IN THE COMMON PLEAS COURT OF FRANKLIN COUNTY, OHIO
MARY JO HUDSON, Ohio Superintendent of

Insurance, in her capacity as Liquidator of
The Oil & Gas Insurance Company,

Case No. 90CVH-05-3409
Plaintiff,

Judge Julie M. Lynch
-VS-

The Oil & Gas Insurance Company,
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JOURNAL ENTRY AND ORDER APPROVING o

ADMINISTRATIVE OPERATING PROCEDURES

This matter came before the Court upon the Motion of Mary Jo Hudson,

Superintendent of Insurance, in her capacity as the Liquidator (the “Liquidator”) of The
Oil & Gas Insurance Company (“OGICO”), for Approval of Administrative Operating

Procedures for Payment of Administrative Costs and Expenses, as set forth in the
attachment to the Liquidator's Motion.

For good cause shown, the Motion is GRANTED and:
1.

The Administrative Costs and Expenses Procedure, attached hereto, are

hereby approved and fully incorporated into this Order.
2.

The Liquidator is authorized to pay all past, present and future expenses

and/or costs pursuant to the attached Administrative Costs and Expenses
Procedure.

~




IT IS SO ORDERED.

Dated:

Judge Julie M. Lynch

APPROVED:
RICHARD CORDRAY
Attorney General of Ohio

By Outside Counsel:

/K/eith McNamara (0001098)
Of Counsel
McNamara and McNamara, L.L.P.
88 East Broad Street, Suite 1250
Columbus, Ohio 43215
Telephone (614) 228-6131
Fax (614) 228-6126
kmcnamara@mcnamaralaw.us

Attorneys for Mary Jo Hudson,
Ohio Superintendent of Insurance,
in her capacity as Liquidator of
The Oil & Gas Insurance Company




ADMINISTRATIVE COSTS AND EXPENSES PROCEDURE

Purpose

This Administrative Operating Procedure documents the practices and procedures of the
Office of the Ohio Insurance Liquidator with respect fo incurring, paying for and accounting for
Administrative Services and Expenses, including the sharing, advancement, allocation and
reimbursement of Joint Administrative Services and Expenses among the various Rehabilitation
and Liquidation Estates.

Introduction

-1, The Superintendent of nsurance in her capacity as Liquidator (the “Liguidator”) is
vested by operation of law with the title to all of the property, contracts, and rights of action of
each Liquidation Estate pursuant to Section 3903.18(A) of the Ohio Revised Code (the “ORC™)
and the Liquidation Orders issued by the Franklin County Court of Common Pleas in each
Liquidation case (the “Supervising Court”). The Liquidator is generally charged under ORC
§3903.18 with the duty to secure, marshal, administer and distribute the assets of all liquidated
insurers under the supervision of the Supervising Court.

2. 'The Supetintendent of Insurance in her capacity as Rehabilitator (the
“Rehabilitator”) is vested by operation of law with the title to all of the property, contracts, and
tights of action of each Rehabilitation Estate pursuant to ORC §3903.13(A) and the
Rehabilitation Orders issued by the Supervising Court for each Rehabilitation Estate. The
Rehabilitator is generally charged under ORC §3903.13 with the duties to take possession of the
assets of rehabilitated companies; and to administer them under the supervision of the -
Supervising Court. :

3. To assist in the economic and efficient performance of her statutory and fiduciary
duties to administer and resolve the affairs of an insurer in rehabilitation or liquidation for the
benefit of the creditors, policyholders and the general public, the Liquidator and Rehabilitator
(collectively, the “Receiver”) is required to incur Administrative Services and Expenses. The
Receiver has, among other things, (1) employed a Chief Deputy Liquidator and various other
Deputy Rehabilitators/Liquidators and employees; (2) incurred attorneys’ fees; (3) retained
consultants; (4) leased office space at 50 West Town Street, Suite 350, Columibus, Ohio 43215
and five warehouses necessary and appropriate for the operation of the Office of the Ohio
Insurance Liquidator separate and apart from the State of Ohio Department of Insurance and for
the Receiver’s deputies, employees, attorneys and consultants to perform administrative services;
- and (5) entered into service and supply contracts with vendors and- suppliers for goods,
* equipment or services that support the deputies, employees and consultants in carrying out their
administrative duties with respect to the efficient and economical liquidation or rehabilitation of
all insurance companies in rehabilitation or liquidation. '




4. All insurance companies in court-ordered rehabilitation or _1iqnida1.ion
(collectively, the “Estates™) individually and directly incur their own Administrative 'Serw_ces
and Expenses for administrative and professional goods or services from aftorneys, actuaries,
accountants, appraisers, consultants and other vendors that serve on a matter-specific basis, as
necessary to assist the Receiver in taking possession of the particular insurer.and conducting the
rehabilitation or liquidation proceeding in the best interests of each Estate’s creditors,
policyholders and the general public. These Administrative Services and Bxpenses are referred to
herein as, the “Individual Estate Administrative Services and Expenses.

5. Estates jointly incur Administrative Services and Expenses only when such
expenses and services benefit all or more than one of the Estates and improve efficiency and
«economies of scale in the best interests of one or more of the Estates, and each Estate’s creditors,
policyholders and the general public, including but not limited to the following:

(A)  services by such executive, management, professional, technical, and clerical
employees of the Office of the Ohio Insurance Liquidator as may be assigned for
such purposes by the Receiver, including but not limited to services of the Chief
Deputy Liquidator and various other Deputy Rehabilitators/Liquidators and
-employees, financial and accounting services, legal services, audit services,
information and technology services, treasury services, human resources services,
communications services, payroll processing serviees, employee benefits
participation, procurement services, tax and related services, contract negoﬁaﬁon
and administration services, insurance and risk management services, and clerical
services;

(B)  the purchase or rental and use of office and storage facilifies, including, but not -
limited to, office space, utilities, equipment, machinery, supplies, computers and
computer software, communications equipment, insurance policies, and other .
personal property;

(C)  services provided by third-party consultants and professionals to the Office of the
Ohio Insurance Liquidator and/or to more than one of the Estates; and

(D)  all other necessary expenses incurred by tﬁ_e__ Receiver in resolving the affairs of
multiple insurers in rehabilitation or liquidation.

These Administrative S_e;rvice_s and Expenses are collectively referred to herein as the “Joint

Administrative Services and Expenses” —
— e ———) -
6. ORC § 3903.21(A)(4) authorizes the Liquidator to defray from the funds or assets

of the insurer all expenses of taking possession of, conserving, conducting, liquidating, disposing
of, or otherwise administering the business and property of a liquidated insurer, ORC § 3903.14(A)
similarly authorizes the Rehabilitator to pay out of the finds or assets oF o rehabilitated insurer all
expenses of taking possession of the insurer and of conducting the rehabilitation proceedings.




7. The Receiver accounts for and fairly allocates the costs of the “Joint Administrative
Services and Expenses” as they are incurred, pro rata among the Liquidation and Rehabilitation
Estates pursuant to a formula, in use since at least 1993, that weighs equally the number of hours

' hquldatlon office personnel charge to each Estate and the amount of assets held by each Estate.

8. This Procedure documents the Receiver’s practices and procedures with respect to
incurring Individual and Joint Administrative Services and Expenses, including the sharing,

advancement, allocation and reimbursement of Joint Administrative Services and Expenses among
the Estates.

Incurring Administrative Expenses

1. Estates shall incur Joint Administrative Services and Expenses only when tl_xgy
benefit more than one Estate (and specifically each Estate that is incurring the Joint Administrative
Services and Expenses) and when such expenses and services improve efficiency and economies
of scale. Otherwise, each Estate shall directly incur Individual Administrative Services and
Expenses based on the needs of that particular Estate.

Payment of Administrative Expenses

1. All Individual Administrative Services and Expenses shall be billed to and paid for
directly by the incurring Estate from fhat Estate’s own, segregated bank account. Payment of
Individudl Administrative Services and Expenses shall not be advanced by, paid from, shared by or

allocated to any other person or Estate, except the Ohio Department of Insurance and only to the
extent provided in ORC §3903.14(A).

2. When Estates incur Joint Administrative Services and Expenses, the Recewer shall

designate one or more Estates to -advance payment of all Joint Administrative Services and
Expenses as follows:

(A)  Joint Employment Servzces and Expenses. The Oil & Gas Insurance Company
EWM and pays all compensation and employee benefits of
ﬂOYees in the Office of the Ohio Insurance Liquidator. All of these employees

“are under the direction, control, and SUpervision o ' er,
Insurance Company Estate shall be responsible for the payment of all payroll and
withholding taxes relating to all such employees for services provided to one or

more of the Estates. The Oil & Gas Insurance Company Estate shall be responsible

for the payment of all payroll additives (such as, insurance premiums, health care

and retirement benefits and the like). The Oil & Gas Insurance Company shall
maintain Worker’s Compensation, unemployment compensation, Social Securt ecurity,

“professional liability and similar coverages mth_rggpect fo such empLyees andﬁ
_shall, in fhis 7egard, pre i ke all necessat

remittances to the a iate ovemmental agencxes




(B)  Other Joint Administrative Services and Expenses. The Credit General
Insurance Company Estate currently advances all sums necessary to pay for all other
necessary Joint Administrative Services and Expenses that are required to resolve.
the affairs of one or more of the Estates and that benefit more than one of the
Estates, including (i) overhead, rents, service fees, supplies; (i) all outside
accounting, auditing, actuarial, claims handling, legal, clerical, information
technology and any other outside professional administrative serviee; (i) all
regulatory and other filings and reports; and (iv) all storage servioes, travel and 2{11
other services and expenses necessary fo resolve the affairs of insurers in
rehabilitation or liquidation and that benefit more than one of the Estates.

3. Some Estates may not incur or receive any Joint Administrative Services and
Expenses, such as when a company in rehabilitation or liquidation continues to maintain 1.ts own
offices and/or where the Receiver has determined that it is more economic, efficient or practical for

that company to continue to (i) employ and pay all compensation and employee benefits of that

rehabilitated or liquidated company’s employees and (if) incur and pay for its.own general and other
'Administrative Services and Expenses. In those cases, all Administrative Services and Expenses
shall be treated as Individual Administrative Services and Bxpenses and paid for directly and
exclusively by the Estate that incurred the expenses from that Estate’s own, segregated bank
account, In those cases, The Oil & Gas Iusurance Company and the Credit General Insurance
Company shall not be responsible for the advance or payment of any-of the individual incurring
Estate’s employment expenses, general services or other administrative expenses and services; and,
the Receiver shall not allocate the cost of the administrative services and expenses to any .other
Estate.

4. No Estate or the Receiver shall charge any other Estate a fee for advancing, “

allocating, accounting or payment of Joint Administrative Services and Expenses.

5. - Joint Employment Services and Expenses shall be paid bi-weekly. Full payment for
all other Individual and Joint General Administrative Services and Expenses shall be 'made by no
later than the end of the calendar month following the billing month. ‘Charges and payments or set-
offs between Estates for provision and payment of Joint Administrative Services and Expenses
shall be supported by documentation sufficient to independent auditors, which may be maintained
in clectronic form. - :

6. Each Estate does maintain, and shall continue to maintain, its own segregated bank
accounts from which the Estate shall pay directly for its Individnal Administrative Services and
Expenses and from which the Estate shall pay (directly or throngh reimbursement to the Advancing
Estate) for its allocated share of Joint Administrative Services and Expenses. There is and shall be
1o commingling of any one Estate’s funds held in bank accounts with such funds of another Estate.

Accounting and Allocation of Administrative Services and Expenses

1. Each Eétate shall continue to maintain clear and accurate records documenting and
accounting for procurement and payment of all Individual and Joint Administrative Services and




Expenses, which records are not puhlid records under ORC §149.43, or any other state or federal
statate, regulation, common law or law goveming public records.

2. After The Oil & Gas Insurance Company Estate or the Credit General Insurance
Company Estate, as appropriate, has advanced payment for a partioular Joint Administrative
Service and Expense as set forth above (.e., issued 2 bi-weekly paycheck to an employee of the
Office of the Ohio Insurance Liquidator or paid the rent for the Office of the Ohio Insurance
Liquidator), that payment shell be allocated equally and consistently among the Estates that
received and benefited from that Joint Administrative Service and Expense using the General
Operating Expense Allocation Procedure and Formula (the “GOE Allocation Percentage™) as set
forth below. ’ :

3. The GOE Allocation Percentage is .2 method of cost allocation. The GORE
Allocation Percentage is calculated quarterly. The GOE Percentage weighs assets and salaries of
each Estate equally to calculate a percentage of Joint Administrative Services and Expenses to be
allocated to each Estate. The GOE Percentage is derived from the amount of hours-all persons have
spent benefifing all Estates (including time charged as General Administrations) and the amount of
services provided to all Estates (i.e., total monthly wutility bill) and the amount of assets of each
Estate for the previous quarter, as follows:

() Calculating the Quarterly GOE Allocation Percentage. Every three (3) months,
each Bstate will total and average the par value of the invested assets of that Estate in order
to calculate a quarterly average of the par value of invested assets for each Estate. Using
this average, a percentage will be calculated reflecting the total par value of invested assets
that each Estate has in refation to the total par value of all investments held by all Estates.
("Quarterly Asset Percentage Per Estate™). ‘Second, for the same three (3) month period,
each Estate will total and average the amount of salaries directly paid (or reimbursed to the
Ohio Department of Insurance) by that Estate in order to calculate a quarterly average of the
salary obligations of each Estate. Using this average, a percentage will be calculated
reflecting the amount of salaries that each Estate incurred in relation to the amount of
salaries paid by all Estates. (“Quarterly Salary Percentage Per Estate”). The Quarterly
Asset Percentage Per Estate and the Quarterly Salary Percentage Per Estate are then
averaged on an Estate by Estate basis to arrive at the GOR Percentage to be used by each
Estate for the following quarter for purposes of allocating the cost of Joint Administrative
Services and Expenses.

(B)  Allocating Joint Employment Services and Expenses. The costs of employees in the
Office of the Ohio Insurance Liquidator shall be allocated to each Estate in proportion to the
time each employee actually spends administering such Estate. Each employee is required
to record and allocate all actual hours worked to the Estate for which the employee is
performing services. When an employee is performing services that benefit all of the
Estates, such employee time shall be designated and charged as “General Administrative
Services” and then allocated to all Estates as a General Administrative Expense using the
GOE Percentage. All employee time for vacation and personal time is allocated to all
Estates as a General Administrative Service using the GOE Allocation Percentage.




(C) Allocating Joint General Services and Expenses.

(i) 50 West Town Street: Rent, utilities and all other expenses relatec% to
occupation of 50 West Town Street, Suite 350 for purposes of the operation
of the Office of the Ohio Insurance Liguidator shall be aflocated to all
Estates using the GOE Allocation Percentage.

(i) -Warehouses: The records and other property of every insurance
company in rehabilitation or liquidation are stored at one of the warehouses
leased by the Office of the Ohio Insurance Liquidator. Rent, utilities and all
other expenses related to the occupation a warehouse is allocated only to ‘fhe
Estates whose records and other property is stored at that warchouse using
the GOE Allocation Percentage.

(iil) General Administrative Services: All other Joint Qdmirﬁs&aﬁyg
Services and Expenses shall be allocated to all Estates using the GOE
Allocation Percentage.

4. The Receiver shall adjust cha;-ges and payments for Joint Administrative Services
and Expenses based on reconciliation of amounts charged and costs incurred by each Estate.

Court Approval ofAdminisfrative Services and Expenses

1. Beginning November 21, 2008, the Receiver shall submit the following m?.ttexs to
the Supervising Court that is overseeing any Estate that will incur the Administrative Services and
Expenses for prior approval to incur Administrative Services and Expenses:

(A)  anylease of real estate;

(B)  the hiring of consultants, if; the cost of such services is expected to exceed, or in fact
exceeds, $25,000, except that the Receiver shall not seek court aPpr?vd to retain
experts, attomeys or consultants in anticipation or furtherance of litigation;

(C)  banking relationships, which shall be reassessed no less frequently than every five
(5) yeats, and modified based upon responses to requests for proposals issued by the
Chief Deputy Liquidator to several banking institutions (for purposes of applying
this procedure, the last reassessment of banking relationships occurred in October
2008); .

(D)  retention of independent auditors, which shall be reassessed no less frequently than
- every five (5) years, and modified based upon responses to requests for proposals
issued by the Chief Deputy Liquidator to several public acconnting firms (for
purposes of applying this procedure, the last reassessment of the independent auditor
relationship occurred in 2006);
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{E)  any expense that is outside the ordinary course of business of the Office oi: the Ohio
Insurance Liquidator, except for emergency expenditures and all expenditures for
information and technology services, ‘equipment, repairs or improvements;

(F)  any expense in the ordinary course of business of the Office of the Ohio Insurance
Liquidator that is expected to exceed, or in fact exceeds, $25,000, except for
emergency expenditures and all expenditures for information and {echnology
Serﬁces, equipment, repairs or improvements; and

(G the settlement and/or compromise of all litigation and disputes initiated by the
Receiver under the authority of R.C. Chapter 3903, unless the Supervising Court for
each Estate orders a different standard or procedure for approval of the settlement
and/or compromise of all such litigation and disputes arising out of a rehabilitation
or liquidation case; provided, however, that,

@)  proofs of claims are not claims initiated by the Receiver and shall be
determined and approved by the Supervising Court exclusively pursuant to
ORC §3903.39 and ORC §3903.43; and/or

(#)  if the gravamen of a case or claim initiated by the Receiver under
the authority of R.C. Chapter 3903 is a claim for less than $25,000
(examples of such claims include: claims against policyhdlders for the
collection of premiums, cerfain subrogation claims and the collection of
certain accounts receivable), then such claims may be settled by the
Receiver, or by collection agencies or collection law firms retained by the
Receiver, without approval of the Supervising Court, so long as each
settlement is within the parameters of the Receiver’s internal Collection
Project Guidelines. The Collection Project Guidelines shall be reassessed
no-less frequently than every five (5) years (for purposes :of applying this
procedure, the last reassessment of the Collection Project Guidelines
occurred in 2008). :

2. In addition, the Receiver shall prepare and file with the Supervising Court for each
Estate a periodic accounting showing the cash receipts and disbursements of each Estate. The
Receiver shall prepare and file the petiodic accounting no less than twice annually, or more
frequently if ordered by the Supervising Court.

Independent Audit of Each Estate’s Administrative Services and Expenses

1. The Chief Deputy Liquidator shall retain one independent auditor to conduct the
annual audits of each Estate’s finances and internal controls based upon responses to requests for
proposals issued by the Chief Deputy Liquidator to several public accounting firms no less
frequently than every five (5) years. For purposes of applying this procedure, the Chief Deputy
Liquidator last retained an independent auditor in 2006, :




2. The independent auditor shall audit, on an individual Estate basis, the finances
and intemnal controls of each Estate. The audit shall be conducted annually as of June 30 each
year beginning on the date the Order of Rehabilitation or Liquidation is entered and ending on
the Recejver closes the Estate using Generally Accepted Auditing Standards.

3. The Reeeiver shall promptly file the independent auditor’s annual RepoFt:of‘Audit
of Financial Statements and Internal Controls for each Bstate in that Estate’s Rehabilitation or
Liquidation Case.




