WELLS FARGO & COMPANY
16L2L4CV3 WESTPAC BANKING CORP
96145DABL WRKCO tNC

TOTAL CORPORATE

MORTGAGE BACKED

2.875

2.600

2.450

2.000

3.350
3.100

2.300

2.930

2.400

1.900

2.800

3.800

2.250

2.6s0

2.750

2.200

3.200

].125
2.700

2.750

2.1s0
3.397

3.150

3.000

2.600

3.650

3,000

2.375

2.750

2.900

2.825

2.450

2.950

2.900

2.5s0

2.750

2.900

3.800

1.750

1.500

2.650

2.350

2.750

2.800

3.s00

2.550

2.100

3.000

6.000
6.000

3,000

2.500
6.000

04/72/2023
I2/Or/2022
07/27/?O27
oL/27/2023
09/24/2023
09/24/2021
06/70/2022
01./Ls/202s
09/2L/2022
osh3/2023
07/08/2A2L
07/25/2A23
02/2sl2o2r
04/06/2023
03/05/2022
72/ts/2027
09/Ls/2A23
05/0!/2023
02/27/2023
æ/as/2022
os/1r/2a22
06/28/2021
08/75/2024
os/20/2022
oLl3012023
09/7s/2023
08lts/zau.
08/2u2022
02lar/2023
tu0L/2022
03130/2023

ou17/2023
o4/ou2022
ot/7s/2022
ou25/2021
06/tsl2027
03/30/2023
70/07/2020
04/2L/2022
os/otlzoiz
os/23/2022
05/76/2022
02175/2023

!2/14/2022
oThs/202s
72/07/202A
os/t3/202L
ae/ß/2024

4,000,000.00

1,693,000.00

4,000,000.00

1,575,000.00

2,200,000.00

1,325,000.00

3,050,000.00

3,s00,000.00

3,000,000.00

3,900,000.00

9,0q0,000.00

5,000,000.00

5,550,000.00

1,015,000.00

7,000,000.00

2,000,000.00

1,459,000.00

3,770,000.00

3,000,000.00

7,050,000.00

3,0oo,ooo.00

3,000,000,00

5,000,000.00

5,000,000.00

2,285,000.00

3,500,000.00

4,450,000.00

5,000,000.00

5,000,000.00

4,000,000.00

2,700,000.00

4,000,000.00

3,000,000.00

3,000,000.00

2,500,000,00

5,000,000.00

6,375,000.00

3,000,000.00

3,475,000.00

1,555;000.00

5,000,000.00

3,500,000.00

3,500,000.00

7,000.000.00

3,s00,000.00
1,546,000.00

s,000,000.00

2,600,000.00

3,993,646.48

1,691,384.49

3,998,398.72

1,573,033.64

2,294,194.25

L,34L,574.76

3,047,580.22

3,499,842.82

3,041,560.92

3,896,642.30

9,000,982.17

5,252,047.32

5,570,356.07

7,014,521.13

7,076,094.47

2,009,150.30

L,577,54!.37

3,758,061.35

3,059,135.91

7,254,200.07

3,016,683.66

3,000,000.00

5,157,235.25

5,066,082.25

2,283,304.O7

3,536,275.33

4,487,948,27

4,987,274.0O

5,039,910.30

4,000,537.36

2,704,096.8r

4,023,124.52

3,036,873.48

3,063,103.50
2,496,715.60

5,017,479.50

6,374,353.64

3,009,712.1,4

3,470,884.35

1,553,194.05

5,065,442.35

3,524,727.26

3,559,013.33

7,700,141.35

3,490,517.86

L,543,1,63.60

4,974,193.35

2,595,545.9L

4,234,1-00.00

1,70L,465.00

4,054,560.00

1,62t,919.25

2,383,449.20

1,364,612.20

3,ßA,202.60

3,780,784.00

3,72s,r78.00

4,071,,594.60

9,226,638.00

5,414,95s.00

5,6t8,731.20

L,070,375.36

7,290,73L.00

2,054,260.00

7,577,244.66

3,825,328.52

3,138,558.00

7,372,470.60

3,113,O94.00

3,059,754.00

s,3s7,780.00

5,224,660.00

?,395,824.79

3,80L,273.00

4,s36,948.55

5,189,350.00

s,19s;130.00

4,2!7,924.00

2,803,050.91

4,774,236.00

3,119,781.00

3,120,252.00

2,531,200.00

5,7L2,120.00

6,752,22L.50

3,007,49].00

3,s40,587.75

1,594,161.r2

5,206,285.00

3,622,692.50

3,674,783.04

7,386,r76.04

3,427,662.00

1,559,527.54

5,073,940.00

2,767,390.60

465,316,000.0A 468,582,604.52 485,197,438.63

312810DF6

312810EF5

3128ME4A6
3128M84T5

3128MJAD2

FHLMC POOL A68202

FHLMC POOL A68234
FHLMC POOL G16017

FHLMC POOL G16034

FHLMC POOL GO8OO3

1.1/01./2037

11/07/2037
12/01/2031.

ot/01./2032
07/or/2o34

89,285,82

1"07,607.80

7,719,849.39

8,503,295.28

207,540.10

97,437.42
108,483.36

7,898,3s0.22

8,51,4,737.74

272,572.94

106,74L.87

123,537.06

8,1,26,055.28

8,993,675.64

243,,492.28

650



CUSIP DESCRIPTION CPN MATURIW QUANTITY

BOOK

VALUE

MARKET

VALUE

3128MJMC1 FHLMC POOL G08354
3128MMVZ3 FHLMC POOLG18631

312BPYU36 FHLMC POOL J1.8702

31.292J8R0 FHLMC POOL C01848

312944At8 FHLMC POOL A95406

31.297ECPg FHLMC POOL A2-6378

31-3O7AEK4 FHLMC POOLJ21938

313O7FJM4 FHLMC POOLJ26568

313O7GTQ2 FHLMC POOLJ27759

3132GDMF6 FHLMC POOL QOO358

3L32GFXD4 FHLMC POOL QA2476
31335HsrJ3 FHLMC POOL C90859

3136AX7E9 FNA2017-M12A2
3I371,PC57 FNMA POOL 251s92
31376KE16 FNMA POOL 357539

3138A8KGO FNMA POOLAH6594

3138EM3Y5 FN A15314

3138NXE37 FNMAPOOLAR1O53

3138YEPP6 FNMAPOOLAYl329

3140J56H6 FNMA POOL BM1O99

31413FcK2 FNMA POOL 944002

3141sQ489 FNMA POOL 986518

31416XELO FNMA POOL A81.938

31416YTY4 FNMA POOLA83266

31.416YU89 FNMA POOLAB3306

3741.9LÐ42 FNMA POOL AE9122

31.4191YR8 FNMA POOL A8971.9

36202D5CL GNMA 2M POOL 3543

362O2EAK5 GNMA2M POOL3610

36202EU14 GNMA 2M POOL 4194

362028UU1, GNMA 2M POOL 4195

362O2EVN6 GNMA 2M PQOL 422I
362028VP1, GNMA 2M PAAL 4222

TOTAL MORTGAGE BACKED

ASSET BACKED

02529W445 ACAR 2020-2 A

03065M4G2 AMCAR 2015-4 D

05377R8X1 AESOP2015-1AA

05377RCA0 AESOP 201s-2A A

12597J4A0 CPS2020-AA
12656CA43 CPS2020-8A
13645YA85 CPART2O2O-1AA2A

14041NFM8 COMET 2017-A3 A3

143'I2QAD8 CARMX 201.6-4 A4

14315V4D4 CARMX 2A20-2 A3

17305FFM2 CCCTT 2014-A1 A1

17305EFR1 CCCTT 2014-As A5

22535FAA2 CAALT 2018-2AA
23341TAG1 Dr AOT 2077-2A D

23343R4A6 DTAOT2O2O-2AA

23344EAÇO DTAOT 2O2O-1A B

262OBJAGB DRIVE 2O].8-2 D

26208QAF4 DRTVE 2020-1 C

262OBVADB DRIVE 2O2O-2 A3

29366A4A2 ELL 20L1,A A1

3O167YAA9 EART 2O2O-2A A

5.000

2.500
3.000

6.000

4.000

6.000

2.500

3.500

3.000

4.500

4.500

5.500

3.'t81

5.000

5.500

3.500

3.500

2.500

3.000

3.000

6.000

5.ObO

3.500

4.000

4.000

3.500

4.500

5.000

5.500

5.500

6.000

5.500

6.000

07/ou2o3e
o1/07/2032
03/01/2027
06/01,/2A34
72lOU2040

0s/07/2034
ot/ou2a28
72/0u2028
a3/o7/2O29

o4/ot/2047
08/07/204L
r0/07/2024
06/2s/2027
03/0u2039
04/07/2034
03/otl2026
03/07/2027
07/ou2028
o3'/07/2030

03/07/2032
08/or/2037
06/0u2038
72/07/202s
07/0t/204r
07/or/2047
721O7/202s

t2/or/2040
04/20/2034
oe/20/2034
07/20/2038
07/20/2038
a8120/2038
08/20/2038

7,087,570.50

8,4r1,995.O4
3,096,706.80

270,o35.82

1,730,190.00

83,950.30

5,526,906.20

3,052,807.33
s;2a3,482.72

2,87!,364.27

1,649,940.20

L68,012.00

3,425,000.00

369,499.00

264,84L.3O

7,964,659.3L

1,798,219.02

4,7L9,402.1.4

5,747,934.45

4,700,277.76

331,565.58

35;256.87

3,017,L76.54

2,787,6L1.80

1,819,186.50

847,267.70

4,860,875.80

364,642.7O

321,971,.20

481,3s3.60

425,957.70

324,378.80

235,s28.30

L,100,457.08

8,420,575.36
3,767,015.45

279,227.45

1,75r,853.81

86,569.47

5,648,366.43

3,764,172.29

5,314,105.59

3;013,934.28

7,732,738.87

170,467.62

3,473,671.88

373,645.03

264,84L.30

2,0L9,082.85

7,827,064.77

4,210,879.19

5,945,373.87

4830,035.L3
329,410.69

3s,596.60

3,081,586.83

2,236,452.79

7,865,186.87

858,426.43

5,023,1,96.44

364,192.40

328,980.33

482,406.56

434,337.62

327,785.46

238,398.80

1,,277,612.L3

8,823,461..L3
3,258,43t.32

31,4,212.54

1,895,646.56

9s,2s6.37
5,81L,727.22

3,245,526.1,4

5,530,262.63

3,174,358.50

1,826,170.94

184,682.40

3,8s9,290.00

414,017.75

303,296.r3

2,079,21_3.s6

1,905,630.17

4,3t6,592,32

6,075,L5L.08
5,007,774.02

395,293.09

38,912.53

3,205,025.O2

2,428,429.13

1,99L,684.97

896,671.23

5,376,583.03

42s,907.33

384,899.93

s70,200.0s

489,433.25

383,240.24

270,674.89

87,423,O79.64 89,219,496.82 93,786,303.73

1.650

3.720

2,500

2.630

2.090

1.150

1,.770

2.430

1.600

7.700

2.880

2.680

3.470

3,890

1.140

2.760
4.740

2.360

0.830

2.040
1.130

12113t2023

04t07t2a20

07/20/2021

12t20t2021

05t15t2023

07t172423

1112'1t2022

01t15t2025

06t1512022

11t15t2024

01t2312023

06t07t2023

05t17t2027

01t17t2023

01116t2024

05115t2024

08t15t2024

03/16t2a26

05t15t2024

09t01t2023
08t15t2023

2,071,796.83

847,149.96

66,666.67

3,510,000.00

I,395,255.66

L,561,742.47

1,950,000.00

4,465,000.00

5,000,000.00

1,585,000.00

5,000,000.00
8,000,000.00

3,s71,467.84

364,379.25

1,740,000.00
1,000,000.00

4,s00,000,00
l-,135,000.00

700,000.00

679,024.2O

1,955,000.00

2,07r,877.67

847,749.96

66,545.87

3,488,578.21,

1,395,531.50

1.,567,714.87

1,950,000.00

4,464,337,80

4,990,309.9s

7,584,847.9t

5,021,763.20

8,030,696.48

3,s47,738.75

362,664.58

1,739,977.48

999,900.27

4,569 j477.L7

1,,134,846.59

699,973.94

690,528.78

L,954,894.47

2,079,987.26

847,573.88

66,518.43

3,502,247.53

L,404,225.71,

1.,562,746.98

1,968,0s0.13

4,605,528.60

5,077,307.34

1,621,,996.37

5,070,566.58

8,169,224.78

3,616,056.73

367,257.77

1,742,22L.63

1-,010,129.80

4,644,671.5L

L,742,939.54

74L699.25

669,L46.O4

1,,955,862.02
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I
CUSIP DESCRIPTION CPN MAÏURITY QUANTIW

BOOK

VALUE

MARKET

VALUE

33B44QAA1 FCAT2020-2A
34531KAD4 FORDO 2019-C A3

34531MA88 FORDL 2O2O-A A4

34533GAD1 FORDO 2020-8 A3

35105RAD2 FCRT2019-1 B

36259KAE7 GMALT2O2O.1 A4

43B13DAB4 HAROT 2O2O-2 A2

43813VAC2 HAROT 2019-4 A3

43814TAC6 HAROT2017-1 A3

44B91EAEg HART 2016.8 B

5877AFAD4 MBALT 2O2O-A A4
654747 AD6 NAROT 2077-A A3

65479NA84 NALT 2O2O-A A4
6B267CADO ODART 2O1-7-2A D

80285EAH0 SDART2016-1 E

80286MF1 SDART 2018-5 C

80286KA04 sRT2020-AA4
89239JAD6 TAOT 2019-8 A3

909458AC8 UACST 2020-1 B

92U7YAA2 VZOT 2A79-A AlA
92348PAA0 VZOT 2077-2A A

9234BTAC8 VZOTZA2}-AB
9286BJAB2 VALET 2020-1. A2A

96O42HAJ9 WLAKE 2019-3A C

96O42PAD4 WLAKE 2A2A-2A B

98162HAD2 WOLS 2020-A A4
98163WAC0 WOART 2020-8 A3

TOTAL ASSET BACKED

TOTAL MARKETABLE SECURITIES

TOTAL MARKETABLE AND C/E

COMMON

349s8N100 FORï|CELL BtOSCtENCE, tNC

RIMCO ROYALry MANAGEMENT, INC

91.0585406 UNITED MERCHANTS & MFR

910858414 UNÍTED MERCHANTS & MFR - WTs

778789T03 CITIVEST INTERNATIONAL LTD

COMMON STOCKS

RIMCO ROYALTY PARTNËRS, L.P

LIMITED PARTNERS

TOTAL EQUITY SECURITIES

TOTAL

1.490
L.870

1.880

0.560
2.780
7.70A

0.740

1..830

t.7zo
1.820

1.880

7.740

1.880

3.420
5.020

3.810

7.760

2.570
L47A
2.930

7.920

1.980

0.930

2.490

7.320
r.790
0.630

07115t2024

43115t2024

05t15t2023
14h5t2024

01115t2025

12t20t2023

1111512022

aln8t2024
07t21t2021

11t15t2022

09t15t2025

08t1612021

0411512025

10t15t2024

06t15t2023
12t16t2024

0312012024

08115t2023

11t10t2022

09t20t2023

12120t2A21

47t22/2024

12t20na22

10t15t2024

07115t2025

06t16t2025

05t15t2025

2,260,446.57
3,430,000.00

1,390,000.00
4,500,000.00

3,000,000.00

1,095,000.00

1,485,000.00

3,635,000.00

791,582.20

26s,000.00

1,325,000,00

282,022.94

2,000,000.00

2,600,000.00

4000,000,00
3,849,000.00

3,000,000.00

5,000,000.00

3,200,000.00

1,031,000.00

162,730,94

3,000,000.00
1,875,000.00

3,2s0,000.00

1,500,000.00

2,725,OOO.OO

2,500,000.00

2,259,9L3.78

3,429,86A.9t

r,389,767.43

4,499,385.57

2,976,409.20

r,094,844.86

I,484,899.78

3,634,508.44

193,306.56

260,926.23

1,324,793.59

283,392.05

1,999,947.20

2,595,079.73

4,000,000.00

3,798,Q42.32

2,999,613.42

5,043,741'35

3,799,906.40

7,012,457.44

162,73A.94

2,999,467.86

1,874,951.93

3,249,529.60

L,499,989.86

2,724,864,49

2,499,805.50

2,273,340.39

3,s12,051.84

L,4L9,160.46

4,507,543.15

3,0;62,757.75

L,115,999.93

L,4g8,765.36

3,730,266.70

191,904.03

266,626.67

r,353,603.42

282,341.07

7,042,946.44

2,607,288,47

4,018,638.56

3,904,L04.67

3,053,078.88

s,142,024,s6

3,199,360.00

1,061,393.67

162,750.75

3,068,670.00

r,882,792.79

3,270,993.62

1,503,336.00

2,770,929.83

2,503,s8s.69

113,648,805.53 113,664,833.29 115,162,740.26

743,450,885.17 750,054,803.66 774,464,969.26

793,r19,1t1.89 799,723,030.38 824133,195.98

1,916.00

346,302.0O

7,627,706.00

346.30

1,93

0.00

TOTAL COMMON

TOTAL MARKETABLE , CASH, C/E AND COMMON

EQUITY SECURITIES

348,228.00 1,628,052.30 1.93

793,467,339.89 801,351,082.68 82 .90

274,766.0O

53,542,00

12,000.00

25,800.00

0.00

702,L3L.AO

0.00

0.00

594,242.0O

279,708.00 727,93L.00 s90,242.00

346,302.00 3,199,497.00 47s,276.0A

346,302.00 3,199,497.00 475,276.00

626,010.00 3,927,428.00 t-,065,518.00

794,093,349.89 805,2 78,510.68 825,198,715.90
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MERRIMACK, SS.

THE STATE OF'NE\il TIAMPSHIRE

SUPERIOR COURT

Docket No. 21 7-2003-EQ-00 106

In the Matter of the Liquidation of
The Home Insurance Company

LIQUIDATOR'S REPORT OF CLAIMS AND
RECOMMENDATIONS AS OF AUGUST 18,2020

Pursuant to Paragraph 4 of the Order Approving Liquidator's Report of Ciaims and

Recommendations entered December !6,2004, Christopher R. Nicolopoulos, Insurance

Commissioner of the State of New Hampshire, as Liquidator ("Liquidator") of The Home

Insurance Company ("Home'), hereby submits this report of claims and recommendations. The

claims are identified and the Liquidator's recommendations are set forth on the att¿ched

Schedule i' The Liquidator recommends that the Court approve the heatment ofthe claims as

set forth on the schedule pursuant to RSA 402-C:45.

1. The Liquidator has issued notices of determination or redetermination conoeming

the claims described on Schedule I in the amounts and at the priorities set forth on the Schedule.

2- With respect to ail claims on Schedule 1, either the claimants have acknowledged

that they agree with the claim detemrinations or more than sixty days have passed from the

mailing of the notices of determination or redetermination without any objection being filed with

the Court. The claimants accordingly may not object fi.rther to the determinations with respect

to these claims. See RSA 402-C:41,I; Restated and Revised Order Establishing procedurEs

Regarding Claims Filed With The Home Insurance Company In Liquidation dated January 19,

2005, $ 8.
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3. Certain Class V claims on Schedule I arise under AFIA Treaties. The

determinations of these AFIA claims have been agreed by Century Indemnity Company in

accordance with the Claims Protocol dated Augu st 6,Z[Llapproved by the Court on

November 12,2004.

4. In accordance with RSA 402-C : l,I,the Liquidator hereby reports on the claims

set forth on Schedule I to the Court and recommends that the claims be allowed in the amounts

and at the prionty classes set forth on the schedule pursuant to RSA 402-C:45,II. The

Liquidator has reviewed the claims and submits that the amounts recommended are fair and

reasonable and that the priority classes recommended are propff under RSA 402-C:44.

5. In light of the suggestion in the Referee's Ruling on Liquidator's Motion for

Clarification in Disputed Claims DocketNo. 2005-HI CIL-2(Nov. 14,2005), the Liquidator

notes that there may be potential setoffs regarding certain of the claims. In any such event, those

setoffs will be applied before distibutions are made.

Respectfrrlly submitted,

CHRISTOPHER R. NICOLOPOULOS, INSURANCE
COMMISSIONER OF THE STATE OF NEW
HAMPSHIRE, SOLELY AS LIQUIDATOR OF THE
HOME INSURANCE COMPANY,

By: Peter A.

Date: August ftl,ZOZO
Special Deputy

2
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Cerfificate of Service

I hereby certiff that a copy of the foregoing Liquidator's Report of Claims and sf
Recommendations as of August 18,2020 and the proposed form ofõrder lryere sen! this 3L'¿uv
of August, ?020,by first class mail, postage prepaid to all persons on the attached service list.

L '/

Eric A. Smith
NH Ba¡ ID # 16952

1
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MERRIMACK, SS.

THE STATE OF NEW HAMPSHIRE

In the Matter of the Liquidation of
The Home Insurance Company

Docket No. 21 7-2003-EQ-001 06

SERVICE LIST

SUPERIOR COURT

Lisa Snow Wade, Esq. :

Orr & Reno
One Eagle Square
P.O. Box 3550
Concord, New Hampshire 03302-3550

Gary S. Lee, Esq.
James J. DeCristofaro, Esq.
Kathleen E. Schaaf Esq.
Morrison & Foerster
250 West 55th Street
New York, NY 10019-9601

Joseph G. Davis, Esq.
Willkie Farr & Gallagher, LLP
1875 K Street, N.W.
Washington, DC 20006

Samantha D. Elliott, Esq.
Gallagher, Callahan & Gartrell, P.C
214 North Main Street
Concord, NH 0330i

Hany Cohen, Esq.
Crowell & Moring
590 Madison Avenue
20th Floor
New York, New York 10022-2544

Stephanie V. Corrao, Esq.
Crowell & Moring
1001 Pennsylvania Avenue, N.W
Washington, DC 20004-259 5

Joseph C. Tanski, Esq.
John S. Stadler, Esq.
Nixon Peabody LLP
100 Summer Street
Boston, Massachusetts 021 l 0

David M. Spector, Esq.
Dennis G. LaGor¡ Esq.
Schiff Hardin LLP
6600 Sears Tower
Chicago, Illinois 60606

Martin P. Honigberg, Esq.
Sulloway & Hollis, P.L.L.C.
9 Capitol Street
P.O. Box 1256
Concord, New Hampshire 03302 -1256

Richard Mancino, Esq.
Willkie Farr & Gallagher, LLP
787 Seventh Avenue
New York, New York 10019

Albert P. Bedecarre, Esq.

Quinn Emanuel Urguhart Oliver & Hedges LLP
50 Califomia Street, 22nd Floor
San Francisco, Califomia 9 41 1 1

Robert M. Horkovich, Esq.
Robert Y. Chung, Esq.
Anderson Kill & Olick, P.C.
l25l Avenue of the Americas
New York, New York 10020

Jeffrey W. Moss, Esq.

Morgan Lewis & Bockius, LLP
One Federal Street
Boston, Massachusetts 021 10

Kyle A. Forsyth, Esq.
Commercial Litigation Branch/Civil Division
United States Department of Justice
P.O. Box 875
Washington, D.C. 20044-A87 5
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Gregory T, LoCasale, Esq.
White and Williams, LLP
One Liberty Place, Suite 1800
Philadelphia, Pennsylvania I 9 I 03-7395

John A. Hubbard
615 7th Avenue South
Great Falls, Montana 59405

Mark J. Andreini, Esq.
Jones Day
North Point
901 Lakeside Avenue
Cleveland, Ohio 441l4-l I90

Paul A. Zevnik, Esq
Morgan, Lewis & Bockius LLP
I l1l Pennsylvania Avenue, N.W
Washington, D.C. 20004

Tred R. Eyerly, Esq.
Damon Key Leon Kupchak Hastert
1003 Bishop Street, Suite 1ó00
Honolulu, HI 96813

David H. Simmons, Esq.
Mary Ann Etzler, Esq.
Daniel J, O'Malley, Esq,
deBeaubien, Knight, Simmons,
Mantzaris & Neal, LLP

332 North Magnolia Drive
P.O. Box 87
Orlando, FL 32801

Joseph C. Safar
Jessica L.G. Moran
K&L Gates LLP
210 Sixth Ave.
Pittsburgh, PA 15222

Doreen F. Connor, Esq.
Primmer Piper Eggleston & PC
P.O. Box 3600
Manchester, NH 03105

Michael J. Tierney, Esq.
Wadleigh, Stan & Peters, PLLC
95 Market Street
Manchester, New Hampshire 03101

Harry L. Bowles
30ó Big Hollow Lane
Houston, Texas 77042

Michael S. Lewis, Esq.
Rath Young Pignatelli
One CapitalPlaza
Concord, New Hampshire 03302-1500

Keith Dotseth, Esq.
Larson King
2800 Wells Fargo Place
30 East Seventh Street, Suite 2800
Saint Paul, Minnesota 55101

Michel Y. Horton, Esq.
Morgan, Lewis & Bockius LLP
300 South Grand Avenue, 22nd Floor
Los Angeles, Californi a 9007 I

Terri L. Pastori, Esq.
Ashley Taylor, Esq.
Pastori lKrans, PLLC
70 Commercial Street
Suite 203
Concord, NH 03301

Michael P. Mullins, Esq
Dày Pitney LLP
One International Place
Boston, MA 021l0

Christopher J. Valente, Esq.
K&L Gates LLP
State Street Financial Center
One Lincoln St¡eet
Boston, MA 0211 1

2
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Mr. Edward Crosby
P.O. Box 155
Crowell, TX 79227

Ms. Patricia Erway
16604 Rialto Dr.
Winter Garden, FL 34187

Mark C. Rouvalis, Esq.
Steven J. Dutton, Esq.
Viggo C. Fish, Esq.
Mclane Middleton, P.A.
900 Elm Street, 1Oth Floor
Manchester, NH 03i0i

Mark R. Goodman, Esq.
Joseph T. McCullough IV, Esq.
Peter B. Steffen, Esq.
Freebom & Peters LLP
311 South Wacker Dr., Suite 3000
Chicago, IL 60606

Thomas J. Ladd, Esq.
McCarter & English, LLP
Four Gateway Center
100 Muibeny Street
Newark, NJ 07102

Mr. Howard Campbell
10011 Mosher Hollow Road
Cattaraugus, NY 14719

Linda Faye Peeples
P.O. Box 974
Fresno, TX 77545

Roland Jackson
Chief Executive Officer, Director
Catalina Services, UK Limited
I Alie Street, I't Floor
London, England El 8DE

David Himelfarb, Esq.
McCarter & English, LLP
265 Franklin Street, l4th Fl.
Boston, MA 021l0
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S" \"J,.rle I

THE HOME INSURANCE CO. IN LIQUIDATION
Liquidator's ReporÚ of Claims and Recommendations Dafed August 18, 2O2O - Pursuant to RSA402-C:45

(Notice of Determination Acknowledged as Agreed or Not Timety Objected To)
Distribution will be subject to set off.

HOD Amount
NOD Number Glalmant Name Address

NOD
Class

Qv-

$ 1,037,142,133.92

$ 1,833,776,482.23

$ 2,870,918,616.15 CIass ll

Current Recommended Class ll Allowances from Claim Report:

Prior Total Approved Class ll Allowances from Claim Reports:

Previously Court Approved Class ll Settlement Agreements:

Total Recommended and Approved Class ll Allowances:

il0.00

The insured's workers' compensation
claim closed with no payment, hence
the Proof of Claim is denied. No further
claims are asserted against the Home.

56s60MNMOOREHEAD
ATÏN: JERRY BORMANN
5OO CENTER AVE, 2ND FLR

1NSU700496-01
MOORHEAD PUBLIC
SERVICE

3,529,434.00

429,882.74

0.00

6,142,695.1 3

53,967.42

Partùl Reinsurance allowance for
verified losses ceded to Home lns Co
under various contracts.

Partial Reinsurance allowance for
verified losses ceded to Home lns Co
under various contracts.

Partial Reinsurance allowance for
verified losses ceded to Home lns Co
under various contracts.

Partial Reinsurance allowance for
verified losses ceded to Home lns Co
under various contracts.

Partial Reinsi.rrance allowance for
verified losses ceded to Home lns Co.
UK through AFIA under various
contracts.

19106

0310'1

031 01

19r03

54403

PA

NH

NH

PA

WI

PHILADELPHIA

MANCHESTER

MANCHESTER

PHILADELPHIA

WAUSAU

ATÏN: KIMBERLY
MCDONNELL
510 WALNUT ST., WB12R

ATTN: KIM BARBER
250 COMMERCIAL STREET

ATTN: KIM BARBER
250 COMMERCIAL STREET

TWO LOGAN SQUARE,
SUITE 600
ATTN: JAY BURKE

ATTN: ED MORGANROTH
JR CITY SQUARE OFFICE
CENTER
5OO THIRD STREET FIFTH
FLOOR

ACE PROPERTY &
CASUALTY INSURANCE
COMPANY

CLEARWATER INS CO

CLEARWAÏER INS CO

EXCESS & TREATY
MANAGEMENT CORP

NATIONWIDE INDEMNITY

RAHM331 369-01

4M8C465578-03

4M8C465579-03

RAHM700581-20

tNï1709590-66

1t2
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THE HOME //VSURAruCE CO. IN LIQUIDATION
Liquidator's Reporf of Claims and Recommendations Dafed August 18, 2O2O - Pursuant to RSA402-C:45

(Notice of DeterminatÍon Acknowledged as Agreed or Not Timety Objected To)
Distribution will be subject to set off.

30,466.39

46,868.09

Partial Reinsurance allowance for
verified losses ceded to Home lns Co
UK through AFIA under various
contracts.

Partial Reinsurance allowance for
verified losses ceded to Home lns Co
UK through AFIA under various
contracts.

STUTTGART
GERMANY

COLOGNE
GERMANY

WUSTENROT
WURTTEMBERGISCHE

I

lnrrrrr' RoBERT BUEHLER

IGUTENBERGSTRASSE 30

l|70176

ZURICH VERSICHERUNG
AKTIENGESELLSCHAFT
(DEUTSCHLAND)

lo.r*, D,RK ET.HLER

lnrenr-en 
sTRASE eo s0657

tNT1700599-65

1NT1277984-69

Current Recommended Class V Allowances from Claim Report: $

Prior Total Approved Class V Allowances from Claim Reports: $

Previously Court Approved Class V Settlement Agreements: g

Total Recommended and Approved Class V Allowances: $

10,233,313.77

275,631,987.76

18,078,202.78

303,943,504.31 Class V
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THE STATE OF NEW HAMPSHIRE

MERRIMACK, SS. SUPERIOR COURT

Docket No. 217-2003-EQ-00f 06

In the Matter of the Liquidation of
The Home Insurance Company

LIQUIDATOR'S RESPONSE TO AFIA CEDENTS' OBJECTIONS TO
MOTION FOR APPROVAL OF CLAIM AMENDMENT DEADLINE

John R. Elias, Insurance Commissioner of the State of New Hampshire, as Liquidator

("Liquidator") of The Home Insurance Company ("Home"), submits this response to objections

to the Liquidator's Motion for Approval of Claim Amendment Deadline filed by four insurers or

groups of insurers that were reinsured by Home (that is, 'oceded" risk to Home) through the

American Foreign Insurance Association ("AFIA',) in England:

1. Catalina London Limited on its own behalf and as successor to KX
Reinsurance Company Limited, Catalina Worthing Insurance Limited as
sucQessor to L&E Insurance Company Limited, Catalina Worthing Insurance
Limited as successor to Excess Insurance Company Limited (the "CatalinaGroup");

2. zurich Insurance plc, German Branch ("zurich") and'württembergische
versicherung AG ("württembergische") (collectively "Zurich" for
convenience);

3. Indemnity Marine Assurance Co., Nederlande Reassurantie Groep NV, NRG
Victory Reinsurance Limited, NRG Fenchurch Insurance Company Ltd., New
Zealand Reinsurance Company, Tenecom Limited, Underwriters at Lloyd's of
London, winterthur swiss Ins. co., and world Auxiliary corp. Ltd.
(collectively "Resolute"); and

4. Nationwide Mutual Insurance Company (,,Nationwide,').

Although Nationwide and the Catalina Group do not acknowledge it, these "cedents" are distinct

from policyholders, and their claims fall within the residual priority Class V under RSA 402-

C:44. The Liquidator is responding separately to the objection of MV/ Custom Papers LLC,

successor to Mead Corporation ("MWCP"), a policyholder.
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Introduction

This response addresses the objections of AFIA cedents, so it necessarily focuses on the

concems of this particular group of reinsureds. However, as described in the Liquidator's

motion for approval of a claim amendment deadline, the Liquidator requests that the Court

approve a final deadline based on the progress of the liquidation and considerations focusing on

the interests of Class II creditors, who will receive distributions from the estate. The AFIA

cedents do not fall in that class. They stand to receive administrative payments out of the estate

because of an agreement enteredin2004 to facilitate the collection of reinsurance for the benefit

of Class II creditors. Their desire to keep the estate open is contrary to the interests of the Class

II creditors with allowed claims who can only receive the full possible distribution on their

claims when the estate is closed. The proposed deadline is a means to that end.

The Class II claimants themselves plainly favor the deadline and closure of the

liquidation proceeding. Notice of the Liquidator's motion for approval of the claim amendment

deadline was sent to all claimants with open claims, including the 237 policyholders/insureds

with open proofs of claim as of May 31,2019. Only one policyholder (MWCP) frled a general

objection by the November I8,20lg deadline for objections to the motion.l Given the lack of

Class II opposition, Nationwide's and Zurich's attempts to argue on behalf of Class II claimants

should be disregarded. The AFIA cedents' arguments must be considered in the overall context

of the Home estate and its Class II creditors. Otherwise, there is a danger of letting the AFIA tail

"wag the dog."

I The Catholic Foreign Mission Society of American Inc. aka Maryknoll Father and Brothers, a policyholder, and
the New York Liquidation Bureau objected based on "revival" statutes for sexual abuse claims in Hawaii and New
York. Those objections are likely to become moot. See Liquidator's Response to First Group of Objections (filed
December 13,2019). An additional policyholder, Johnson & Johnson, fîled an untimely objection on December 24,
201 9, which the Liquidator received on December 26, 2019. All fîlings and orders in the Home liquidation
proceeding referred to in this response may be found on the Liquidation Clerk's website, www.hicilerk.org, in the
chronological docket at http://www.hicilclerk.org/Hicil.nsf/vwCourtFilesDocs?ReadForm&Cout+Files(HICIL).

2
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Background

The AFIA cedent objectors assert claims under reinsurance contracts they entered with

Home through AFIA. Their claims accordingly fall in the residual Class V priority class. See Ifi

the Matter of Liquidation of Home Ins. Co., 154 NH. 472,477 (2006) ("Home I") ("The claims

of the AFIA Cedents based upon their pre-liquidation reinsurance contracts with Home fall into

the 'all other claims' category of Class V."). As Class V claimants, the AFIA cedents will not

receive any distributions from the Home estate because Home will not have sufficient assets to

make any distribution to creditors below the Class II priority. See id.

The AFIA cedents' interest in the Home estate instead stems from an agreement (the

"AFIA Agreement") entered in2004 and upheld by the New Hampshire Supreme Court in 2006.

Home I, 154 N.H. 472. In light of the AFIA cedents'present objections, the history and

workings of the AFIA Agreement need to be briefly described.

AFIA. As set forth in the Supreme Court's opinion, Home conducted business in the

United Kingdom as a member of AFIA. In 1984, CIGNA purchased AFIA, and as part of the

transaction its subsidiary Insurance Company of North America ("fNA") entered into an

Assumption Agreement (governed by New York law) under which it assumed the reinsurance

obligations of Home with respect to AFIA. Home I, 154 N.H. at 474. The Assumption

Agreement contained an insolvency clause requiring INA to pay obligations directly to Home or

its liquidator in the event of Home's insolvency. Id. Century Indemnity Company ("CICÐ)

succeeded to INA's obligations in 1999. Id. at 47 5.

Home's insolvency in 2003 meant that all claimants, including the AFIA cedents, had to

frle proofs of claims in the liquidation. Hom.e I, 154 N.H. af 475. As a consequence of Home's

insolvency and the priority scheme, AFIA cedents would not receive any distribution from the

J
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estate and had no incentive to file and prove claims (except to the extent they could be used as

setoffs). Id. at 477,486. This would deprive the estate of reinsurance from CIC of the AFIA

business, which (based on2002 financial statements) was estimated to total approximately $231

million. Id.

AFIA 4.9{eer"nent. To address this situation, the Liquidator proposed an arrangement

which was ultimately agreed as the AFIA Agreement. Exhibit 1. The AFIA Agreement

provided AFIA cedents with an incentive to pursue their claims by providing that apart of the

reinsurance collected from CIC on the claims (after certain deductions) would be paid to the

AFIA cedents through a Scheme of Arrangement approved by the English courts. See Home I,

154 N.H. at 477.2 CIC challenged the AFIA Agreement. The New Hampshire Supreme Court

upheld it, concluding that (1) the payments to the AFIA cedents constituted Class I payments to

collect assets, not distributions on Class V claims, id. at 482-85; (2) the payments were necessary

to collect assets, id. at 486-88; and (3) the agreement was fair and reasonable as it benefits

Class II claimants, id. at 489-91. A Scheme of Arrangement implementing the AFIA Agreement

was approved by the English court. ZvrichEx. E.

AFIA Claims Post-AFIA Agreement. Since that time, AFIA cedents have submitted paid

loss claims in the Home liquidation. CIC was obligated under the 1984 Assumption Agreement

to handle AFIA claims and had done so before Home's liquidation, so the Liquidator and CIC

agreed on a protocol for the handling of AFIA claims in the liquidation. The Claims Protocol

was entered August 6,2004 and approved by this Court on Novemb er 72,2004. Exhibit 2.

Under the Protocol, CIC (through its agent ACE-INA UK Services Limited ("ACE-INA"), now

Chubb International Services UK Limited ("CISUK")), reviews the claims and makes

2 The AFIA Agreement has other provisions, including a prohibition on AFIA cedents pursuing "cut-through"
agreements to recover directly from CIC, by-passing the Liquidator. ld. at 477.
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recommendations to the Liquidator. See Protocol\2.1-2.3. If the Liquidator agrees, a notice of

determination is issued to the claimant pursuant to the Claims Procedures Order. Id. fl 2.4. If the

claimant agrees, the determination is presented to the Court in a Liquidator's report of claims and

recommendations.3 Once the determination is approved, CIC applies any ofßets it may have and

makes payment to the Liquidator. See Protocol flJ[ 3.3,3.4.4

Payment from Reinsurance Proceeds. Under the Scheme implementing the AFIA

Agreement, the proceeds actually received by the Liquidator from CIC after any applicable CIC

offset ("Gross Proceeds") are subject to certain deductions, principally for (1) proceeds reflecting

AFIA cedent claims that were satisfied by offset between the cedent and Home (that is, where

the AFIA cedent applied its claim against Home as an offset against its own liability to Home) -
these amounts are retained by Home since it satisfied the underlying AFIA liability, and (2) the

costs of administering the Scheme and collecting reinsurance from CIC - these costs are paid out

of the proceeds. The amounts remaining after the deductions ("Net Proceeds") are then divided

50/50 between the Home estate and the Scheme. The Home share goes to the estate for the

benefit of Class II creditors, while the Scheme share constitutes the "scheme Assets." The

Scheme Administrators, after consulting with the Scheme Creditors' Committee, are to distribute

the Scheme Assets to AFIA cedents in proportion to their "Established Scheme Liabilities"

(which are the cedents' claims allowed in the liquidation after deduction of claims satisfied by

ofßet). See Zurich Ex. E, Scheme, Cl. 1.1, 2.2,2.3,2.8. See generally id., Explanatory

Statement, Section E, f1[ l, 2.

3 If the AFIA cedent disagrees with the determination, then the matter is determined in a disputed claim proceeding
before the Referee pursuant to the Claims Procedures Order as supplemente{ by the protocol. See Protocol n2fi.
4 The Liquidator and CIC have litigated over the propriety of asserted CIC offsets before the Referee and the courts
on several occasions, with the result that in many instances CIC's offsets have been reduced or removed, See, e.g.,
In the Matter of Liquidation of Home Ins. Co,, 158 N.H. 677 (2009).
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As a result of this structure, the AFIA cedents are incentivized to file and prove claims

beyond those they would prove to obtain a setoff. See Home I, 154 N.H. at 487, Contrary to

Zurich's assertions, AFIA cedents are not obligated to submit claims. See Zurich Ex, E,

Explanatory Statement, Sectien F, T 1.2. No claimant is obligated to pursue claims in the

liquidation. But if they do not, they will not receive payments out of Scheme Assets. This point

is demonstrated by Nationwide, which has not filed any of its own AFIA claims in the

liquidation since June 17,2013, although it receives allowances under an arïangement by which

part of certain "Rutty Pool" claims submitted by Zurichand Württembergische that include a

Nationwide portion are credited to Nationwide.

Zurich and 
'Württembersische 

Agreements. In their objection, Zurich and

Württembergische confusingly refer to 'osettlement Agreements" between themselves and the

Liquidator. Those settlements do not concern the incentive for the filing of cedents'claims in the

Home estate. That subject was addressed by the AFIAAgreement (to which Zurichbecame

party) approved in H,qrye L Exhibit 1. The settlement agreements (ZurichExs. A-2, B-2) were

separate agreements approved by this Court on February 17 ,2005 as to Zurich (Agrippina) and

on March 21,2006 as to the Württembergische. As explained in the Liquidator's motions, the

settlement agreements resolved disputes regarding the "Treaty R" reinsurance contracts between

Home and the two cedents including (1) whether Home was obligated to indemnify the cedents

for a "hxed pool share" of claims instead of the greater o'fronted share", and (2)how Home

would address its obligations under Treaty R to administer underlying claims against Zurich and

Wtirttembergische that were reinsured through AFIA. See Liquidator's Motion for Approval of

Settlement Agreement with Wüstenrot & Württembergische AG (March I,2006); Liquidator's

Motion for Approval of Settlement Agreement with Agrippina (January 25,2005).
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In the settlement agreements, Zurich and Württembergische agreed that Home was

obligated on a'ofixed pool share" basis, and the Liquidator agreed on how Home (itself or

through AISUK) would administer the underlying claims against Zurichor Württembergische.

Zurich and Württembergische also agreed that the underlying claims against them as so adjusted

would automatically be deemed part of their proofs of claim so they could be determined and

adrnitted in the Home estate. The settlement agreements say nothing about how long Home's

estate is to remain open, which is a matter outside both the AFIAAgreement and the settlement

.agreements.

ARGUMENT

I. IN CONSIDERING THE PROPOSED CLAIM AMENDMENT
DEADLINE, THE COURT SHOULD FOCUS ON THE INTERESTS
OF POLICYHOLDERS, NOT REINSUREDS SUCH AS THE AFIA
CEDENTS.

As an initial matter, the interests of concern in evaluating whether and when to establish a

claim amendment deadline are those of the policyholders and insureds of Home, and claimants

against those policyholders, not reinsureds. In enacting the New Hampshire Insurers

Rehabilitation and Liquidation Act, RSA 402-C("Act"), the Legislature sought to protect

policyholders, insureds and claimants under insurance policies issued by the insolvent insurer.

The Act provides Class II priority (following the Class I priority for administration costs) for

"Policy Related Claims," which are defined as the claims of policyholders, beneficiaries and

insureds under policies and claims by third-party claimants against insureds under policies. RSA

402-C:44,II. As the New Hampshire Supreme Court stated:

[T]he purpose of RSA chapter 402-C is to protect preferred creditors by reserving assets
for them, including people insured by Home, and people with claims against those
insured by Home. See RSA 402-C:1, IV. RSA 402-C:1, III provides that the statute
should be 'liberally construed' to effectuate this purpose.

7
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Home I, 154 N.H. at 488. Accord, In the Matter of Liquidation of Home Ins. Co., 158 N.H. 677,

681 (200e).

While Nationwide and the Catalina Group do not acknowledge it, the AFIA cedent

objectors all assert claims under reinsurance contracts and thus all are Class V claimants. See

Home I, 154 NH. at 477 . They are not preferred creditors, and will not receive distributions.

See id. The Act does not seek to protect the interests of reinsureds over the interests of the

Class II policy-related claimants.5

In these circumstances, the Liquidator's judgment concerning the balance of interests

underlying the proposed claim amendment deadline and the Court's review of the proposed

deadline should properly focus on the interests of the Class II policy-level claimants. Those

claimants are given priority by the Legislature, and they are the only claimants who will receive

a distribution from the Home estate in light of its limited assets.

il. THE AMBASSADOR DECISION HAS NO BEARING HERE
BECAUSE HOME'S CLASS II CREDITORS HAVE NOT BEEN
PAID IN FULL AND HOLDING THE LIQUIDATION OPEN
PREJUDICES THEM BY PREVENTING A GREATER
PERCENTAGE DISTRIBUTION.

Zurich and Resolute rely on the Vermont Supreme Court's decision in In rg Amþassador

Ins. Co., 198 Vt. 34I,114 A.3d 492 (2015). However, that case involved what the Vermont

court itself termed "unique circumstances" (114 A.3d at 497), and it is not relevant to the

balancing of interests required in Home. The critical fact in Ambassador was that, due to a

recovery from the insurer's auditor for professional malpractice, the liquidator had sufflrcient

5 This is a widely shared view, Courts addressing similar statutes in other states have consistently held that the
priority for policyholders, beneficiaries, and insureds is intended to protect typical insurance consumers, not
insurance companies under reinsurance contracts. See In re Liqujdations of Reserve Ins. Cg., 122 lll.zd 555, 524
N,E.2d 53 8, 541 ( 1988); Pioneer Annuity Life v. Nat. EqUit)¡ Life , 159 Ariz. 148,765 P.2d 550, 554 (Cr. App.
1988);Neff v. Cherokee Ifrq. 9o.,704 S.W.2d 1,7 (Tenn, 1986);Fo{er.ngst Life Ins. Co. v. Pep't of lfrs.,274lnd.
181, 409 N.E.2d 1092,1095-96 (1980).
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assets to pay all allowed policy-level claims "in full, with interest." Id. at 494. After those

claims were paid, there was still $92 million left to address remaining and future claims. Id.

This meant that the policy-related claimants with allowed claims were not prejudiced by

keeping the liquidation open. Ambassador, 114 A.3d at 501 ("As of May 2012, all court-

approved priority-four [policy priority] claims had been paid in full, plus interest. . . . In this

case, no priority-four claimants are currently prejudiced by allowing additional time . . . .").

Ambassadqr had ooample resources" and it was "not cwtently insolvent, although it may become

insolvént in the future." Id. at 500 (emphasis in original). This distinguished Ambassador from

other insurer liquidations:

In the typical liquidation, the insurance company is insolvent, meaning it lacks sufficient
assets to meet its debts. In such cases, the limited assets relative to the outstanding debt
generally force an end to the liquidation proceeding: at some point, the insolvent estate
runs out of money, or its assets drop to a point where it becomes uneconomic to continue
administering the estate. . . . This factor distinguishes this case from the other longtail
insurance cases noted above.

Id. at 499-500.

Home, by contrast, is insolvent. The presently allowed Class II (policy-related) claims

total approximately $233 billion, while the available assets (those held by the Liquidator and

those previously distributed as early access distributions or interim distributions) total

approximately $1.75 billion. See Liquidator's Seventy-Fifth Report (filed December26,2019)

at pages 2, 5. Class II claimants will only receive a percentage distribution on their claims.

Most importantly, so long as claims can still be filed and claims remain undetermined, the

Liquidator must hold assets instead of distributing them. As explained in his motions for

approval of interim distributions, the Liquidator cannot distribute all available assets but instead

must hold a conservative reserve to be able to make equal percentage distributions to Class II

claimants whose claims have not yet been determined and to pay for the ongoing costs of the

9
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liquidation. See Liquidator's Motion for Approval of Third Interim Distribution\l I2-I4,19

(September 28,2078). To date, the Liquidator has made interim distributions totaling only 300/o

on the allowed Class II claims, and he is holding undistributed assets of about $808 million.

This is quite unlike Ambassador, and holding these funds prejudices those with allowed

policy-level claims. In Ambassador, policy claimants had been paid in full, with interest, so

holding the remaining $92 million to pay future claims and the costs of the ongoing liquidation

did not adversely affect policy claimants. In Home, after 16 years of liquidation, the claimants

with allowed policy claims have only received 30o/o in interim distributions on their claims. The

entire $808 million held by the Liquidator could be paid to those claimants and they would still

receive only a percentage of their claims. Further, where the claims will not be paid in full, the

estate will not pay interest (as it is assigned to Class VII in RSA 402-C:44) andthe value of the

allowed claims is eroding. In these circumstances, keeping the liquidation open and holding

assets based on the potential for future determinations prejudices the existing creditors who

otherwise would stand to receive those funds.

In sum, contrary to Zurich's portrayal, Home is not a case where there are'oample funds"

to pay claims so that there is no adverse consequence from holding the estate open. There are

insufficient funds to pay even those with presently allowed claims. The interests of those

creditors in bringing the liquidation to closure so they may receive the maximum distribution

possible must be given weight. There were no such interests implicated in Ambassador.

Zurich's reliance on factors noted in the Ambassador decision (which the Vermont court

said should be considered "among other factors," 114 A.3d at 500) is thus misplaced. The

Liquidator explained the considerations underlying the proposed claim amendment deadline in

the motion. In essence, this proceeding has been ongoing for 16 years, the most recent Home
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policies expired 24 years ago, the vast bulk of Class II claims have been determined, and the

assets have been collected (except for remaining reinsurance on as-yet-undetermined claims).

Holding the proceeding open harms Class II creditors as they cannot obtain the fi¡ll possible

distribution on their claims and involves ongoing expense.

The factors in Ambassador address much the same issues and similarly support a claim

amendment deadline. First, as to "the company's remaining assets,o'Home has no excess assets

that can be devoted to future claims. Unlike Ambassador, Home is insolvent and cannot pay its

policy level claims in full. It does not have o'ample resources" to cover future policy-related

claims. The Liquidator has collected the assets that can be collected except for reinsurance on

not yet allowed claims, and the assets have been distributed except for a necessary reserve that

does not cover even the existing allowed claims. Second, as to "the nature and amount of its

remaining liabilities," the Liquidator has determined 95% of the proofs of claim and made great

progress in determining the Class II liabilities. To actually determine what the remaining

liabilities are, however, a claims deadline needs to be established. Third, as to "the

administration costs of the estate," they are currently $13 million per year. So long as claims

remain open and can be presented, the Liquidator will need to maintain a claims staff and

administrative structure to handle the claims, address reinsurance, and make distributions. These

costs, while reasonable and necessary, only remain so while a substantial volume of claims is

being addressed. Fourth, as to o'the extent to which delay in termination of the liquidation

proceedings results in a delay of full payment to priority claim holders," any delay in this

proceeding delays making the full possible distribution to policy-related creditors. Unlike

Ambassador, the interests of creditors with allowed policy-related claims "would be substantially

compromised by continuation of the liquidation." Ambassador, I l4 A.3d at 501. Simply put,
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delay in the proceeding delays payment to the policy-related creditors. A claim amendment

deadline will expedite the proceeding and reduce that delay, and it should be approved.

III. WHILE THE REMAINING VALUE OF THE AFIA
REINSURANCE IS UNCERTAIN,IT DOES NOT WARRANT
KEEPING THE HOME ESTATE OPEN.

The objectors suggest that their "incurred but not reported" or "IBNR" claims are large

and that cutting them off will deprive the Home estate of reinsurance that will benefit Class II

creditors.6 However, IBNR values are uncertain, and they should be given limited weight in

considering whether to keep the estate open.

As Resolute and Zurich acknowledge, the remaining IBNR associated with AFIA cedents

is uncertain. See Resolute Objection at 3 ("The Objectors' future claims remain uncertain.";

AFIA claims have not developedooto the point where a realistic quantification can be made.");

Zurich Objection at 3 ("Future values [of IBNR] are subject to significant uncertainty and

simplistic assumptions that may result in a wide range of possible outcomes."). See also

Ostrager, supra note 6, $ 1:03 (in the definition of "IBNR": "As courts have noted, IBNR

reserves are extremely conjectural and may need adjustment over time.").

While the remaining AFIA IBNR value is unclear, it does not warrant keeping the

liquidation open. Even assuming AFIA cedents will prove claims over time, the potential benefit

to Home's Class II creditors could only be a fraction of whatever IBNR value is ascribed to the

AFIA cedents' claims. Under the AFIA Agreement and the Scheme, the reinsurance collected

on AFIA cedents' future claims will be reduced bV (1) CIC's offsets of all types, including

6 IBNR should be distinguished from "case reserves." "Incurred-But-Not-Reported Reserves (or 'IBNR')" are
"reserves set aside before claims are even filed, based upon historical data, including loss experience." Ostrager &
Vyskocil, Modem Reinsurance Law and Practice, $ I :03 (3d ed, 2014), Case Reserves, by contrast, are reserves for
known claims that have been reported. See id. (definition of "Loss Reserves"). The proposed claim amendment
deadline would cut-off IBNR but permit case reserves to be valued and allowed.
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reinsurance and contribution claims,T and (2) the costs of the UK proceedings and collecting the

reinsurance from CIC. The amount that remains will be divided equally between the Home

estate and the Scheme.

One practical way of looking at the value of AFIA is to consider the benefit to the Home

estate over the past five years. From 2015 throu gh2}I9,the AFIA cedents have averaged

$3.05 million in claim allowances per year;8 CIC's claims applied as offsets have averaged

approximately $ 1.15 million per year; and the average annual reinsurance collection from CIC

has been approximately $1.8 million per year. (Due to timing differences in reporting of NODs

issued, CIC setoffs, and collection of reinsurance, the numbers within each year do not total.)

The Home Insurance Company in Liquidation
Dollar Amount of AFIA Notices of Determination Issued During 2015-2019 and From Inception

TotalFrom
2015 2016' 2017 2018 2019 Inceprion (2004)

Total All
AFrA $19,399,577e 92,664,361 $3,300,649 $3,214,04g Sl,gg2,l12t0 $133,997,779ll
Cedents

7 The reinsurance collected from CIC on the $134 million of allowed claims has been approximately $87.8 million
because CIC is applying setoffs and credits (net ofoffsets the Liquidator has successfully challenged).

I This average excludes the $14.3 million Enstar commutation amount. In light of the commutation, there will be no
future claims from the Enstar companies, so the value of those claims should not be considered in evaluating the
potential benefit to the estate in the future.

e lncludes $14,3 13,453 commutation for Enstar Client Companies

t0 Includes $100,000 AFIA part of commutation for National Casualty Co.

rr After setoffs, the total amount collected from CIC on these NODs is $87,829,406,

13

Dollar Amount of AFIA NODs over the Past Five Years 2015-2019
2015 54,075,124 - not including Enstar commutation (see note 8)
2016 $2,664,361
2017 $3,300,649
2019 $3,214,049
2019 $1,992,112 - ll months

Ave $3
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CIC Setoffs Asserted During the Past Five Years
2015 ($723,482) - negative due to removal of Kentile setoff
2016 s2,249,520
2017 $1,341,369
2018 $1,638,104
2019 $1,281,050-ll months

A s1 57 t2

Reinsurance Collected on AFIA NODs Over the Past Five Years
2015 94,436,813 - does not include Enstar commutation
2016 $440,834
2017 $1,920,949
2019 s1,322,492
2019 $950,913 - 1l months

Ave $1

Even making the unrealistic assumptions that there will be no costs of the UK proceeding and no

collection costs to be deducted, the value to the Home estate after the split required by the AFIA

Agreement and Scheme is half of that, or about $900,000 per year.

An annual benefit of approximately $900,000 does not warrant holding the estate open.

To place that number in context, it is worth noting that the cost of administering the liquidation

(its budget) was approximately $13 million in2019 - several times the beneflrt from AFIA.

The average AFIA annual allowances of slightly over $3 million per year since 2015 also

indicates that the IBNR numbers Zvrich mentions are exaggerated. While Zurich does not offer

its own IBNR number, its objection refers to (1) a $313 million IBNR number reflecting values

received from AFIA cedents in2ll2,and (2) a$23|million loss reserve number from2002.

ZurichObjection at7,8. The first number comes from values the Liquidator received from

AFIA cedents to attempt o'global" commutation discussions in 2012. See Zurich Ex.D at2.

(That exhibit is a report subject to Scheme confidentiality, so the Liquidator does not discuss it

except to note that CIC responded with a widely different view of the potential value. See id.

at 3.) The second number comes from a financial statement as of December 31,2002, prepared

for Home's UK branch by ACE-INA shortly before Home was placed in liquidation. It was used
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in an illustration prepared in connection with the Liquidator's motion for approval of the AFIA

Agreement, and it was cited in Home I. (The number was not a'orepresentation" by the

Liquidator as to the value of the CIC reinsurance. It was a starting point for an "Illustration" of

the potential workings of the AFIA Agreement based upon the financial statement number and

other assumptions. See Liquidator's Supplemental Reply in Support of Motion for Approval of

Agreement with AFIA cedents (April 16,2004), Exhibit A (Illustration).)

If the first IBNR number were correct, that implies that the liquidation proceeding would

need to last at least 100 years ($313 million in IBNR = $3 million/year in NODs) to determine

the claims. If the second number were correct, then after reduction to account for the

$134 million in NODs to date, that implies that the liquidation would need to last32 more years

($97 million loss reserves: $3 millio n/yearin NODs).12

IV. THE AFIA CEDENTS'ALTERNATIVES ARE ESSENTIALLY
PROPOSALS TO KEEP THE ESTATE OPEN INDEFINITELY.

The objectors proposed alternative approaches to arddress their IBNR claims are not

practical and legally feasible, and all would have the effect of prolonging the liquidation to the

detriment of those with allowed Class II claims.

A. IBNR Cannot Properly Be 6rEstimated" And Allowed.

Resolute, Nationwide and Zwich all propose that the Liquidator be required to allow

ooestimation" of unknown claims (IBNR). This is an unusual position for companies that are

themselves reinsurers to take. As discussed below, reinsurers have vigorously opposed

estimation of IBNR in insurer.liquidations in other states. Not surprisingly, neither Zurich nor

Resolute offer statutory or caselaw support for their request that IBNR be allowed, while

12 According to Zurich, there are presently at least $33.7 million of case reserves, ZurichObjection at22. Case
reserves would be included in the $97 million loss reserve number, and they are not ptopor.á to be cut-off by the
deadline.
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Nationwide cites only to a case depending on a statute not found in New Hampshire. The

leading cases reject "estimation" of IBNR as inconsistent with the liquidation statutes, and the

Act does not provide for estimation. The Liquidator has accordingly proposed a deadline that

"cuts-off'IBNR. The objectors' approach would take the Liquidator and Court down a path that

would involve years of litigation with doubtful prospects.13

Reinsurers - through the Reinsurance Association of America ("RAA") - successfully

opposed estimation of IBNR in two large liquidations where it was attempted.

of Intggfi$r InS. Co., 193 N.J. 86, 935 A.2d ll84 (2007); Ouackenbush v. Missiop Ins. Cg,, 46

Cal. App. 4th 458, 54 CaL Rptr. 2d 112 (1996). In Quackenbuph, the RAA challenged a

liquidation plan in the Mission proceeding that would have permitted the liquidator to actuarially

estimate future IBNR losses. Quackenbush , 54 Cal. Rptr. 2d at 1 1 5- 16. The California Court of

Appeal struck down the plan as in conflict with the California statutes. It concluded that Cal.

Ins. Code.$ 1025 prohibited claimants with future IBNR claims from participating in the

liquidation until liability for and the amount of the claims became certain. Id. at 114; see id. at

ll7. Inlntegrity, the RAA againattacked a liquidation plan that would have allowed actuarial

estimation of IBNR. Integrity, g35 A.2dat I 186. A decade later, the New Jersey Supreme Court

ruled that the plan conflicted with the New Jersey statutes. The court held that N.J.S.A. 17:30C-

28(a)(1) required that claims be "absolute" to be allowed and that IBNR was not. Id. at 1190-91.

"IBNR claims are actuarial estimates and are, therefore, not absolute," Id. at 1190.

The case cited by Nationwide rested on a liquidation statute that expressly permitted the

actuarial estimation of claims. The Missouri Court of Appeals upheld estimation in the Holland-

13 See Ambassador, I l4 A.3d at 504 (Noting that "Ambassador argues that if estimation is required for remaining
claims, Ambassador's reinsurers will most certainly take the position that they have no obligation to pay based on
estimates, and the estate will become involved in long-term, expensive and unnecessary litigation.").
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America liquidation because "[t]he General Assembly specifically endorsed IBNR claims in

[Mo. Rev. Stat.] $ 375.1212.4." Angoff v. Holland-America Ins. Co. Trust, 937 S.W.2d 213,

217 (Mo. Ct. App. 1996). That statute expressly provided an arbitration process for

determination of IBNR:

The liability of the insurer relating to liabilities incurred, but for which claims relating to
such liabilities are not reported, accrued or claimed, shall be determined with reference to
the provisions of this subsection. In such an event, the amount of such liabilities shall be
calculated, at their present value, by a panel appointed pursuant to this subsection. The
liquidator and the claimant shall each appoint one arbitrator, and the court shall appoint a
special magistrate who shall preside over all proceedings under this subsection.
Thereupon, the panel shall hear and determine the amount of such liabilities . . . .

937 S.W.2d at216 n.9 (quoting $ 375.1212.4). The court also referred to Mo. Rev. Stat.

$ 375.1220.2, providing that:

If the fixing or liquidation of any claim or claims would unduly delay the administration
of the liquidation . . . the determination and allowance of such claim or claims may be
made by an estimate. Any such estimate shall be based upon an actuarial evaluation
made with reasonable actuarial certainty or upon another accepted method of valuing
claims with reasonable certainty.

937 S.W.2d at2l7, See id. at2l5 n. 4 (quoting statute). There are no such provisions in the

New Hampshire Act, so the Angoff case offers no guidance here.

If the objectors seriously contend that estimation and allowance of IBNR is permitted by

the Act and that reinsurers will in fact pay IBNR based on such allowances, they should explain

why.

B The Claim Amendment Deadline Must Appty Equally To AII
Claimants.

Resolute andZurichpropose that the claim amendment deadline not apply to AFIA

cedents. However, the deadline must apply equally to all claims in the estate.la Any exemption

ra The only "exceptions" in the Proposed Order are for (l) Class I administration costs, which are not pre-liquidation
claims at all but costs of the ongoing proceeding, see In the Matter of Liquidation of Home JnS. Co., 158 N.H. 396,
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of AFIA claims from the deadline would create a subclass of Class V claimants whose claims

will have more time to develop than others. The creation of subclasses within priority classes is

inconsistent with RSA 402-C:44 ("No subclasses shall be established within any class.").ls

Even if the proposed exception were extended to all Class V claims, allowing one priority

class more time than others is legally and practically flawed. The Act is intended to produce an

"[e]quitable apportionment of unavoidable loss." RSA 402-C:1,IV(d). It is not equitable to

allow one group of claimants more time to submit claims than others, as that would increase their

claims in the estate compared to those whose claims are cut-off earlier. Further, different

deadlines for different priority classes would result in inconsistent claims for offset pu{poses.

Offsets apply regardless of priority class. That is, a person that has an obligation to Home can

apply its own claim against Home as an offset no matter what priority that claim has. See RSA

402-C:34 (allowing setoff of mutual debts). If there were different claim amendment deadlines

for different classes, aparty could be prejudiced because its claims are cut-off while the other

party's claims continue to emerge.

For instance, many of the Liquidator's claims for reinsurance are based on policyholders'

Class II claims. Those underlying claims will be cut-off by the claim amendment deadline. If

the Liquidator pursued reinsurance on such a claim and Class V claims were not subject to a

deadline, the reinsurer could assert offsets based on its Class V reinsurance claims or

contribution claims that could continue to grow even through the Liquidator's claims were fixed.

399 (2009), and (2) claims of the federal govemment, which cannot be subjected to state flrling deadlines due to
preemption by the Federal Priority Statute (31 U.S.C. $ 3713) and which in any event have been resolved by the
Settlement Agreement with Federal Claimants approved by the Court on March 26,2019. See Liquidator's Motion
at20-21.

15 Nationwide's contention that a claim amendment deadline itself would create subclasses within the priority
classes is wrong. The claim amendment deadline determines the çlaims that can be considered in the liquidation. It
does not distinguish between allowed claims in a priority class.
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Alternatively, if the Liquidator's claims for reinsurance were based on underlying Class V

reinsurance claims that could continue tç grow, the reinsurer might contend it was inequitable to

have a deadline that cut-off its offsetting Class II subrogation claims. Under the claim

amendment deadline as proposed, claims and offsets will be based on a common cut-off date.

A separate claim amendment deadline for a class of claims is nether legal nor practical,

It constitutes an invitation to litigation with reinsurers that is likely to complicate and delay

closure of the estate.

C. Commutation Of The AFIA Cedents' Claims Serves No Purpose Absent
CIC's Agreement On Value, And Their Proposal To Open Negotiation At
This Late Date Ignores History.

Zurich and Nationwide contend that they should be allowed to negotiate commutations

with the Liquidator. However, such two-party efforts makes no sense. Unlike Class II

policyholders who stand to receive a distribution from the Home estate, the AFIA cedents fall in

Class V and will not receive any distribution. The only reason to negotiate a commutation is to

collect reinsurance. As a practical matter, this requires that the cedent directly negotiate any

material commutation value with CIC because a commutation of the AFIA cedent's reinsurance

with Home is meaningful only if CIC then commutes its reinsurance by paying the agreed

value.l6 Commutations are voluntary business decisions, and CIC cannot be compelled to

commute

To state the obvious, if CIC does not agree with the commutation value, it is unlikely to

pay it. Under the 1984 Assumption Agreement, CIC has the right to administer AFIA claims.

16 See Liquidator's Motien for Approval of Commutation Agreement with Dominion { 2 (Sept. 15, 2010)
(commutation negotiated directly between Dominion and CIC); Liquidator's Motion for Approval of Commutation
Agreements with Enstar Companies nn 2, 4 (May 28, 20 I 5) (commutation negotiated directly between Enstar and
CIC). Cf. Liquidator's Motion for Approval of Commutation Agreement with National Casualty Co. t[7
(August 23,2019) (CIC agreed on value of small AFIA part of commutation).
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Indeed, it did so without Home involvement from 1984 until Home's liquidation in 2003. In the

event Home becomes insolvent, CIC has rights to interpose defenses in the proceeding in which

a claim is to be determined. In light of CIC's contractual rights and its familiarity with the AFIA

business, the Claims Protocol provides that CIC (through CISUK) is to adjust AFIA clairns in the

first instance in accordance with its obligations under the 1984 Assumption Agreement, see

Claims Protocol 12, and it specifically contemplates that CIC is to conduct commutation

discussions directly with the cedent. Claims Protocol T 4.1.

In these circumstances, "commutation discussions" between an AFIA cedent and the

Liquidator without regard to CIC serve no purpose. An agreement by the Liquidator to allow

some amount of IBNR as a cedent's claim to which CIC does not agree will yield not

reinsurance but litigation.

Nor should the claim amendment deadline be delayed so that Zuriahand

Württembergische can seek to negotiate with CIC. As the materials included with their objection

make clea4 Zurich and Württembergische knew that in 2012 fhe Liquidator attempted to conduct

o'global" commutation discussions with CIC using values obtained from AFIA cedents. See

Zurich Ex. D at2. The Liquidator and Scheme Administrators reported on the lack of progress in

the discussions in later reports to the Scheme Creditors' Committee (of which Zurich and

Württembergische are members). Zurich and Wtirttembergische also knew thatAFIA cedents

within the Enstar Group had conducted commutation negotiations directly with CIC because the

Scheme Creditors'Committee was consulted regarding those discussions in2ll5,and the

commutation was reported to the Scheme Creditors' Committee. This was also described in the

Liquidator's Motion forApproval of CommutationAgreement with Enstar Client Companies

fl12-5(May 28,2015), which was granted on June 22,2015.
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Having been aware since at least 2015 that the Liquidator's attempt at a global

cornmutation based on the cedents'values had not been productive, and that another cedent had

negotiated a commutation directly with CIC, Zurichand Wtirttembergische cannot appropriately

seek to hold the liquidation open on the ground that they would now like atry atnegotiation.

D. Settlements With Policyholders Present Different Considerations
From Commutations With AFIA Cedents.

Zurich notes that the Liquidator has entered many comprehensive policy release

settlements with policyholders to finally resolve their claims in the liquidation, and these

settlements may include paid losses, case reserves (known but still outstanding claims), and an

element for potential future claims (IBNR).17 This does not present some inappropriate

distinction.

The critical point about these settlements is that, like commutations, they are voluntary

compromises. (Also, unlike the claims ofAFIA cedents, they have value to the parties without

receiving a reinsurer's agreement.) To the extent that they may involve future claims, the

policyholder and the Liquidator must come to an agreement. A policyholder cannot compel the

Liquidator to allow such claims. See Fuller-Austin Insulation Co. v. Highlands Ins. Co., 135 Cal.

App. 4th 958, 38 Cal. Rptr. 3d716,742 (2006)("While calculating the aggregate value of

present and future asbestos claims is helpful and often necessary in other contexts, no authority

exists for utilizing such a valuation to affrx an insurer's indemnity obligation."); see id., 38 Cal.

Rptr. 3d at746. The Liquidator similarly cannot compel a policyholder to agree to a value for

them.

17 The Liquidator has sought and received approval ofthe Court for such settlements throughout the liquidation
proceeding. See, ç.9., Motion for Approval of Settlement Agreement with Trane U,S,, Inc-(May 13,i}l9),granted
June 3,2019; Motion for Approval of Commutation with Northwestern National Insurance Company and Settlement
Agreement and Assignment of Distribution with AK Steel Corporation (February 17,2006),granted March 10,
2006.
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In these circumstances, there is no disparity of treatment between Class II policyholders

and Class V cedents that is not warranted by their different priority. Policyholders have an

opportunity to negotiate over their Class II claims, including some element of future clairns.

Many have, and others have not. So too, cedents have an opportunity to negotiate over their

Class V claims including some element of future claims. However, since they will not receive a

distribution, there must be a reason to engage in the effort. Where there is such a reason, some

cedents have availed themselves of the possibility, and others have not. But after l6 years the

possibility of such resolutions at either class does not warrant holding the estate open given the

adverse impact on the Class II claimants with allowed claims.

V THE AFIA AGREEMENT AND SCHEME AND THE ZURICH
AND WÜRTTEMBERGISCHE SETTLEMENT AGREEMENTS
HAVE NO BEARING ON APPROVAL OF THE CLAIM
AMENDMENT DEADLINE.

Zurich contends that a claim amendment deadline is somehow inconsistent with the

AFIA Agreement and the Scheme. However, those documents provide AFIA cedents with an

incentive to pursue claims in the Home liquidation. They do not provide that the Home estate

will remain open for any period of time or at all. Similarly, the settlement agreements with

Zurichand Würrtembergische determine the basis (fixed pool share) on which claims may be

allowed, and they provide that Home will administer underlying inward claims against the two

companies.ls Zurich and Würrtembergische further agree that claims against them, when agreed,

will in turn be included in their proofs of claim for determination in the Home estate. But the

settlement agreements do not provide that the Home liquidation proceeding must be open

indefinitely to receive such claims.

'8 The Liquidator recognizes that this obligation presents a Class I expense that will need to be addressed before the
liquidation proceeding closes.
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The question of a claim deadline and the duration of the liquidation are matters governed

by the New Hampshire Act. They are not properly (and were not) the subject of contracts with

claimants. Instead, they must be determined based on the balancing of factors required by the

Act as described in the Liquidator's motion.

VI. THE PROCESS FOR THE DETERMINATION OF'CLAIMS IS
SEPARATE FROM APPROVAL OF'THE CLAIM AMENDMENT
DEADLINE.

The Catalina Group and Resolute express concem that the process for the determination

of claims after the claim amendment deadline is not clear and that they are not sure how to

submit claims at the deadline. These issues are separate from the question whether to establish a

deadline. Claim determinations will depend upon the particular facts and circumstances of the

claims. If AFIA cedents are dissatisfied with claim determinations made after the deadline, they

may seek review by the Referee and Court at that time.

In any event, as the Liquidator has advised AFIA cedents, the Liquidator intends that CIC

(through CISUK) will continue to administer AFIA claims and make recommendations about the

determination of the claims after the claim amendment deadline. (CISUK and its predecessor

ACE-INA have handled AFIA claims under the Claims Protocol since 2004 with no disputed

claim proceedings since 2010.) The Liquidator has asked CIC to administer AFIA claims after

the deadline, CIC has expressed conceptual agreement, and the Liquidator has accordingly

proposed that the Claim Protocol be amended to provide for CISUK to address case reserve

submissions after the deadline.

The Liquidator also recognizes that AFIA cedents seek guidance as to what they will

need to submit at the deadline, and the Liquidator has provided AFIA cedents (and CIC) with

draft guidelines to that end. A copy of the draft guidelines, on which CIC has no comments, is
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attached as Exhibit 3. The essential element in claim submissions by the deadline is the

identification of claims. Information conceming the value of the claims can be supplemented

afterwards.

The Liquidator will continue to work on these issues so as to provide guidance before the

claim amendment deadline and a smoothly functioning determination process afterwards.

However, they do not bear on approval of the proposed claim amendment deadline.

CONCLUSION

The Court should ovemrle the AFIA cedent objections, grant the Liquidator's motion and

approve the proposed claim amendment deadline.
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INSURANCE COMPANY,

By his attorneys,

GORDON J. MACDONALD
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I ErnBtû Young LLp
I More Lonclon place
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Exhibit I

r Phone: O2O 7Ð51 20OO
Fax: 02O 79tl 1345
CDÉ & t,DÈ Box 241
unnrv.cy.corVuk
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WTHOUT PRÉIUDICE AND FORSETTLEIIENT PURPOSES ONLY

.Equitas Limited
33 St Mary Axo
London
EC3A 8LL

22lanuary2004

For Attentlon of : Rhydlan rlViltiarns

Dear Sirs

1. ACE Group procs€ds
I .l In oornpromlso of disputed positions r€speoting tlre non-novated AFIA rsinsurancË tr€atics

yn{e¡writtcn by or on bohalf of The ftrome Insurår¡co Company ("Home") througù thc Hòms's
UK Branch (ûo 'TAFIA Tnerdcr"), wo agroo thaÇ aa eoon ¡s ieasonably practicable following
the agroomørt of a number of Informal Crcditord Committee memberÈ sufficíont to givo
adaquate sssurarcc to llome tbat ths Sohcme (as defined in sub-paragraph 1.1.2 below) witl bc
approvcd by thc rcguisito ¡nqior¡t¡es of AFIA Codents (as dofinod in sub-paragraph I . I .2' bolow), we will t¿ko tlrc following steps:

1.1't notify mombüs of tt¡e hformal Qrcditorsq Committee that a euff¡cient number of
lnformsl Creditorc'Commiücs members (as desoribed in paragraph l.l abovo) hovo
âgoed to tho arr¡Dgemcnt ¡€üootod by thã proposats set out ín-úís þusr agriment Uy
returning a signod copy of this letter agree¡nont to us;

t ' I '2 seek tùe approval of tho supen,ising New llarnpshire Court ('New Hampshlre
Ordef) to â compromico invotvlng the implementatio¡¡ of a sohcme of arrangement
Pursusrit to se€t¡on 425 of ü¡e Companles Act 1985 ("Scheme") between Home a¡¡d
cedents of Étromc in reslcct of tha AFIA Trcaties ("4¡'IA Cedentsr), the main

. fcatu¡es of whieh are described in suh'paragraph 1.9 betow, suoh Ncw Hampshire
Order to bs or¡ tcnns th¿t it is conditíonal upon:

(l) the sanction of the Engtish Court in respect of the Schøne¡

(2) an ordor of dro English Court approving the remisslon of the Home's assets
sih¡¡Ed in [krgtard and tffalcs (oúer than tho 'Nçt Rccoverios" (as dsfinod in
eub-paragraph 1.2 below)) to thc Ncw ll¡¡npshiro liquidator for adrninisiratio¡
and disl¡ibution as part oftheNew [larnpshiro liquidadon ('Global
Llquldatlon Order,); and

(3) thc approval, or "nonobjoctionn, of tlro Financial Serviccs Authority to the
Scheme a¡¡d to the making of tho Global Liquid¡tion Order ('FSA Approval");

.+'.Í.

'rlia'

. aî Y-K 
flrl Emlt & Joulç !\p t¡ a tirnirc<t ilebitiry parruorship

öfib"óffi i".¡3-lll'l.'lJli,i¡'!::Ji,[l li,Ëll.í,* iljil,Täu,n",.
A.lin of mcnrben' namcs i¡ ai,¡¡¡lal¡lJ f",lirspocroläitrrä-it -,,addrcss whtcJr is rhe firrn.¡ p¡ncrpatlacJãlËirìl,ilìi J"ã ¡s
regisrered ollice.
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ä/Fnrusrs(VouNG 22 January 2fi)4 Z

1.1.3 a¡¡ soon as rcasonably practicablo ¡fter tbç making of thc Ncw Hanrpsl¡iro Ondar:

(l) make an application ûo tho Englfsh Couft for pennissio'n to convene a meeting
of AFIA çedents to spp¡ove tho Schome; and

A, followingthe approval of the Sshome by the requisitc majorities of AFIA
CedenB, seek the ssnot¡on of ths Eng¡¡sh Court in rcspoat of tho Sohome,

t.2

Provlded.tlpf the Scheme shall not bccomc effcclive on its tcrms until aÊer the
making of thc Global Liqrridation Order and tho granting of FSA Approval,

the Now l,Ia¡¡¡pshíro Or(br and the Schol¡rs to be upon such tËrms as may bo approvod by the
New Harnpshirc Court and Englisb Courg and

1.1.4 in o¡dcr.to redr¡co tho cosb of dirputcd claim procoodlngs to thc Homc ostatq, tlrc
Liquidator will rpcommcnd to tho New tlampshi¡e Court S¡at ln the r€ùtution of
rcinsurar¡ce olaiús against Honc under tùe AFIA T¡aaties, wùcrc the rci¡surance
cont¡8ct undcr whlsh the ola¡¡r arisos contompl¡tss ¡¡ùita¡ion or other dispute
rosolution procedures witl¡ mo¡p tirnltêd discovøy than that pcmrittcd undor d¡o O¡der
Establishing Procedures Regerding Claims Filed wittr The Homo Insurance Company
in Lþidation entered by thc Nsw }l¡mpibirc Cou¡t on Deccmbcr 19 2OA3 or such
¡me¡dsd order 6¡¡ appropriatc (rthe Ct¡tmc ProcGdurcr Order'.), discovory in rhe
disputed claim procosdi¡g (lnctr¡dfng, without limiting ürc generaliry of the forcgoing
requcsts for documentg intorrogatorieq rcquests for adrnissions, or evidence
deposítlons) shall be limíted to that s\railable undçr the contacü,rally contemplated
procedurcs.

'rNct Rpcoverlcc'r msElls 5092o of tho 'Proceg{s" (as dcfincd ln sub-paragraph t.3 below), plus
1007c of those prroceeds described in suh,paragraph 1.3.S below. '

"P¡'occedsrr meañ thc proocods recçived by llornc Êon¡ tl¡e ACE Group or any "Third Party'
Reinsurer" (as defined in oub-paragraph I .8 bclow) (aftcr deducting amountq offset between
Home a¡d either ü¡e relcvant ACE Group compa¡¡y concçrned or any "Third Party Roínsurer"
(as doflned in suÞparagraph l.E below) in rrlalion b AFIA busiuess and after having taken all
reasonablc asguments ¡nd/or dofsncee as rogards tho velidity of euch off*ot) with respcct to
th9 AFIA lrcaties (whether such procds a¡e dcrivcd tlnough an ongoing resolution process
with rl¡e {'CE Croup or any nThird Party Rolnsurcr" (as dcfined in sub-paragraph l.E bolow)
or through a comnrutation or slmilar compromisc arangcment with any ACE Group con¡pany
or ony '"Third Patty Rcinsuref (as defined ln subparagrapb 1.8 below) relating to tt "tcompany's indemnity arrd/or reiosuranc,c obligationsto Home) net of:

1.3, I thc cosB of tlrc UK provisional liquidation;

1.3,2 aoy collection coets;

t.3.3 costs ¡ncunþd ln our secking the ordcrs of the New tlanrpshiro and English Courts s€t
out in sub-paragraphs I'l.l ¡nd 1.1,2 rbove (inclrrding, widrout prcjudico to üe
goncrality of the foregoíng, thc costs of ury lcgal and othor professional advisors in
obtaining and implemcnting euch approvots!

l.3A thç procs?ds received by Home from tho ACE Group or any ,Thi¡d Part5l Reinsurer"
(as dcfined in sub-peregraph 1.8 below) with raspcct to those ìnwards ü¿b¡üt¡cs of

r-3
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Homc undcr the AFIA Trcatiee whiclr arc, or will upon final a{iudication be, settled
by way of ofleet as betweco Ho¡ue and thc rclcvar¡t AFIA Ccdent concemed (whether
such ofret right deríves Êom conûact or statute; and

1.3.5 thc procceds reccivcd by Homc ñom the ACE Group or any Third Psrty Reinsu¡er
wiû respcct to Homc's liabtlity under an advcrse coets ordcr as describcd in sub-
paragraph 1.9.7 below (which auouot shatl bc creditcd dircct toNct Rccovcries, as
provided in that suÞparagraph).

rile also agree that during tho ustsndstitl Period" (as defined in paragraph 1.6 bclow) we will
not enter into a commutation or s¡milar compromise arrangenront with any ACE Group
company or any nThird Party Rsinsurer" (as dcfined in sub-paragraph 1.8 hermf) rclst¡ng to
that oompany's indomnity and/or ¡cinsuronoo obligotlons to }Iome ln r,ospoct of the AFLÀ
Treaties withor¡t fi¡st:

(t) promptty consulting with ttre Inform¿l Crediûors'Commlttcc as to any such proposed
commutation;.

Q, provicling all releva¡t docutrontation to tho Inform¡l C¡pditorC Commiuec at loast 5
working days (whcrc practicablo) prior to sush qonsuttation (and to t¡ls end, rne¡nbars of
the InformalCrediton'Commitæc shall bs dcomcd to havo r€quesÞd notice and entered
into s ooril¡dêntíolity ogrcoment with tho Liquldûtor pursnútt to paragraph 3 of the
Order Est¿blishing Procedrnes ftr Revicw of Roinsurancc Commutation Agreements
entcred by the Ncw Hampshiro Court on July 23, 2003 or any such amended order as
approprlaûe ("thc Comnutado¡s Ordet'')). If it ls riot pracdcable for Elomo to comply
with this 5 working days notice pcriod. Ho;o shatl ma}c all roasonabte eftrts to
provide as much notlcs as is possible in tbc cireumstanoos; and

(3) providing noticc to tho Informal Creditors'Committec in advancc of any applicæion to
the supervisingNew llampshüo court to approvo tho torms of any suctr pioposed
commutat¡on, in accord¿nce witlr tlre provisioræ oftho C.ommutations Order.

You agrec that:

1.5. I drying the Sand*ill Period you shall not se¡k to reaoh any ¡igreernent or sÍrangement
with any mcmbcr of tlre ACB Group or any "Third Party Reinsurer" (as dofined in
sub-panagrnph 1.8 below) whcreundoryou rcceive payment from any suoh cntþ in
respegf of tho AFIA Trcatiaq and

1.5,2 in dctormining your ontltlømem (if any) to reccivc any disribution pa,yablc to you in
your oapacit¡r as a cr€ditor in Home's New Hanpsh¡rå üquidation youwill bring into
accounÇ and give crodit for, any paymønts rccelved by you prusuant to the
Bnangpmqlts dcscribed in this paragnph t.
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1.6 rSt¡udc{ll Pe¡:lodi shall mo¡¡ lho period cornmetreing upon the d¡te on which you agrce to
the arrangcment roflectod by thc proposals sct or¡t in lhis lccer agrocm€nt by rotuming a
signed copy ofthis lctt€r ¡g¡þement to us ürd cnding o¡ tho "gtandstill Termination Date" (as
dcfinod in paragreph 1.7 below).

1,7 "standstill Tennlnetlo¡ D¡te" shall mean tho earlior of:

L7 ,l 27 Febnnry 2(}04, if by that dats Home has not aotifïed members of the Inforrnal
Craditors' Commiüe€ that it h¡s dctorm¡ncd that ¿ erfüsÍènt nu¡ribor of lnformal
Craditord Commlttco.rnombors (or dosoribod in paragrrph l.l abovo) have rgresd to
the arrangc,rnont roflected by tho propoeals set out in this lotter agreomont by rehrming
a signed copy of tbís lett€r agrËemeot to us by that dato;

L.7.2 the date upon which the New Hampshiro Court deoics Èc New }lampshíie liquid*or's
motion for the approval of the NewHampshire Ordcr in substantially eímilar i€rn¡s to
thosc deesdbed il paragraph 1.1 abovcl

1.7.3 tbe date upon whioh the English Cou¡t refi¡sos to grant permission to convenc a

. mcctiug of AFIA Codcuts to approvo tha Sobcme in súbtantially similor torrne to
thoso desçribod inparagraph l.l abovo¡

1.7 .4 tho dato upon whioh a mqiorþ in aumbsr reprcscnting 757.0 in valse of the AFLA
Codens do not approve thc Schemo et thc mocting rpcclally convoncd for this purpose
(or u any odJournmørt thereoÐ in substantially similar tcrms to thosc describcd Ín
paragnph l.l abov.c;

1.7.5 tl¡c datc upon which thc English Court roff¡scs to sanction the Ssheme in substantially
si¡¡rilar tcrms tô û¡osc describcd in paragraph l,l above;

t.7.6

r.7.t

1.7.E

the date upon which the English Court refrrsee to m¡kE thc (ilobal Liquidation Order;

the datc upon whioh the Finansial Sorviccs Authority notif¡es Home th¡t it will not
gfant dlo FSA Approval; o¡

I June 2004 (or srch othor date as Ho¡ne end a sufficiont number of [iformal
crcditors'commitÞe mcmbcrs (as described ln paragraph t.l abovc) shall agroo frour
time to tirne), if the Englieh Court has not by thai datã saoctionod the Schomã undor
scqtìo¡ 425 of the Companies Act 1985 as envlsagod ln paragraph l. t .2 above.

"Thlrd Party Reiucurcr" shall mcrn a roiruurer (otbor than.an ACE Group company). which
has undelwr¡ttcn reinsuranco in ¡plation to AFIå bueine¡s dircctly in f¿vour of Hòme a5
reassured.

It is intendcd tåat the Sohcrnc will hsve the foltowiag main fe¿tr¡¡ps:

t.9. t

/J.Þ.r.
l;:l:i:J

r,8

r.9

qubJect to sub-paragraph 1.9.7 bolow, Net Rcoovedes wlll be distríbut"d parl passu (as
far as reesonably practicablÐ to all AFIA cedents aacordù¡g to tho value of their
claims agalnst Home underthe ¿{FIA Tre¿tics as agreed or adjudicatod (not of any
applicablo set-oft) in thcNcw Harnpshire liquidatión of Homã;
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1,9.2 Not Recovcries (together with all invcsünsnt incomc srd gg¡u aooruing thoreon) will
be held on I segr€gatrçd basie by thc Soherrc Administrators for application in
acçord¡¡¡ce witb tho SchEme;

1.9.3 e Creditors' Comm¡üec will be eståblishod with ûe rigbt to bo consulted by the
Sche¡nc Adrninlsuarors on any tfans¡ction or litigrtion os bctrveon Ëlomc and any
ACE Gror¡p conpany whlch ¡s likcty to h¿ve ¿ maCori¡l irnpast upon Net Recoveries¡

I .9.4 Ho¡ns wilt not oúar lnto a commut¿tlon or similar courpromise arrang€ment lvith any
ACE Group com¡rany or any Third Party Reinsurer relatingto that compan/s
indorurity ¿nd/or rcínsurance oblig¡tions to Home in r€spect of the AFIA Trcaties
without first:

(t) promptly consulting wlth the Crçditors' Committoo as to any such ptoposed
comnutation;

(2) providing all relevant documcntation to thc Crcditors' Committee at least 5
working days (whoro practlcablÐ prior þ such consultatlon (and ûo thls cnd,
mcrobo¡¡ ofthc Croditor¡' Commi@e ¡h¡il bc doomed to have requestcd notice
¡nd cntered luto a confdentiality agrocment with the Liquidator pursuant to
P¡ragfûph 3 of thc Commutations Order). If it is not practicable for Homc to
comply with thii 5 working days notioo pcriod, Ho¡¡rð shall makc ¿ll raason¡l¡le
efforts to provide as much notice as ls posíble in tl¡e oi¡sl¡r¡stances; and

(3) providing uotice to the Creditors'Com¡riüss in advaoco of any application fo
tho supsrvising New llampshiro Courtto approvo tho torms of any such
pfoPo6cd sommutat¡on or arÍarigement, in ascordånco witå the provisions of the
Corirrutåtions Ordc4

I .9.5 in tùo cvcnt of a commut¿tion with thc ACB Group, thc Seherno Adminisbaton will
proposc to AFLA Cadents ¿ çr¡t-off mçcl¡¡nism;

I .9.6 tt¡e costs rcfcrrcd to in sub-paragreph I .3 abovo ¡¡e to be rccovered out of tho
Proceeds on sn inouq¡ed b¡sís; E¡¡d-

l'9.7 should aolafm bedenied in the Ho¡¡e llquidadon and a dispuæd cl¡im proceeding
ens_ue, notrhing ln the Schemo shall peoludo an AEIA Cedcn! pursuûnt to RSA 402-
C:6, from seekíng an adverse cost ordcr aga¡ust Horno in zuch proceodiug, altl¡ougl¡
undçr thc Schcurc tbe AFIA Ccdont soncarncd wlll not bc permittcd to anforce
paymcnt by llomc of any adversc cost o¡der rhat may be forthcoming as an
adodnisUative o:(pcnsc in tho Ho¡ne liquidation, but shall raû¡cr bo cntitlcd to
rei¡nburssmørt to tlre extent of any cash rocovcrcd wrÏir rerpect tbcrcto ftom an ACE
Group aompdny or from a'Ihird Party Rclnnrcr, which aash r€covcry shall be
c¡Pdited diresfly to the Not Recoverios and shall bo payabto ln ñ¡ll to thç AFIA Ccdcnt
concorned ftom tbe Net Rccoveríes ln prÍorlty to any dfstibutÍon ofthe Net
Rcoovcdcs to AFIA Ccdcnts pursuant to paragraph 1.9-I hercof.

lnformation
You agree Îlrat you will providc to us þ t 3 February 2004 sufücisnt informeion ooncerning
your claims under tho AFIA Treaties (inctuding roasonablo details of paid losses, outstsndin¿
losses lnd IBNR) only to eflable us to make úre dotormination rofer¡eã to ¡n pamgraph 1.7.1

2
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hercof, and we will not usc úrat inforuation for tho purposæ of ageei'ìg ala,im¡ or obtaining
pa)¡ment ûom ü¡c ACE Group or Thi¡d Party Reinsurere until the Scheq¡e ls in placo or you
c,rprossly agr€ç othcrwlso,

Proof of Clalm ln Home's liquidation proceedlng
rù/e aclnowlcdgc th¡q by providing inform¡tion to us purruatrt to paragraph 2 of this letter,
you shall not be dÉcmcd to bc subminlng a proof of claim or simllar formal claim agaLnst
Flome, cltl¡or in theNew Hampshlre lþidation proccedirrg or in eny English proccoding. We
acknowledgo üat, by providing us with thc sbtd information pursualtto this letier, you
thøeby roscryG all your rigÞts in that regard,

Confi dentlalþ end Non.Dleclosure
Savc as provided above, wc aglte llut we shall not, without your prior agreemcnt, disclose
any of the information provided undcr paragraph 2 above to any tbird palty (save whce
required so to do so by law) with tho oxccptlon of (a) our lcg¡L ¡pcor¡nting and ¡ctu¡rial
adviscrs; (b) any applioablcrrgulaûor; and (c) courts of€ompctørtþrisdictíon for purposes of
seekingjudicíal approval ofthe arrangemont proposed he¡ein.

We ff¡rthcrmorc rceffirm that tt¡¡s lcttcr and its contcnts constitutc "Conf¡deotiat Information"
within thc mcaning of thc Confidcrlrtiality Undcrtaking cxocutpd by you,

Authorlset¡orl
The New lrarnpshire Insurance Commissioner, Rogcr À. scvigrry, in his capacity as

Líquldator of llomo, has appmved this proposat and ar¡thoriscd its circulatíon by the
provisional liquidators to members of the Informal Credirors' Committee.

Slgned by G. E Hughes
Joint Provlslonel Llquldetor
for and on bchalfof
The Home lirsuranco Company

We horeby agrcc to the anangcments reflccted by tho proposals sot or¡t lnthis lettcf agrÊemant

2-2.o*
EquitasLlmltcd

3

4

t:\
fLl

5

.¡fl:

6. Acceptance by lnfomal Crsdltore'Commtttee m€mb€ns
If this proposal ls accoptablo to you, ptease indiccæ youracceptanae to ¡ts terms þ signing
one copy ofthls lettor agreement whcro indicatod bclow and roturning such copy, duly signcd,
to us as soon as posible.
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horaof, r.'td lrt will not ¡¡so th¡t idorm¡tion for tho purpoces of ag¡çping claims or obtaining
paymcnt ftroo tho ACE Ciroup or Third Party Roínsurcr r¡atit tho-Saúcñc ¡¡ in ptecc or you
elçrccsly agrec otherwiso,

Proof of Cl¡lm ln Home'¡ ltquldaüon proceedlng
Wo acknowlodgo tbaL by provídìng i¡¡for¡r¡tion lo uE pur¡r¡s¡ttp pangnprþ 2 of Ëis leúø,
you shell notbc docucd to bc nrbmíttíng a proof of claim ø sirnilar formai slaüii'iigliínst
Hooe, oithø in tho Ncw llampobirc lþuldation procæding or in ary pngirh'pocäãùiüg tVc
aohowlcdgoths$ typfoviding ur witbtto rstd l¡form¡tion pursrram:iöÉd¡ lotlor,you
tho¡eby rcs€rvo all yoru righe ín thrt ¡aesrd.

Gonfidenthllty md Non.Dlsclosurc
Sava as ¡rrovidcd abovo, rvo sgf"o th¡t we rhatl nol wíthoutyoruprior EgrccrncnÇ dlsoloso
any of tho i¡rformation prcvided undcr parograpb 2 ¿bovo to ¡¡y third p¡rsl (savc wharÈ
requlred so to do so by lnr) wltb üre exccpdon of (¡) or¡r lcg¡|, rccountlng and arû¡sri¡t
¡dvlsers; (b) any,.appllcablo rogulcoç s¡d (c) courts of compotont juriedtction for purposes of
sookingJudicial ap¡rovel of the anangernant propoood herclo,

rffc ñrrthcrmoro ¡cafit¡m that this lettcr atrd lrs con¡enrs consdn¡ls "C.ouûdcntl¡l Informatiol¡'
witbÍn tho moaningofthoConfidc¡rd¡tttyUndort¡lciqgcxocutodbyyou. I

Authorls¡úon
Tbc Ncw H¡mpsh¡ts Insr¡¡ancs Comnlcclonor, Rogø A. Sovþn¡ 'in hi6 capacity as

Liquidator of Home' bas approved thir proposat and auúoris€d its chculation by the
provislonal þuidators to mcmbcrs of tho lnform¿l C¡Êdttors' Com¡nittoo.

6, Acceptance by lnformal CÞdltoË'Commltiee membols
If this proposol ís accoptabto to yor¡, plcaso indica¡o your æo€ptsnao to its ten¡s by eigning
on€ €opy oftàl¡ toûtc¡ rgrcønont whøo tndias¡od bûtow and rou¡ftr¡.og suoh copy, duþ rtghG4
to us as soon as possibla

pa\4

3

4

('

o.

q
.. aaaa aaa aaa aa. aaaa.r.r r a. aaa a aa a aa

Sþncil byG.H-Eughr
Jolnt Provlsfonsl ldquídetor
for and on bchalfof
The Eo¡¡c r.TqurauçG Con¡rany

Slgncd l.¡¡ago.-r
.fo¿ c,,-.c¡ 'oÅ sqfìtuF g
TlrË æ?frpòA FlßÈ ¡, ¡-1¡.c.rrrrB ¡xgvê.axc,E
(t t¡ Lr eyuc*<r rcrs)

roflccæd by tho proposalr sqt or¡t i¡ this lotter tgrcoocnttq thp

¿¡¡v1fi¡rt t vl
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hereof, and wo wlll not uso that i¡rformation for tbe prposea of
paymcnt from thc ACB Group or Thirü P¡rly Rc¡nsurcns undl
exprcssly agreo oúbcrwiso.

3. Proof oÍClelm ln Home'c llquldaton proãeedlng

4.
Savo as pmvidod abovo, wo agrcc thrt wc ¡h¡ll no, wiúout
any of thc lnfomratlon ûo.

requircd so to doro by

6

Wo acknowlodgc that, by pmvidlry hbrratÍon to ue pursuant to paragraph 2 ofthis lcgø,
you shall ¡ot bo doøod o bo submiulng a poof of otaiu or síbíldr forñ¿¡ clrim agdriit' i ''
llomo, eiüer in ths Nqrr Hempshtro liq$¡{þn FroaoÊding or in anf, English proccodirig SIc
aclarowlodge ûsg by poviding us with ttc'¡¡¡d ínformrtion pursuart to thic laücr, you
thc,r,oby rcrenc dl yoru rigbts Ín th¡t rcgriU"

Conlldenüallty and Non-Dl¡clocure
yoru prior agrcomcnÇ discloso
mythbd psrtJ/ (savo wüono

hg¡l' eccourtin g rad aptr¡¡sisl
forpurposos of

',

5

Ws fr¡rtåormorp rcsffrzr th¡t thts letlor a¡r¿ ¡ts coúoqlålÐnstitnûe "Co¡rfidcntlat Information"
within the mca¡rtng of tho Confidentielþ Udct¡kiúË.Sxooutcd by you.

Authorisatlon
The Ncw tfanpshire Insurancc C.onmlseloncr, Bp¡fsr A. Swlgp¡ in his oapacity as

Liquidator of Héme, has approvcd üis proposai.'i.'lind autboriscd its ai¡or¡ladon by the
prwlslonal liqulda¡ors !o members of tho Infonn¿t Crcditorsr Cornmittcc,

rdcce pta n co by lnõrm¡l Crcdlton_'.. Cot¡ grl.[-be mom berc
If this proposal ír acaepablc to ¡ou, ptcaso.indioalo Xät, ¡cccptanoo to iûs tsrms þ sigfríng
ono copy of this lett€r agroorront wbcro ind¡asbd bolb\*' qnd rrturning sucb oop¡ duly sþod,
to us rs Eoon a¡¡ possiblc.

I

r,\

Slgned by G. E Eughcs
Joint Provl¡Ional ltrquldetor
fora¡d on beh¡lfof
The Eome I¡sum¡rcc Conp¡ny

We bercby agrco to tho arrangcmcnts rrflcctçd þ lüo proposals sot out in this leüer ag¡ecmÊnt

.,

Signed p Mentor Inrur¡nqp Cpnpery (UIg Ltd
P. q,l <n^ ('-\c\f 11-

,trÇqffiE'*'tL"^'"' %ù
L q,l- c-^¡'
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horeof, and wo will not uso thd lnformation ôr tûo purposcs of agrooing claims or otrtainlng
payncnt ùom lho ACE Group or Third Party Rclnsunìrs untll tlro Scho¡no ls in placc oryou
øtprtssly agrcc otlrcrwiso.

Pmof of Glalm tn Home'r tlquldrüon procoedlng
Wa apknowlcdgo that, by prwlding Ínfo¡mation ûo us pursusnt to 2 of thls løttor,
you shalt not bc dosmcd to bc suboritting a pruof of claim or sim¡¡âr fo¡¡¡al clain against
Homo, oither in thc Ncw l{empcbirt ltquidation procecding or h any E¡rglísh prooocding. We
acknowlcdgo tlut, by providing us wlth tho sa¡d infomation pursuant to this lcttcr, you
theroþ rosorvc all your rights fn tbet rrgarl

ConfidendtllQr end NonÐl¡clo¡ure
Ssvo tt proridcd abovg wo agroo that wc shall rot, w¡thout your prior ¡g¡ccrnent, disclosc
any of thc lnformcion p¡ovidcd r¡rds p¡raSfEph 2 abovcto ray third perty (ravevhcrr
requirod so to do so þ law) wttù thc orccpüon of (o) our lcd, accorrnting and ¡cn¡sri¡l
aóviscre¡ (b) a¡y spplicabtc regulatoç ¡¡d (c) cor¡rts of compctont jwÍsdlctfon for purposes of
sccking judicial apprey¿¡ of tho arrangomont proposcd boroln.

We fi¡¡thcrmorc rcaffirm thgt &is tsttsild iæ coûtentE oot¡st¡û¡tc trConfidcntial fnformation"
withiÁ thc mcanlng of tho Co¡¡ffdcntiality Undortoking oxcout¡d by you.

Auihoriratlon
Thc Ncw llmpshirc In¡u¡rnco Commisrionor, Rogor A. Sevigry, il hi¡ capactg as
Liquidator of Homc, has appmvcd tbis proposol and authorisod lts oirculuion by the
provlsional tiquidotoro to mcmbcrs oftho lnformal Croditon Coñm¡ttÊ€.

. .. '1..'1 .,!

::,;.t:'1',,¡t 1'';'g

6:;l;:li,r;i;i'iil
''i'-i:.;::'.¡

' l:l
. '.. .... .,:;.i
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4.

5.

6. Accepúrnce by lnformal Greditor¡' Commlüeg memborc
If tlris propoe¡l ír acccpabl€ úo yout plceso indic.b youraocopûanca ûo ils tenns by sigrring
oÂc copy ofthis loüer agreorncnt whc¡e indlcatod bolow and rduming such copy, duly signod
to us æ soon as possible.

Slgned by G,E Eughes
Jolnt Provl¡lonal Ltqutdetor
for and on bohslfof
The Eono fn¡un¡¡co Company

lVe boroby agreo to tho arrangomo¡rtc reflcÆ¡ad by thc proposats sst out in this lesor agrcemcnt

Slgned by Unlonrmertc¡ fuuF¡nce Conpany
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ëlEn¡vsr¿YouNc

hercof, ¡nd we will not uso that í¡form¡don for.tho purposer ofegrÊohg ol¡i¡ni
payment ñom tbeACE Group orThlrd Part¡t Roinsurere untit tho Sohcne ig in
exprcssly agrce otùcnrisc,

3. Proof of Cl¡lm ln Home'¡ llquldetton procs.dlng
lVo aahowledgo tho{ by providing information to us pruruant to

4.

5.

r .. ':

2
you sbell not
ltrouro, aithc'r
acknowlodgo
thcroby rçscnv€ all yorn rlgbts ln thd ¡cg¡rd,

ConlTdendallty and Non-Dicclo¡ur¡r
Save es providcd ¡bovo, w9 sg¡oo thu we rhall noq wiltrout your prtor agrcernen! diectoee
any of thc infonn¡lion plovided under parognpb 2 abovo to ruy ûhd part¡r (savc wùcrc
required so to do so þ law) witb thc oxccptÍon of(a) oru lcgsf accoldting ard ¡cû¡¡¡ial
adviscr,e¡ (b) any aprpllcebþ roguloto¡i rnd (o) oorrts of oompotontJurlcdiodon for purposec of
sooking judicial approval ofthc amangcncnt proposod heroin.

We ftrrtl¡eruors fsaffir¡n that thie lqtûer ¡nd its co¡¡t¡nt¡ co¡rstit¡ûe "ionfiderït¡d Inforu¡liørh
within tho moaning oftlro ConfïdontÍality Undortaking s:rcsut€d by you.

Authorlsatlon
The New llanpchiro I¡suensc Commi,rsÍoner, Roger A. Sovign¡ l¡ h¡s capacity as

Liquidator of Homo, hac approvcd this propooel end authorísod its oírc¡¡lation by tbc
provÍsional liquidaton to mcmbcrs ofthe Infomsl Cr€ditoÉ' Committoc.

We heroby agrtc to tüc arrangcmonts rcflectad by tho propoaats set out in this lctter agreemcnt
Â

..*.k..-........................................
Stgu€d by tugtbb rnd Aner{cr l¡¡ur¡nco Co Ltd

'b

6. Acceptance by lnformal Credltor¡. Commltteo rnemben¡
If tblr proporal ls aoceptable to yort ptease lndlcato yot¡r æosptrrico to its þm¡s by ¡iptng
.ono copy ofthls lottor agrccmo¡rt whcrp fndícatcd bolow and rctuning euch copy, duly slgnd
.to us aB soon as possiblc.

0a,n4"w<of o Ì--orr.r,.1....;....,....

Slgned byG,ILllugbes
Jolnt Prordrlonrl Llquldrtor
fø ¡¡d oa bohalfof
Tte Eone In¡u¡¡ucc Conpauy

Õ
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3.

hereo{, aud wo will not uso ürat inform¡tlon for tho pr¡rposós of a¡reoing olaims or obteining
paymcnt ñom thc ACE Group or Third Party Rcínsrtcrs until thc-sohqmc is in placc or you
cxprcssly agrao othorwlso.

Proof of Gl¡lm in Home'g tlquldatlon procesd¡ng
Wc acknowlcdga that' by pþvtdfurg inforrn¡tion to us pursuaú to paragrrph 2 of this lcttcr,
you rball not bo doomcd to bo submiUing a proof of olaim or similar formal olaim aginst
Home, cither in thc Ncw llampshlre llquidarion procccding or ln any Eagliuh prooeeding. We
acknowlcdge ûsl by provÍding ru wíth thc sa¡d inforrßtion pursuaff to this lctær, you
thercby rBscrye atl yorurigþts h that rlgl¡rl

Confidentiatlty and Non-Dlgclosure
Save as_povidcd abovç, wo agree that wo shrll noç wiihout ¡our prirx agreoment, dtsctosc
any 9f tlro infornsûoû providcd undcr paragrrph 2 abwc ûo any ú¡¡d party (save wherc
rcquùcd ry to do ro þ law) wlür tha ørocgtion of(r) our logrl, accountb! and ¡cn¡ar¡al
advisors¡ ft) any applícrblo rcgulatoç md (c) ooruts of mrnpaont jruísdfãion fo,r purpoees of
soekingjudicial aprproval of tho arra,ngiomcnt proporcd hcrcln

We fr¡rthormorc rcaffirm lhat thís lçücr atrd lt¡ contentr const¡tr¡tc oCo¡iñdentiat Information"
within tho mcaning oftho ConfidortialÍty Undøtakíng oxeçutod by you.

Authorlsatlon
Tho New llampshírc In$¡rance Couunlssíoner, Rogpr A. Scvipy, in his capacÍty as
Liguidatø of Hono, has approvcd this proposd and authoriscd its oirculation by tho
provislonal liquidators to mon¡bers of tlre l¡formal Crcditors,Committec.

4.

røfleætad by tho proposalr sot out h this lettcr agrromont

5.

6. Acceptance by lnformal Greditor¡, Comrnlttee rncmberc
If tbir proposal fu æccpúable to you, plcaro indÍcato l¡ous qaoopt¡noo to tts tormr by rlgning
one copy of this letþr sgrtcoslt ìth€re lndtcatcd bclow and rctrnning such copy, duly signcd,
to us as soon as possiblo.

Çaan qt
.9........,.....t....1...,..;.......,......,.,....;..,..,........
Slgood by G. E llrgber
Jolnt P¡¡vl¡lond Llquidetor
for and on bchslfof
The Eoue fn¡Er¡¡cs Compe¡y

We

o

aa t. a... a a. ..a......

In¡un¡¡ce

l4AtMtMa pt(.É6.ru<

t
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hctool and wc wíll not uso tlut ír¡formarion ftr trc purposes of agrocing claims or obtaining
paymcnt tout tho ACB Group or Third Party Roinsr¡rers until tho Sohemc.ís h plasc or you
otprsssþ agrco odrcni.iso,

Proof of Gl¡im ln Home's llquldeüon proceedlng
'We acknowledge tbtt, by providlng ir¡formatir¡o to rrs punuaû¡ to paragr¡pb 2 of thls teücr,
you shall not bc dcomad to bê submltûE r proof of olaim or sÍmil¡r form¡l olrim agniast
Home, oithor in thc Now Hourpshirc tiquid¡iron p¡pcccding or in arry Englith proocoding Wo
aoknowledgo thal, b¡r p¡evidiag us with ttre said inform¡tio¡ pu¡tu¡nt to tbls t-rcr, you -
thcrcþ rcsc¡vo all your righte in úat rcg¡rd.

4. Gonñdenüelltyend Non-Dl¡cloou¡t
S¿ve as prcvidod obove, wo agrro that wo ¡hall oct, wiúrout your prior agroemon! disclose
any of tho information provlded uadcrparrg¡¡pb 2 abovo to any ttrlrd party (savo whoro
requircd go to do so by hw) withthc c.¡rccption orf (a) orrr logal, sccou[tlng a$d súûrriat
advisers; (b) any appllcable regulaûon rnd (c) courtr of compctent juisdicdon for purposee of
saeking judicial approval of the arrangrcmcnf proposod hcroh.

Wo fi¡rttprmoro rstfñrm thåt ú¡s lcüor and ¡ts conÞnb consdtuto "Confidonti¡l Inforrnation"
withln tl¡c meü¡ing of tho Confidontialþ Undertaking oxocutod by yoo.

5. Authori¡¡tlon
The Nsl./ tlanrpshire lnsurar¡oo Commissionor, Rogcr A. Scvign¡ in his oepacity as
Uquidæor of Horno, has epprovod this proposal and authorieed its ci¡eul*iou þ thc
provleionøl llquldatorsto mombcrs of the Iriforn¡l croditord committeo.

E. Acceptance by lnformel Gredibrr, Gommlffue membeñt
lf thla pro¡roaal ls accoptablo ø yor¡, plersc indiceto your accsptanccto lts toms by eÍg¡ing
oto copy of thls tcttcr agreomcnt whcrs indiasúod botow and rcturning such copy, duly sigpe4
to us as soon ns posrible.

.lf*h.3.....,........ . ...,............r......... ...

3

Stgned by G.H,flugher
Jol¡t P¡ovl¡loual Llq uldeør
for and on behslfof
Ths Eome l¡¡urauce Company

We heroby agrte to the smü¡gerionts reflected þ tbo proposals sst out in tbis loücr agro€û¡ent

t a..r. ! ...r...ra.. a

á tu .444ta..a...4.a...a.....

Slgned by Rlvontono ùlanageænt Lûd
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THE HOTIE
INSURANCE
COMPANY
ln Llquldatlon

59 lvfrid.F I¡¡e
NewYodqNowYort 10038

Pote Bcagohdcf
Spodal Dp.rty L¡q¡idâtc
Tol (212) 530 3741
F¡r( (212) 530 6t13
Pøcr.Bcogabdcf@tmoiorco.om

August 6,2W4

VIACOIInIER

-

Thomas J. Wamser,Esq.
Assistant General Counsel
ACE USA
IawDeparünent
Routing 1L35S
1601 Cheshrut Steet
Philadelphia, Pennsylvani a 19 l0 I

Re: Thc Eome Insur¡nce Company (sEomo'or &ETCIL') - Administrat¡on of AFra
Brr¡inea¡

Dear Tom:

This letûer sets out our proposâls for the establishment of a protocol for fhe ongoing handling by
Ceûtt¡ry Indemnity Company ("Crc") of claims in respect of AFIA LiabilitÍes, as defined in an
Insurance and Reinsr¡rance Assumption Agreement dated 3l January l9B4 (the .I & R
Assumption Agreementn) betwee:r, inter alia" HICIL and Insur¡nce Company ofNorth Americ¿
(1be prcdeoessor ofCIC) and in respect ofAFIA Licence Business, as defined in a Reinsurance
Treafy and lvfanagement Agreemerit dated 3l January 1984(the "Trcaþr lvfanagement
Agreementn) betweer¡ inter ali4 HICIL and Insurance Company of North Ameríca (the
"Agreements"). Pursuant to the Agrecments, CIC undertook êrain managemen{ administ¡ative
and service obligations in respoct ofAFIA Liabilities and AFIA Licence Buiness (each as
defined below).

The insolvency of Home creates a number of administative issues th¿t need to be addressed and
this letter is intended to desc¡ibe the process for the continued performance by CIC of its
obligations under the Agreements. The Liquidator recognízes tnat to the exænt CIC provides or
causes the provision of services beyond those required rmder the Agreements, CIC should
receive ¡easonable compensation for such addition¿l se¡vices.

In view of the foregoing, and having due regard to the New Hampshire liquidation st¿tutes and
the Claíms Procedures Order (as defined below), it ís desirable to put in place mechaniss and
processes to e¡u¡ure the due, proper, orderly and consistent bandling of Claims (as defined below)
by and among HICIL and CIC.
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This letter, ttrcreforc, seels agreement between HICIL and CIC on the above mechanisms and
prooesses. Following such agreemen! as confirmed by signatrue for CIC below, this letær will
be presented to the Court (as defined below) for appror,ral, üpon which it wi[ be effective. For
the avoidance of doubt, except as may be subsequently agreed by CIC and Home, the terms of
this letter will appþ solely ûo pard losses tb¡t have been presented pwsuant to a POC (æ defined
below) in the HICIL liquidation and determined in accordance with the Claims'hoceciures Order
(as defined below) and not to any loss reserves (incftding reserves for losses that are incr¡rred but
not rcported) that the claimants have established, except as may otherwise be required by law.

1. IÞfinitlons

In this letter, the following terms sb¡ll b¿ve the following meanings:

"ACF-fÀlA" means ACE INA Services U.K. limitcd or such other agent appointed by CIC that is
reasonably acceptable to HICIL;

"AFIA Liabilities" means AFIA Liabitities as defined in the I & R Assumpion Agreement and
the ass'lmed liabilities of HICIL under AFLA Licence Policies as defined in the Treaty
lvlanagement AgreemenÇ

'AFIA Licence Business" hæ the meaning given in the Treaty lvlanagement Agreement

"Agreements" means the I & R Assumpion Agreement and the Treaty lvfanagement Agreement;

nCICu means Cent¡¡ry Indemnþ Company, including its predecessorr¡ or successors in title;

UCIRCU means Century tntern¿tional Reinsurance Company, including its predecesson¡ or
successors in title;

rClaim" m€ans an inward reinsurance ctaim against HICIL in respect of an AFIA Liability
presented in aPOC;

"Claimant" means a person submitting a Claim in the HICIL liquidation;

"Claims Procedures Order" meail¡ the order estabtishing proc€dures regarding claims entered in
the HICIL liquidation made by the Cou¡t on December 19, 2003, as otherwise ame¡ded and in
effect from time to time;

"Corrt" meaûs the New Hampshire Superior Cor¡rt for Merrimack Cor¡nty;

'TIICIL" or "Home" meail¡ The Home Insuranæ C.ompan¡ including its predecesson or
succ€ssors in title;

uliquidator" meaús the New l{ampshire Insurance Commissioner,
as liquidator ofHICIL appoínted by the Corut, the Special Deputy
agents and representatives;

aating solely in his capecity
Liquidaûor and hisand thei¡

,POCU meail¡ a proof of claim properly filed prrrsuant to N.H. RSA 402,4,:37 and C:38; and
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"Notice of Determination", I'Noticê of Disputed Claim", "Notice of Redetermination",
"Objectioni "Reqtæst for Revied'and "Disputed Claim proceeding" h¡ve the meanings given
in the Claims Procedures Order.

2. Submiwion, Adjurtment rnd AdjudicrtÍon of AXIA Liabilitieg

2.1 CIC shall make available such personnet as are reasonably necessary to perform
effectively the managemen! administration and sen¡ice obligations rmderbken by CIC
pursuarit to the Agreements. HICIL agfees and confïrms ttrat, if, and to the extent that,
CIC incr¡rs costs (including internal costs) in providing services pursuant to this letter
agreernent that are in excçss of thosc incr¡¡red by CIC ín the fulfillment of CIC's
obligations uder the Agreements prior to the liquidation of HICIL, such additional costs
reæonably incuned by CIC in such managemen! adminisüationand/or servicingshall
(and the Liquidator agrees that they shall) be chargeable by CIC to HICIL, and payable to
CIC as an administation cost prusuant to N.H. RSA 402-C:44,I. Crc shall present such

. additional costs to ttre Liquidaûor for determination pursuant ûo the Claims P¡ocedr¡¡es
Order and RSA 402,-C:41.

2.2

2.3

2,4

With respect to Claims that a¡e submitted through the filing by a claimant of a POC in the
HICIL estate, HICIL shall provide CIC with a copy thereof and all supplernents therero.
Inthe eventtlut an amendmentto the Claims Procedures Order orRSA 402-C materially
alters the procedures for the determin¿tion of Claims thatare submitted by the filing of a
POC in the HICIL estate, either party str¿ll h¿ve the right to terminate this letter
agrenrnent upon uriüen notice to the other party. This provision shall not have and shall
not be constued to have any effect on the parties' obligations under the Agreements.

Upon reccip,t ofthe POÇ CIC (througb ACF.INA) shalt administer and service the Claim
in accordance with the relevant Agreement" HICIL shall determine the order in which
Claims a¡e to be adminisrcrcd and serviced. HICIL sh¡ll defend and hold h¿¡mless CIC
(and ACE-INA) against any action or procoeding brought by a Claimant arising from
CIC's (or ACE-INA's) compliance with HICIL's detcrmination as to the order in which
Claims a¡e to be administered and serviced. Following adjusfrnent of aClaim, CIC
(through ACE-INA) shall, within æn (10) business days and in writíng, notiS HICIL of
its recornmendations with respoct to the agreement or rejection, in whole or in parÇ of ttre
Claim, together with the reasorn for such recommendations.

If the Líçidator concurs with the recornmend¿tions of CIC, he shall issue a Notice of
Deûcrmination to the relevant Claim¿nt, with a copy to CIC, CIC shall effect remittance
to HICIL in respect of the Claim to the extent allowed on the Notice of Determination in
accordance with paragfaphs 3.3 and 3.4.

2.5 If the Liquidator disagrees with the recommendations of CIC, he shall notíS CIC thereof
in uniting and give his reasons for so disagreeing. The Liquidator and CIC shall
thøeafrerpomptlyconfetüoattemptmun¡¿lresolutionoftheirdisagreement Iftbe
parties do not reach such mutual resolution within ten (10) business dayg the matter sb¿ll
be refened (by either prty) to a single arbitrator ('fubilrator") agreed upon by the
pa¡ties.
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2.6

2.7

2.8

o

Where the contract underlying the Claim at issue is not governed by English law, the
Arbitator shall be chosen from the panel of arbitators maintainedby en¡eS (US). If
tlrc¡nrties cannot gree 9n the identity of the Arbit¡ator within five (5) business days,
each party shall submit the nrmes of three (3) candidates, each of whom sh¿ll be chosen
from the panel of arbirators maintained by ARIAS (US). Within three (3) business days
of tlre exchange of the lists of oandidates, tlrc parties shall either agree on ihe Arbiüator
frory.tfe six (6) candidates ælected or eac,h party shall delete nro(Z) ofthe other party,s
candid¿æs and the Arbiüator shall bg chosen by lot from the remaining two 1z¡
candidates. The Arbinator shall resolve the disagreement betwoen the parties as to
whether the clairn should be agreed or rejected,in whole or ín part, on rvritæn
submissions bythe parties, which ttre parties shall be entitled to supplement with
information and documentationrelating to the Claim, and shall iss¡é a rr¡ling promptly
after rooeiving such submissions; provided that, if the Artitrator considers tt¡æ ttre 

-

decision required of him ca¡not be made on the basis of the wrítten submissions
provided" the A¡bitator shall be entitled to call for sr¡ch other submissions as he considers
necessary Ín order for him to rpaoh a dæision.

where the contract undølying the claim at issue is governed by English law, the
Abifrator shall h¿ve the qualifications required by Rule 6.3 of the Arias (UK) d,rbihation
Rules, 2ed 1997. If the parties cannd agree on the identity of the Arbicaior within five
(5) business days, the Arbitrator shall be chosen by the Chairman of ARLAS (JK). The
Arbihator Ppointed shallhave the qr¡alifications required by Rule 6.3. The parties agree
that the Arbitrator is entitled urd bor¡nd to resolve a¡rd determine by declaration any
di-saqreenqent between the parties æ to whether the CIaím should be agreed or re¡ected, in
whole or in part. The fubitator's award str¿ll be based on nritæn submissions by the
parties, whioh tlre parties sh¿ll be entitled to suppleinent with info¡mation urd
documentation relating to the Claim. The Arbiûator sball isstæ his award promptly after
receiving such submissions. If, however, the Arbiüator considers th¿t he cannoi make an
awa¡d on the basis of such submissions, be sh¡ll be.entitled to c¿ll for such additional
submissior¡s and inform¿tion that he conside¡s necessary in order forhim to male his
award" In resolving the disagreeme,nt betn¡een the parties, ttre Arbitator will solely
interpret the temts and conditions of the conüaot entered into between Home and ihe
Claimant. Tbe Arbitator will apply the p,roper law of the contract, without regard to the
law of any other legal system, in resolving the disagreement between the parties.

The cost of the Arbitation shall be apportioned equally betwecn the parties. The
Liquidator shall issue a Notice ofDstErmination in accordance witt¡ the Arbiratot's
ruting, and shall not unless the ruling is subject to being vacated on a ground speciûe.d in
N.H. RSA 542:8, in a¡ry proceeding before the Cor¡rt take a posítion contrary to the
Arbirato/s ruling. The Liquidator will seek approval to seal the nrling to prev€¡rt
disclosure to any third party. CIC shatl thercafter effeot remitt¡nce to HICIL in respect of
the Claim, to the extent allowed on the Notice of Determination, in accordance wittr
paragaphs 3.3 and3,4.

The parties acknowledge that, should a Claímant disagree with a Notice of
Determination, the Claimant may, at its option, submit a Reqwst for Review to the
Liquidator ín aocordance with the Claíms Procedr¡res Order. In sr¡ch ev€nt, the Liquidator

2.9
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. sh¿ll promptly provide CIC with a copyof the Request forReview and within tïvonty
(20) business days thereafrer, CIC shall in writing notis HICIL of its recommendations
in relation to that AFIA Liability, together wíth the reasons for such recommendations.

2.lO lfthe Liquidotor concws with the recommcnd¿tions of CIC, he shall issue a Notice of
Redetcrmination to the relevant Claimant consistent with those recommendations, with a
copy to CIC. CIC sh¿ll effect remittance ûo HICIL in respect of the ClaÍm to tlre extent
allowed on tåe Notice ofRedetcrmindion in accordaoce t"ittt puraguphs 3.3 and 3.4

2.ll Ifthe Liquidator disagees with the rpcommcndations of CIC, he shall notify CIC thereof
inrrwiting end give hís rçasons for disagreeing. The parties shall thereafterpromptly
confer to agempt mutual resolution oftheir disagreement.

2.12 Ifthe parties a¡e unable to reach such mrû¡al rcsolution within ten (10) business days, the
matter shall bc referred (by either party) to an Arbitrator and the provÍsions of pamgraphs
2.5 to2.8 inclusive shall apply; provided that in the event that the partíes have, pursuant
to paragraph 2.6 or 2.7, as the c¿se may be, ahæiy arbitraæd specific issuæ raised in
the Request for Rcview, the parties shall not be entitled to re-a¡bitate such issues and the
rulings rendered with respect thereto shall h¿ve a preclusive effest and shall be arid
remain binding on the parties.

2,13 The parties furth€r aoknowledge tha! should a Claimant disagree with a Notíce of
Determination" the Claimant is not oblig€d to submit a Rcquest for Review but may, æ its
opttotl file an Objeotion u'ith the Co¡¡rt in accordance with the Claims Procedures Order.
A Claimant that disagrees with a Notice of Redeternrination may also file an Objection
with the Court in acco¡dance with the Oaims Procedures Order. In either event, tlrc
Liquidator shall promply provide CIC with acopy of the Objection so filed and stnll
provide CIC $'ith a cory oftheNotice ofDisputed Claim sent bythe Liquidation Clerk to
the claimant in response to the filing ofthe Objcction, so as to avail CIC of its right under
the Agreements to inrcrpose defenæs inthe ensuingDisputed Claim proceeding. If CIC
elects to intcrpose tlefsnses inthe Disputcd Claim proceeding it shall, at its own cost and
expense, seek leave to so participate by filing a Motion to Partioipate wittr the Referee no
later than thirty (30) days añer the dafe ofmailing to the claimant of the NotÍce of
Disputcd Claim, identifring the contact in question and stating that it has a contract¡al
rigltt to interpose defenses. The Liquidator agrees that CIC has the right to participate in
Dsputed Claims proceedinp and to raise any defense or defenses available to HICIL,
and shall assent to CIC's participatÍon.

2.1,4 The DisprÍed Claim proceedinp procedures shall be governed by New llampshire law.
Questions ofcontastual consüuction and interpreation with respect to the Disputed
Claim shall be governed by applicable law in accordancc withthe express terms ofthe
contact, without regard to the law of any otlrer legal system. Where the contract is silent
as to its governing law and English law may apply, the Referee shall appoint an expert
(with the qualificatíons and in thc manner provided for below) and consult with suoh
expert to deærmine which law is applicable. The Referee's decision on ohoice of law
strall be final and bindingon the parties,

o
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2.15 The Disputed Claim proceedings shall be condr¡cted by the Referee, who may appoint an

ex¡ert to assist the Referee. Where the law applicable to the contact is English-law (or
where it has been determined æ above ststed that the contraqt is to be constn¡ed in
accordancc withEnglish law), the Referee shall appoint an expert (or, as applicable,
retain and be assisted þ the expert appointed as stated above) with knowledge of the law
of insurance and reinsura¡rce in England æ well as industry custom and practice. Srch
expert shall be either a retired English judge or a Queen's Counsel of the English bar an{
in either caæ, shall be a person disinærested in the subject matter of tle Disputed Claim
proceeding. HICIL and CIC shall afempt to jointly propose a person to be appoínted as
such expert by the Referee, provided ttral if fUCn, an¿-ClC do not agree onä'person ø
be joíntly proposeq HICIL and CIC shall each be entitled to submit tô ttre Referee ttre
n¡rmes of tlree candid¿tes fulfilling the above requirements. The Referee shall choose
the expert- The Referee may presoribe such ñ¡rther reasonable procedures.urd provisions
as the Referee, in the exercise of discretioq dcems appropriate to assist in the
adjudication ofDisputed Claims. The foregoing includes, but is not limitedto, the receipt
of docru¡ents and other information relating to the Disputed Claim and the t¡king of
evidence. The expert shall issue a Report aûd Recommendation to the Referee after the
evídence has closed whereupon the Referee shatl provide a copy of the Report and
Recommend¿tionto each ofthe Claimant,HICIL and CIC. The Referoe may usethe
Report and Recomme¡rdation as the Referee deems appropriate a¡d shall attach a copy of
the Report and Recommendation as an exhibit to the Referee's Report to the Court T}e
costs of the Refelee and the expert shall be chargeable against HICIL as part of the
expense of the HICIL liquidation.

2.16 Should CIC participaæ in Disputed Claim proceedinp, it shall, at iß own cost and
experu¡€, inûerpose any defense or defenses that it may deem available ûo HICIL, atthough
the cost or e¡peru¡e so incuned shall be (and the Líquidator acknowledges and agrees that
they shall be) chargeable, subject to appoval by the Courq against HICIL as prt of the
expense of the HICIL liquidation æ an administation cost prusuant to N.H. RSA 402-
C:44,1, to the e¡rtent of the pro rata share of the benefit which nay accrue to HICIL
solely as a result ofthe defense undsrtakenby CIC andto the extent not othenvise
reccived by CIC under paragraph 2. lZ.

2.17 The Referee shall make an award of costs in every Disputed Claim proceeding in which
CIC participaæs involving a contract governed by English law. If an order for costs is
made against CIC, CIC sh¿ll bear those costs without recoun¡e to HICIL. If an order for
cosß is made agaítrst the claimant, CIC, to the e:rterrt th¿t CIC has incr¡rred those costs,
shall (and the Liquidator acknowledges and agrees that CIC shall) be entitled to the
benefit of such order, and to receíve and raain polment of such costs in ñrll without
diminrüion or set-off of any kind whatsoever, as ad¡ninistation costs pursnant to N.H.
RSA402-q44,I.

2.18 The Liçidator and/or HICIL and CIC shall fully coopente with each other (inctuding in
this ¡{,CE-INA) in relation to the m¿tters covered by this letær ard in particular
infonnation relating ûo notices, Requests for Revíew and/or Objections and the deføse of
Claims. Once CIC has commenccd administering and senicing a Claim, the Liquidator
and/or HICIL shall províde CIC with a copy of any snitten communication betweenthe
Liquidator and/or HICIL and the Claimant conceming the Claim and shall sha¡e the
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subst¿nce of any other com¡nunication betrveen the Liquidator and/or HICIL and the
Claimant conceming the Claim ïvith CIC.

2,19 If a Disputed Claim proceeding resulg in a final deternrination of the releva¡t AFIA
Liability adverse to HICIL, CIC shall effeot remith¡rce on the basis of such determination
ûo HICIL in accordance with paragraphs 3.3 and3.4.

3. Reporb, Remittrnces rnd Inrpection of Records

3.1 CIC (tbrough ACF.INA) shall withín ûen (10) business days after the end of each three

Fonttt period, provide to HICIL copies of the brokers'forrns relating to each.Claim being
handled þV 

gIC oç where the details of thc Claim are not the subject of a broker'sform,
copies of the relative cedantbþrm, suppleme,lrûcd, wlrcre thoseforms are not a@uate
for the pu¡pose, by infonnation from CIC, disclosing, on a by*edent basis (a) thc na¡ne

9tth" underlying insr¡red; (b) the nature and anrount of each Claim; (c) the date each
Claim was prescnted to CIC; (e) the adjustnent status of each Claim, and where a Claim
p th9 subject of legal action, details of (i) the natue of the action; (ii) the forum in which
it is being condust€d; (iÍÐ the amourit at issue; and (lÐ mat€rial developmerÍs (if any) in
it since the previous such reporq and (Ð a summary of Claims adjustedin Ure piecediig
thnee month period indicating for each Claim (Ð the arnountagreed; (ii) ttre amouttt
disputcd; and (iii) the reason for the a¡riout disputed; ard G)ã summary of all payments
made by CIC to HICIL in th¡t tluec month period.

3.2 The reæonable costs incuned by CIC (and/or ACE-INA) in collecting and compiling the
reports called for by paragaph 3. I (including the internal and staff costs of CIC and/or
ACRINA) and of providing the same to HICIL shall (and the Liquidator agroes rhat they
shall) be chargeable by CIC to ftrCIL, and payable ûo CIC as an adminishaion cost
pursuanttoN.H. RsA402€:44, L CIc will not chargeHICIL forany systems
er¡hancements nec€ssary to produce any report required by paragrapll3.t.

3'3 Wjthin thirty (30) business days affer the end of each montlr, CIC sh¿ll (a) provide HICIL
with a stÊtoment showing(i) all amor¡næ payable by CIC to HICIL pursuantto
para¡raphs 2.4,2.8,2.10,2.19 and 3.7 for the preceding month; (iÐ the amount of fi¡nds
paid by CIC ïvith respcctto suchpoyables; and (iii) anyamounts ciaimed inoßet in
accordance wÍth par¿gaph 3.4 against anrourts due to HICIL, together with sufficient
detail and an explanation asto the basis forthe asserted ofsa; *¿ Ol subjeot to the
proviso to this paragrapll effect a wire transfer to suoh account as may, from time to
time, be designated by the Liquidator for the balance. CIC agrees and acknowledges that
the Liquidator ñrlly res€rves all rights in relation to any offset asserted. CIC reserves
(and the Liquidator acknowledges that CIC so reserves) all rights in respect of any
payments made, includÍng as to amount and as to the obligation ofCIC to make the same;
PROVIDED TI{AT, where the Claim¿nt has submitted ¿ request for Rwiew or an
Objection in respect of a Çlaim disputing the quantum of the Cl¿irn or elements of it OC
shall make remitbnce in respect of any portions of the Claím allowed in ñ¡lt or agreed
between CIC and the Claimant. CIC sh¿ll not be obliged ûo make remittance in respect of
the disputed amornt unless and until the rclevant proceedinp settle the disputed amount
or it is negotiated and agreed between the claimant and CIC with the concurrence ofthe

708



o o
ThomasJ. Wamser,Esq.
August 6,2004
Page I of 11

Liquidator, in which event remiüance will be made in such amount within thirfy (30)
business days afrerthe month next following such settle¡nerit oragreement.

3.4 No¡rrithstanding an¡hing herein to the contary,payments to HICIL shall be net of set-
off in compliance with N,tt RSA 402{:34 or otherwise allowed by New Hampshire
law.

3.5 CIC will not be liable to rnake payment in respect of any AFIA Liability unless the
relermnt Claim has been allowed in the HICIL liquidation. The Liquidator will consent to
CIC's standing to object to ttre Liquidator's decislon to pernit a laæ filed Claim to
¡eceive dividends pursuant to N.H, RSA 4024:37,IIoiUl. !Ûhere on suoh objection the
late filed Claim is not permittcd to rgceive dividends ir¡rsuant to N.tt RSA 4Or-C:37,I1
or III, CIC shall bc entitled to reoover the anount !n faot pald by it in respect of any such
claim, whetlrer by way of deduction from subsequent payments or otl¡enrise

In the cvent th¿t HICIL considers that CIC has ccased to administer and service a Claim,
ingludi,ng liling to notif HICIL of its recommendations in accordance with paragraphs
2,3 andlot2.9,the Liquidator shall gÍve written notice to CIC specifying and giving 

-

deails of the failwe complained of and the actions th¡t the l,iquiaæilr considðn required
of CIC to cwe the alleged failure and requesting CIC to effect sugh action within twenty
(20) buiness days from receipt by CIC of the notice. If CIC disputes that there is a

{¡tyç on its part or that tt¡e steps specified in the notice are necessary and appropriate,
CIC shall so advise HICIL in rrvriting within twcnty (20) business days of itsrecelpt of
the notice. If CIC considers that the notice does dísctose a failure on its parÇ CIClbail
c¡¡re the sanre withintwenty (20) business @ys of its receip of the notice.

3.6

3.7 IfCIC failstotimelyfileaMotiontoParticipate asdescnbedinparagraph 2.l3or,
having timely filed e Motíon to Psrtícipatc, CIC fails to participate in i Dsputed Claim
proceeding (CIC having previously administered and serviced the Claim and notified
HICIL of its recommendations in accordance with paragraph 2.3 md,if applicable,
notified HICIL of its recommendations in accorda¡roe wittrparagraph 2.9), theLiquidator
sh¿ll not be obliged to defend the Claim and sb¿ll be entitled, at hiJ sole discretio4 æ
oonsent to theentry ofjudgment in relation to it This consent will be final and binding
on CIC. Shoul! the l,iquidator decide to defend ttrc AIïL{ tiability notruithstanding ttrã
election of CIC to refrain ûom partioipating in the DÍsputed Claim proceeding or thÉ
failure of CIC to file in timely fæhion a Motion to Partioipate therein and a determination
of the relevant AFIA Liability at issue is, in the first instance, detcrmined adverse to
HICIL, the Liquidator shall not be obliged to appeal the determin¿tion. Th¿t
deþrmination will then be fin¿l and binding on CIC.

3.8 Upon reasonable advance notice and at all reasonable times, CIC shall confer with and
plaæ at the disposal ofHICIL eitl¡er direotly or througb its authorized represcntatires,
the financial and business records, books of account and documents maintained by CIC
(or ACE-'INA) relative to AFIA Liabilities and AFIA Licence Business. HICIL shall
have the right at its own costto inspect andcopy any such records andbooks of account.

4, Commut¡tions
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4.1 CIC acknowledges that inwa¡ds rein$¡ra¡rc€ corn¡nut¿tions involving AFIA Liabilities

and AFIA LÍcence Business are constrained by the Claims Procedures O¡der. As a result,
uÀile CIC may negotiate inr¡rards commutrations with Home's AILA cedene, CIC may
constltl¡nat€ no co¡nmuû¡tion agreements with any such cedent absent the Liquidator's
express wriüen authority to tlut effect. In that regnrd, CIC sball advise HICIL of the
daails of any comnut¡tion discussÍons in progress and sh¿ll provide such assistance and
cooperation as the Liquidator may reasonably deem necessary or expedient to assess the
propriety of any commutation proposal and, uùere appropriate, to obtrin Cowt approval
for it.

5. Rutty Pool Business

5.1 Crc (throughACE-INA) shall, at the sole cost of CIC, to the ssent dctermined through
litigation, arbitation or an agreement approved by HICIL with each affected Rutty Pool
mcmbcr (a) adninistcr and se¡vice ttre inuards liabilities of each affected Rutfy Pool
me,mber, including the investigation, appraisal and o{iushe,nt of such liabilities; (b)
effect timely notification to each affected Rutty Pool member and HICIL of the results of
suoh investigatiorU appraisal and adjusment; and (o) poy on HICIL's behalf such
r¡nallocated loss adjusûnent expenses th¿t are detcrmined as the obligations of HICIL
related to the inwards liabilitiæ ofeach atrected Rutrypool member.

6. RoleofACE-INA

6. I The parties acknowledge that ACE-INA is the agent of CIC. CIC undertakes tlut it will
procr¡re that ACE INA wiII at all tímcs perform CIC's obligations hereunder or, in the
alternative, CIC will pcrform those obligations itself.

7. Recery¡tion ofRights

7,1 Nothing in this letter sh¡ll be consbr¡ed so as to prejudice, negate or otherwise interfere
with the rights of ftrCIL r¡nder the Agreements or any other conûactual arrangemørts

þvo-lving or relating to Home's AFLA business as against any other party thercto
(including their sucoesson¡ or assigrn). In particular, but without derogating from the
generality ofthe foregoing the Liquidator reseryes the right ûo ass€rt that each or both of
CIC and CIRC and/or any other pcrson or entity baving contactual obligations to
Índemnify HICIL with respcctto Home's AFIA business are liable to indemnify HICIL
thereunder.

7.2 Nothing in this letær sh¿ll be consbr¡ed so as to prejudice, negate or otherwisc interfere
with thg rights of CIC, CIRC or any other company within the ACE group of insurance 

,

underaki4gs as against HICIL whether under the Agreements or othenrise including the
rigbt to ass€rt th¿t neither CIC nor CIRC hæ ariy contractual obligation to iridemni&
HICIL with respcct to AFIA Liabilities orAFIA Licence Business, and in particular, but
without derogating from tlre generalþ of the foreg;oing: (i) if and to the extsntthst HICIL
takes any action (or fails to take any action) the effect of whict¡ subjeot to paragraph 2.8,
is to undermine or ínterfere with defenses raised by CIC to a Claim, CIC reserves atl of
its rights in relation to any reínsurance or other indemnity or payment obligation
(including pr¡rsuant to thís letler agreement) regarding that Claim; and (ii) the payment

o
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obligatioru stat€d in this letter agreement are predicaûed upon (and a¡e not separaûe and
independerü from) a pa)4nent oblígation r¡nder the Agreements and, accordingly, CIC
reservss aU its rights to argue that any action taken (or not taken) by HICIL and/or the
Liquidaûor th¿t would vitiate the payrnent obligation r¡Íder the relevant Agreement does
vitiate that obligation and such sh¿ll apply equ,ally to vitiaæ the corresponding obligation
under this letter agfeement.

8. CIRC Reinsur¡nceRecovery

8.1 Unless CIC invokes paragraph 7.2 dndpovided that CIC performs its obligatior¡s under
this leüer ageement, includi¿g without limitation paragfaph 3.3 (b), HICIL agrees not t0
seek reinsuro¡rce r.ecovery from CIRC.

9. No vrriation

No amendment variation or supplement ûo this lett€r or the agreemenæ conbined in it
sh¿ll be eflfective unless made in writing and signed on beb¿lf of HICIL and CIC and
approvedbythe Court.

10. Mat€r¡¡l Breach

In the event that either party considers ttrat the other party has maúerially breached this
lettcr agreement, the party shall givc written notice tó thc othø party speci&ing and
gtving det¿ils of the mâttsr complained of and the aotions th¡t ít considers required to
cure the alleged maûerial breach and requæting the other party to effect such action
within twenty (20) busines days Ëom receip,t of the notice. If the receiving party
disputes thæ there is a materi¿l breaph on its pcrt or th¿t the steps specified in Urð notice
are necessary and appropriate, it sh¿ll so advise the notifying party in nriting within
twenty(20) business days of its reoeþ ofthe notice. If the receiving porty considers that
the notice does disclose amaterial breach on its part, it shall crue the same within twenty
(20) business days of its receipt of the notice

11. Notices

l1.l Any notice, consent or other comnunication ("noticen) provided for r¡nder or giver¡ made
or served in connection with this letfer shall bc validly gíveq made or served if in, niting
gd {elivered personally or sent by regiskred or certifîed pre-paid frst class post orby -
facsímile to the address or facsímile number (and marked for the atûentiqn olthe person,
stat€d) below:
If to HICIL:
Home Insurance Company in Lþidation
59lvlaiden I¿ne
New York, New York 10038
AttE¡ltion: Jon¿than Rosen
Facsimile Nr¡¡nbe r: (212) 530 3 100

Ifto CIC:
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Century hdemnity Company
c/o ACE USA
LawDepartment
Routing TL35S
1601 Chesüut Street
Philadelphia, Pennsylvania I 9 I 0 I
Attentiou Thomas Warnser
Facsimile Number: Qls) 640 557 I

ll.2 A party may by written notice, served in acoordmce withthis paragraptç change its
address for ths purpose ofany subseguent notice.

ttl*

If CIC is in agreement with the foregoing please h¿ve a duly authorized representative confirm
same by signing and retumiqg to me a countsrpart of this lc$er. I appreciæe yorr consideration
and assistance.

Sincerely,

Þh Þ"rfU"/
Peæ Bengelsdorf
Special Deputy Líquidator

AGREED AND ACCEPTED
CENTURY INDEMNITY COMPANY

By:

Title:

Date: lo
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Exhibit 3
DRAFr OF aUvtg

Cedent Guldelines Re Amendments to proofs of Clalm
(Proposed Clalm Amendment Deadline Submlssions)

claims in the Home liquidation by cedents to Home under reinsurance or retrocessional contracts
involve layers of contractual agreements and often present unusual .orpl.ritr-ii" riquioato,
accordingly provldes the foltowing guidance concerning amendments to proofs of claim that may besubmitted by cedents before the proposed claim a,nundr"nt deadllne.

1' A cedent's claim is its assertion of a right to recover under a relnsurance contract for a loss
incurred by the cedent with respect to a policyholder or a preceding reinsurer with respect to apollcyholder

2. cedents shourd provide the foilowing with respect to a craim:

o ldentlfication of thecedent, includlng the company or pool name and¡ if applicable, the name ofthe predecessor entity that orþinally entered into the ie¡nsurance contract'

o ldentification of the cedent's reinsurance contract with Home, including the contract number,
contract period, attachment point, limits of liabilit¡ and the percentag; of Home,s partlcipation

o ldentíflcat¡on of the reinsured loss, including polícyholder name, type of loss (e.g., pollution,
asbestos), cedent's claim number, Home's claim number, if knowr¡'and, wheie applicable,
names of preceding reinsurers

¡ Amount of the loss claimed under the reinsurance contract, including but separately stating
both any paid amounts not previously claimed and reserves (if possible identifu case reserves as
IBNR wiil not be eligible to be allowed as a claim).

3' The information should be submitted in a form that will facilitate review of the cedent,s claim.
For instance, the cedent may submft a document identiffing the reinsurance contract under which
coverage ls requested, together wlth a spreadsheet/borderéau identifoing the reinsured losses and thepaid and case reserve amounts for each under the contract. The informaiion r.y be submítted inelectronic format (e.g., on a CD or flash drive).

4' Províding the information described in paragraph 2 above to the Liquidator before the claimamendment deadllne wlll be sufficient to preserve a cedent's rights as to its cla¡m for reinsurance of thereinsured losses so identified.' However, the Liquldator will r"u¡ã* the ¡nformation, and may request
additional or clariñ7íng information, to determ¡ne whether an originating loss for whlch coverage is
claimed by the cedent conslsts of or includes potentlalclalms agJinst thã policyholder (t.e., whether theloss is in whole or in part contingent as of the claim amendmeni deadl¡nej, in which case the claim wiltto that extent be barred by the clalm amendment deadline. To the extent that the cedent,s case
reserves reflect potential claims aga¡nst the policyholder, they constltute tBNR that is cut off uv itre
claim amendment deadline.

5' The foregoing summary is not limiting. The cedent is encouraged to provide as part of tts claim
amendment deadline submlsslon whatever additional informaflon it believeswill be helpful in reviewing
the claim. For instance, the cedent may provide statements providing details of the reinsured loss,
describing the case reserving methodology employed, and/oraddressing any coverage issues. After
preliminary review of the claim, the Llquidator may request such informãtion or.nyãth"r lnformation
to assist in determlnation of the clalm. subject to paragraph 4, the valuation of theclaim, including Jny
coverage issues, wlll be addressed after the claim amendment deadline. The cedent may submit, and
the Llquidator may request, information concèrnlng valuation after the claim amendment deadline.
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The Home Insurance Company, in Liquidation 

Dollar Amount of AFIA Cedent Court-Approved Notices of Determination During 2015-2019  

 

 20151 2016 2017 2018 2019 5 Year Average 

Total All  

AFIA Cedents 
$4.0M2 $2.7M3 $3.2M4 $3.3M5 $2.0M6 $3.0M 

 

 

 
 

 

The Home Insurance Company, in Liquidation 

Dollar Amount Received from CIC Based on AFIA Cedent Notices of Determination During 2015-2019 (after setoffs)  

 

 20151 2016 2017 2018 2019 5 Year Average 

Total All  

AFIA Cedents 
$4.4M2 $0.4M3 $1.8M4 $1.8M5 $0.8M6 $1.8M 

 

                                                
1 14 month SCC period of 11/1/14 – 12/31/15 
2 Tenth SCC Report, page 10 (excluding $14.3 million commutation for Enstar Group, Tenth SCC Report, page 6) 
3 Eleventh SCC Report, page 12 
4 Twelfth SCC Report, page 5 
5 Thirteenth SCC Report, page 5 
6Fourteenth SCC Report, page 5 (includes $100,000 AFIA part of commutation for National Casualty Co.) 

 
1 14 month SCC period of 11/1/14 – 12/31/15 
2 Tenth SCC Report, page 5 (excluding $14.3 million for Enstar Group commutation, Tenth SCC Report, page 6)  
3 Eleventh SCC Report, page 6 
4 Twelfth SCC Report, page 5 
5 Includes funds received in January 2019; Thirteenth SCC Report, page 6 
6 Includes $100,000 AFIA part of commutation for National Casualty Co.; Fourteenth SCC Report, page 5 
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