IN THE COURT OF COMMON PLEAS
FRANKLIN COUNTY, OHIO
CIVIL DIVISION

ANN H. WOMER BENJAMIN, CASE NO. 03 CVC 01 00557

Superintendent,
Ohio Department of Insurance, in her Capacity

as Rehabilitator of Colonial
Insurance Company

Plaintff,
JUDGE DAVID FAIS

COLONIAL INSURANCE COMPANY,

)
)
)
)
)
)
)
)
)
)
)
)
(In Rehabilitation) )
)
Defendant. )

NOTICE OF FILING OF THE REHABILITATION PLAN FOR COLONIAL
INSURANCE COMPANY :

Pursuant to R.C. 3903.14(D), please take Notice that the Plaintiff, Ann H. Womer

Benjamin, Superintendent, Ohio Department of Insurance, in her capacity as Rehabilitator of

Colonial Insurance Company (“Colonial”) is filing the Rehabilitation Plan for Colonial as

attached 1o this Notice as Exhibit 1. o
o
T !
Respectfully Submited, .
Z_"_? -~
JIM PETRO =l
ATTORNEY GENERAL STATE OF OH(IJ)O =
By Special Counsel: < A

KOHRMAN JACKSON & KRANTZ, P.L.L.

VALORIA C. HOOVER (#0059596)
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One Cleveland CenfeT, 20th Floor

1375 East Ninth Steet

Cleveland, OH 44114-1793

Telephone: (216) 696-8700

Facsimile: (216) 621-6536

Ann H. Womer Benjamin, Superintendent,
Ohio Department of Insurance, in her
Capacity as Rehabilitator of

Colonial Insurance Company

SCOTT MYERS (0040686)
LAWRENCE D. PRATT (0021 870)
Assistant Atormneys Genersl

Ohio Attomey General

Health and Human Services Section
30 E Broad Street, 26" Floor
Columbus OH 4321 5-3428
Telephone: (614) 466-8600
Facsimile: (614) 466-6090
Co-counsel for Plaintff,

Arn H. Womer Benjamin
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CERTIFICATE OF SERVICE

A copy of the foregoing Notice of Filing of the Rehabilitation Plan for Colonial

Insurance Company has been served by Regular U.S. Mail, postage prepaid, on this

| !é day of (0 {"M(A/ , 2003 to the following:

Paul A. Chalko

880 E. 185th St.

Cleveland, OH 44119-2797
Attorney for the Board of Directors
of Colonial Insurance Company

YALORIA C. HOOVER (#0059596)



IN THE COURT OF COMMON PLEAS
FRANKLIN COUNTY, OHIO
CIVIL DIVISION

ANN H. WOMER BENJAMIN,
Superintendent,

Ohio Department of Insurance, in her Capacity
as Rehabilitator of Colonial

Insurance Company

CASE NO. 03 CVC 01 00597

JUDGE DAVID FAIS

Plaintiff,
V. PLAN OF REHAB TION

COLONIAL INSURANCE COMPANY,
(In Rehabilitation)

)
)
)
)
)
)
)
)
)
)
)
)
)
Defendant. )
Background Information
Colonial Insurance Company (Colonial or the Company) was organized as a mutual protective
association (MPA) on November 4, 1899 under provisions of Section 3919.31 of the Ohio Revised Code.
The Company writes guaranieed renewable convalescent care (CC), Medicare Supplement (MS) and
home healthcare or other miscellaneous polices (Other lines), The CC policies pay a fixed daily benefit to
# claimant while they are receiving care in & nursing home. The MS policies pay for certain medical
benefits not covered by Medicare. The Other lines policies pay certain home health care or other medical
benefits. These products were marketed to senior citizens. The Company is licensed and operates solely
in Ohio. The Company operated under a Supervision Order issued by the Ohio Department of Insurance
on November 29, 2000 to minimize the policyholders’ exposure to financial risks. In accordance with the
Supervision Order, Colonial has not written new business since May of 2001. As such, Colonial has been
in & run-off status whereby premium income is from renewal business only and will decline as the
existing policyholders die, lapse, or voluntarily non renew their policies. The policies are guaranteed
renewable contracts, so Colomial cannot cancel the policies as Jong as the policyholders continue to pay

their premiums. Colonial has periodically increased rates as i1s claims experience has made rate increases
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necessary. On January 16, 2003 the Company was placed into rehabilitation by the Franklin County
Common Pleas Court. The rehabilitation was éonsented to by Colonial’s Board of Directors. The
following is the proposed rehabilitation plan (the Plan).
Reasons for the Plan of Rehabilitation
Class Action Litigation —

Colonial is a defendant in a class action lawsuit (Nunneker case). The plaintffs in that litigation
(the “Class Action Plaintiffs™) are individual owners both, past and present, of CC insurance policies
issued by Colonial and, in two separate suits sued Colonial; and its individual officers and directors. -The
complaints allege that Colonial, and its officers and directors, in their capacity as such, committed certain
wrongful acts which harmed Class Action Plaintiffs. Both complaints make specific allegations of
wrongdoing having to do with the services provided by an insurance company and the perfommcc,§f
typical job duties of directors and officers of an insurance company: pricing policies, adjusting premiums,
hiring actuaries, determining documentation necessary for underwriting, evaluating claims, planniugf;nd
designing of policies, evaluating reserves, “closing a block” of policies, and more.

In accordance with a Court order, the Nunneker case has been referred to mediation for resolution.
Costs to continue to defend the Nunneker case and continue it through mediation will diminish existing
asscts, which should be preserved to fund policyholder benefits. If Class Action Plaintiffs were to prevail
in the mediation, there are no available sources of funds to pay for any potential judgment without an
assessment or large rate increases. Further as an MPA, any judgment awarded would create a situation
whereby the policyholders would have 1o be assessed to pay themselves.
Current Financial Condition

Colonial was in hazardous financial condition as of December 31, 2002. The Company’s audited
financial statement reported a deficit, or negative net worth of ($416,852), determined using stanutory

accounting principles. Colonial’s most recent results of operations and. financial condition have improved
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reserves. Such Joss rese

i eSeTVES
All other 105,601 134,775 Uncarned premium T
Rase® Other policy resecyes .
Acoou‘::s payable and other liablities
Total liabilities .
Policyholders’ surplus (deficit)
$9,084,467 $9,011,514

The following 15 the unaudited statement of

Premium written
Change in unearned
Eamed premium

Claims paid, net
Change in reserves

Incurred claims

Net underwriting gain (loss)

Cormmissions
Administrative expenses
Investment income, net
Net income (loss)

The improved results are largely caused by positive loss reserve develo

Othet

income for the eight months ended August 3,

Fight Months Ended August 31,2003 (Unandited)
MS cC Other Total
$3.600,427 1571492 82592 57254511 3,341,689
__ 69,610 40,775 (70) 110,315 143,162
3.670,057__ 1,612,267 82,522 5,364,826 8,484,851
2,779,128 1,382,263 63,169 4,224,562 6,425 714
41,611 (371,012) (1,453)  (330,854) (501,934)
—5820,730 _ 1,011253 61.716 3,893,708 5923,780
849298 601,014 0.806 1471118 2,561,071
563,472 183,997 9,392 756,861 1,228,612
483,027 137,675 14,995 635,697 947,702
62,159 220219 1,640 284,018 - - 470,226
(5135,042) 499,561 (1.941) 362,578 854,983
pment in the CC acuve life

rves have experienced volatility in recent ye

the inherent actuarial assumptons regarding mortality,

determine the reserve amounis. Positive and negative fluc

1o continue in the future

and cannot be predicied with reasonable certainty. The reserve volatility is

- ¥
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further exacerbated as the run-off necessarily results in a declining number of Colonial policyholders.
Thus, the inherent insurance risks are spread among fewer and fewer remaining policyholders causing any
deviations from projections to have a significant impact on reported reserves. Even with the improved
recent financial results, Colonial continues to operate with in hazardous financial condition.

Previous attempts by management to solve the capital impairment using reinsurance or sale of
business segments have not been successful. The existence of the Nunneker case has also created a
source of uncertainty making any potential sources of capital impractical to pursue, as other insurers or
potential venture parmers will not seriously consider any transaction without indemnification for such
claims, which Colonial is not in a financial position to give. Further, as an MPA, there are no viable
opportunities to raise new capital through surplus notes, stock issuance, or a restructuring of its
capitalization through a transaction such as a merger or conversion. An assessment would also be - -
impractical to implement as the policyholders assessed would include the recipients of the damages
award. Further, making an assessment of individual policyholders, which would be in addition 1o their
contractual premium payments, could result in further lapses as polic_:yholdcrs may opt to terminate
caverage in an attempt to avoid paying an assessment. ~In addition; the-costs and time it would take for
Colonial 1o enforce and collect such an assessment would further erode Colonial’s financial situation.
These factors, combined with Colonial's current financial condition, put Colonial in a continuing
impaired financial condition such that writing new business or pursuing other strategic options are not
viable strategies as long as the litigation remains a potential claim against the Company.

Description of the Plan
Key operating objectives and assumplions of the Plan

The Rehabilitator seeks to avoid a possible court ordered liquidation of Colonial pursuant to Ohio

Revised Code 3903. 19 whereby the following would oceur: (1) the Liquidator would immediately stop

paying all policy claims for an unknown, extended period of time; (2) all in force policies would be
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rerminated; and (3) any potential or accrued causes of actions would be vested in the name of the
Liquidator, rather than Colom‘al. In parcicular; the CC policies are a long-term asset accumulation policy
with benefits paid over an extended period of time. The average policyholder is over age 75, and most
cannot obtain replacement coverage. Further, as a member of an MPA, Colonial policyholders would not
be eligible for coverage under the Ohio Life and Health Insurance Guaranty Association that protects
policyholders of most insolvent insurance companies. Thus, the Rehabilitator does not believe a
liquidation of Colonial is in the best interest of the policyholders. Maintaining existing insurance
coverage for CC and Other lines policyholders is a primary component of the Plan.

Colonial will continue to operate as an MPA, and it will continue not writing any new business,
The Rehabilitator will manage a long-term run-off of the CC and Other lines policies whereby the existing
pool of assets (current invested assets and fumre premiums) are used to maximize contractual beneﬁ’ﬁ.
available 10 the CC and Other lines policyholders. The Rehabilitator may manage the run-off with
existing employees or contract with a third party administrator. The cost effectiveness of various optidons
for managing the ﬁm-oﬁ" in the famre will depend on numerous factors related to the CC business in the

future.

The Rehabilitator will attempt to locate a replacement carrier for the entire MS line of business 10
avoid any lapse in coverage to existing MS policyholders. A majority of Colonial’s MS line of business
offers industry standardized plans and has historically had positive operating results. Thus, a qualified
carrier should not be difficult 10 locate. However, timing will likely be critical 10 successfully completing
the transfer of the MS polices since potential assuming carriers will want to acquire the MS block of
business as a whole. If delays occur in locaring a replacement carrier, insurance agents may begin “cherry
picking” the most profitable policyholders from the MS block, causing the value of the MS line of

business to diminish. Thus, the Rehabilitator will contact at least two qualified carriers for the MS

business and seek propoéale to acquire the MS business as goon ae practjcal if the Plan is approved.
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Key financial assumptions of the Plan

Rate increases on CC renewal premium will be capped at seven percent (7%) beginning January 1,
2004. Benefits will be actuarially determined annually based on historical experience. Such policy
benefits will be paid as a percentage of contractual benefits up to 100%. Administrative expenses to
manage the run-off were projected based upon historical experience. Commissions on all future CC
premiums written will cease to be accrued or paid if the Plan is approved. Current actuarial projections
(Bxhibit A) indicate policy benefits should continue to be paid at 100% based on Colonial’s current
financial condition and assets. In the event actual loss experience is worse than projected in the future,
claims may be paid at less than 100%, as acmarially determined, to adhere to the seven percent rate
increase cap proposed in the Plan. The MS line of business will be transferred to another carrier as soon
as practical and the transfer is not expected to have a negative impact on Colonial’s current financial.
condition.

The Class Action Plaintiffs’ claims against Colonial shall be fully released and dismissed. Thc
individual directors and officers of Colonial shall also be released from personal liability for any of the
Claims by the Class Action Plaintiffs, and the Class Action Plaintiffs may proceed with their claims as
against an insurance providing coverage for the directors and officers. The Rehabilitator will assign to
the Class Action Plaintiffs any and all claims that Colonial has against its former actuarial firm.
Benefits of the Plan

All known and existing policyholder claims are expected to be paid in full and coverage will be
maintained for CC and other lines policyholders. The Plan maximizes a limited pool of assets and future
premiums from an impaired insurer for the benefit of future CC policyholder claims. The Plan minimizes
uncertainty over Colonial’s current financial position and resolves the class gction liigation. Finally, it is
the least disruptive option for policyholders as it avoids the delays and coverage gaps inherent in a court

ordered liquidation.
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Effects of the Plan

Policyholders — CC and Other lines policyholders will maintain existing coverage and receive maximum
benefits available from a limited pool of assets. MS policyholders will obtain substantially similar
coverage with a different carrier,

M'emb;ership Interest — members’ interests will be extinguished, except for the possible return of assets if
a surplus emerges from the run-off after all policyholder and other claims have been paid. All authority
and powers are vested with the Rehabilitator.

Agents — all CC commissions accrued will be treated as a general claim and paid only if sufficient assets

All acerued MS commissions will be paid. Commissions on future MS premium will be negotiated with

the replacing carrier,

Employees —

Womer Benjamin . -14(D) by Ann H.
Ohio Department of

Insurance Company, Hitator of Colonja)
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IN THE COURT OF COMMON PLEAS
FRANKLIN COUNTY, OHIO

CIVIL DIVISION
ANN H. WOMER BENJAMIN, ) CASE NO. 03 CVC 01 00597
Superintendent, )
Ohio Department of Insurance, in her Capacity ) JUDGE DAVID FAIS
as Rehabilitator of Colonial Insurance Company )
‘ )
Plaintiff,)
)
v. ) ¥ GLENN
) TOBLEMAN
)
COLONIAL INSURANCE COMPANY, )
(In Rehabilitation) )
)
Defendant. )
STATE OF TEXAS )
) SS:
COUNTY OF COLLIN )

Affiant, Glenn A. Tobleman, being duly sworn in accordance with law, deposes

and states as follows:

1. My name is Glenn A. Tobleman and I am a consultant to the Rehabilitator for
the Colonial Insurance Company (“Colonial’).v I am employed by Lewis & Ellis, Inc.
(“Lewis & Ellis”). Lewis & Ellis is an actuarial consulting firm with offices located at
2929 N. Central Expressway, Suite 200, Richardson, TX 75080. Presently, I am
Executive Vice President of Lewis & Ellis and have worked for the firm for 21 years. 1
am a member of the American Academy of Actuaries, a Fellow of the Society of

Acmarics and a Fellow of the Casualty Actuarial Society.
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2. 1 prepared an actoarial opinion and memaorsadum for Colonial's asouat

filing required by Ohio regulations as of December 31, 2002 and, s, bave
served ax Colanial's appointed actary since Rebeuary of 2003.
3, ] propared the ial projection, know as the Long-Term Care Cross

Premium  Valustion as of December 31, 2002 ("GPV™), included as Exhibit A to
Coloaial’s Rehabilitation Plan prepared by the Rahabilitator.

4. The GPV was p

pered using actuarial iooa regarding ter
mies, shock lapsc, rate increases, aging, and loss ratios that sec cousistent with the

Rehubiliurion Plan.  The undedyiog histocical loss, premé i x0d expensc

dan supporting the projoction ware based wpao daa provided by Coloaial. The methods

md calonlations used 1o prepare the GPV wo ially sound and 4 with
dard ial practioe and professional sindard:

3. A wuc and accurate copy of the GPV that ] preparsd is attached as Bxhibit A 1o
this Affdavit.

FURTHER AFFIANT SAYETH NAUGHT.

Hon S e

GLENN A. TOBLEMAN

SWORN TO BEFORE ME AND SUBSCRIBED in my prescace this (274 day

of Octe 2003.

@ = Ko

NOTARY PUBLIC
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Colonial Insurance Company (In Rehabilitation)
Long-Term Care Gross Pramium Valuation at 12/31/2002
Best Estimate Assumptions

23,431,848 PV of Future Pwd Claims
2,382,028 PV of Futura Expenses
0 PV of Future Commissions
22,681 PV of Claim Reserves st and of period
1,168 PV of UEP Resarves at end of petiod
. 140 PV of Contract Reserves at end of peviod
25,818,342

2.598,732  Current Claim Reserve
402,766  Cunrent Contract Reserve
262,937  Cument UEP Resarve
19,041,563 PV of Fulure Collected Premiums
D Curvent balance sheet accrual for future expences (LAE)
25,945,018

-126,676  Deficiency(Sufficiency)
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