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IN THE COURT OF COMMON PLEAS, FRANKLIN COUNTY, OHIO

MARY TAYLOR

Ohio Superintendent of Insurance,

in her Capacity as Liquidator of
DayMed Health Maintenance Plan, Inc.,

Case No. 99CVHO03-01866

Plaintiff, Judge John F. Bender

vsl

DayMed Health Maintenance Plan, Inc.,

Defendant.

PLAINTIFF'S APPLICATION FOR ORDER TERMINATING THE LIQUIDATION

PROCEEDINGS OF DAYMED HEALTH MAINTENANCE PL.AN, INC.

Plaintiff, Mary Taylor, Ohio Superintendent of Insurance in her capacity as Liquidator

(the “Liquidator™) of DayMed Health Maintenance Plan, Inc. (“DayMcd™), respectfully requests
that this Court enter a Final Closing Order pursuant to R.C. 3903.46 and related scclions granting
this Application, discharging the Liquidator and making other provisions to close this liquidation

cslate and terminate this casc. A Memorandum in Support is attached.

Respectfully submitted,

MIKE DEWINE
Attorney Gencral State of Ohio

= r~ By Outside Counsel:
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Mur o o Richard W. Schuermann, Jr. (0032546)
=AG = O John P. Brody (0012215)
M-TE = X Daniel J. Bennett (0079932)

Fx E Lt 65 East State Strect, Suite 1800

st g8 © Columbus, Ohio 43215

Tclephone: (614) 462-5400

Attorneys for Mary Tavior. in her capacity as
Ligquidator of DayMed Health Maintenance Plan,

Inc.
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MEMORANDUM IN SUPPORT
On October 6, 2010, this Court entercd an “Order Approving Liquidator’s Final Report of

Claims, Reserve For Administrative Expenscs, And Authorizing Final Distribution of Assets™ of
DayMed Health Maintenance Plan, Inc. (the “Liquidator’s Motion™). Accordingly, the
Liquidator made a final distribution of $8,226, 661.17 to Classes 1, 2, 3, 4 and 5 on thcir allowed
claims beginning on October 22, 2010. Only 83 distribution checks totaling $43,570.58 were
retumed. Thosc checks cannot be re-issued or negotiated becausc the Liquidator cannot locate
those claimants.

The Liquidator’s Motion informed the Court that the Liquidator would apply to the Court
on or near March 31, 2011, after the final distribution is complete, for a Final Closing Order
discharging the Liquidator and making other provisions to close DayMed Health Maintcnance
Plan, Inc. (*DayMed™) liquidation cstate and terminate this casc pursuant to R.C. 3903.46(A) and
rclated sections. (Liguidator’s Motion, p. 6). R.C. 3903.46(A) provides:

When all assets justifying the expense of collection and

distribution have been collected and distributed under sections

3903.01 to 3903.59 of the Revised Code, the liquidator shall apply

to the court for discharge. The court may grant the discharge and

makc any other orders, including an order to transfer any

remaining funds that are uneconomic to distributc, as may be

appropriate.
This Application therefore requests a Final Closing Order discharging the Liquidator, dissolving
DayMed and making other standard provisions described below and in the proposed order
nccessary to close the DayMed liquidation estate and terminate this case.

I. Unclaimed Funds

As set forth in Exhibit A, therc are 83 checks totaling $43,570.58 that are unclaimed

funds because the distribution checks were retumed and the Liquidator cannot locate the
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claimant. R.C. 3903.45 governs distribution of unclaimed funds. The statute contemplatcs a
distribution of unclaimed funds to other claimants to whom it is possiblc to make an immediate
payment pursuani to the priorities in R.C. 3903.42. It is not possible to distribute the unclaimed
funds in this case pro-rata to all Class 5 claimants (the class that reccived less than 100% of their
allowed claims in the final distribution) because the cost of such a distribution would exceed the
amount of the unclaimed funds.

R.C. 3903.46(A), quoted above, grants the Court discretion to make an altcmmative order
where, as here, unclaimed funds or rcmaining funds are uncconomic to distribute pursuant to
R.C. 3903.42. The Liquidator proposcs in this case, consisient with her practicc in other
liquidation cases, that the Court order the Liquidator to immediately transfer $43,570.58 to the
Ohio Dcpartment of Commerce, Division of Unclaimed Funds pursuant to R.C. 169.05 for the
Director to hold under R.C. 169.01, ef seq. Funds, if any, that arc reccived after the termination
of this casc will be returned to sender.

1L Discharge, Dissolution and Closure

The Liquidator has reviewed the books and rccords of the DayMed liquidation cstatc and
detcrmined that all matters involving the estate have substantially been finalized. other than
several ministerial functions set forth bclow which cannot be performed until aficr the closing of
the liquidation takes place.

A. Final Accounting and Final Auditor’s Report

Primary post-closurc ministerial functions include the preparation of a final accounting
and a f{inal independent auditor’s report of the estate, in the form of previous accountings and
auditor’s reports submitted to this Court. This final accounting and final auditor’s rcport will be

filed with the Court upon their completion in 2011.
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B. 2010 and 2011 Tax Returns

Because the final distribution took place in 2010, a DayMed 2010 tax return will be
prepared and filed with the Internal Revenue Service (“IRS”) in 2011. Because the DayMecd
estate will be finally closed in 2011, a final DayMed tax rcturn must be prepared and filed with
the IRS in 2012, or sooncr if completed prior to the end of 2011.

C. Disposition of Insurer’s Records

R.C. 3903.48 provides:

Whenever it shall appear to the superintendent of insurance that the
records of any insurcr in process of liquidation or completely
liquidated are no longer uscful, he may recommend to the court
and the court shall direct what records should be retained for future
rcference and what should be destroyed.

The Liquidator has alrcady destroyed the vast majority of DayMed paper and electronic
records pursuant to prior orders of this Court, including the order cntered on September 7, 2010.
The Liquidator now requests that this Court relieve her of any obligation shc may have to retain
and authorize her lo immediately destroy: (1) all remaining pre-liquidation books, records and
documents in any medium; and (2) all post-liquidation books, records and documents in any
medium that the Liquidator determines are no longer essential, or that are notl required to be
maintained pursuant to applicable federal and state records retention requirements. The
Liquidator further requests an order dirccting that all other books, records and documents in any
medium shall be destroyed on or afier the date three (3) years following the datc the order
granting this application is entered.

D. Dissolution of DayMed
Pursuant 1o R.C. 3903.20, the corporatc entity of DayMed is dissolved by operation of

law once the Liquidator is discharged under R.C. 3903.46(A).
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E. Closing DayMed Bank Accounts
Once an estate is closed and the corporate cntity of DayMed dissolved, DayMed cannot
hold bank accounts. This is true of all closed estates. The Liquidator therefore closes the bank
accounts upon closure of the estate and administers and accounts for the administrative holdback
pursuant to the long standing Administrative Operating Procedure updated and approved most
recently beginning on December 21, 2010 in Case No. 00CVH03-2431 (the “updated AOP™).
The updated AOP was filed beginning December 16, 2010 in all active cases, except those that
were not in the process of closing. As a result, it was not separately filed in this case. It is
attached and incorporated into this Application as Exhibit B. The process set forth in the
updated AOP for Closed Estates has been in place since the early 1990s. The updated AOP does
not contradict the prior AOP filed in this casc. Accordingly, in this liquidation, the Liquidator
rcquests authority to immediately close the DayMed bank accounts, whercupon any remaining
holdback funds wiil be prepaid to the LMI Liquidation Estate in exchange for the LMI Estate’s
assumption and administration of the remaining administrativc expense obligations of the
DayMecd Estate. The payment and receipt of remaining holdback funds will be accounted for
respectively in the DayMed f{inal accounting and the LMI periodic accountings, but the
cxpenditure of it is not separately tracked, accounted for or reported pursuant to the practice sct
forth in the updated AOP.
111. Conclusion
For the reasons set forth above, the Liquidator respectfully requcsts that this Court cnter
an Order:
1. Pursuant to R.C. 3903.46 (A) and R.C. 3903.45(B), finding that $43,570.58
represcnting returned distribution checks, as sct forth on Exhibit A, that have not been

negotiated or reissued because the Liquidator cannot locate the claimants arc
uneconomic to distributc to known Class 5 claimants and authorizing the Liquidator
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to immediately transfer these remaining funds to the Ohio Department of Commerce,
Division of Unclaimed Funds.

2. Pursuant 1o R.C. 3903.46(A), finding that the Liquidator shall return to sender any
funds received after the termination of this case.

3. Pursuant 1o R.C. 3903.46(A), authorizing the Liquidator or her designec to retain
limited authority for the following purposes: (a) filing a final accounting with the
Court; (b) filing a final audit report with the Court; {c} executing thc DayMed 2010
and 2011 tax returns and filing the retumns with the Internal Revenuc Service in the
manner provided by law; and (d) taking all related actions as authorized or as deecmed
necessary and appropriate by the Liquidator to close the DayMced liquidation cstate
and carry out various sections of R.C. Chapter 3903 and prior orders of this Court.

4. Pursuant 1o R.C. 3903.46(A) and related sections, authorizing the Liquidator to
immediately closc DayMed’s bank accounts, whereupon any remaining holdback
funds will be prepaid to thc LMI Liquidation Estatc pursuant to the updated AOP
attached to the Liquidator’s Motion as Exhibit B. The payment and rcceipt of
remaining holdback funds will be accounted for respcciively in thc DayMed final
accounting and the LMI periodic accountings, but the expenditurc of it is not
separately tracked, accounted for or reported pursuant to the practice set forth in the
updated AOP attached as Exhibit B to the Liquidator’s Motion.

5. Pursuant to 3903.20, that thc corporate entity of DayMed Health Maintenance Plan,
Inc. is hereby dissolved.

6. Pursuant to R.C. 3903.46(A) and 3903.48, approving and authorizing the destruction
of the DayMed and Liquidator books, rccords and documents as follows: (a) all
remaining pre-liquidation books and records in any medium, shall be immediately
destroyed; (b) all remaining post-liquidation books and rccords in any medium that
the Liquidator determines are no longer ecssential, or thal arc not required to be
maintaincd shall be immediately destroyed; and (c) all other books, records and
documents in any medium shall be destroyed on or after the date three (3) years
following the date of the order granting this application.

7. Pursuant to R.C. 3903.46(A), finding that DayMed’s rcmaining physical asscis arc
uncconomic to distribute, and approving and authorizing the Liquidator to abandon
such physical assets.

8. Pursuant to R.C. 3903.46(A) and R.C. 3903.07, discharging and releasing the
Liquidator her predccessors, assigns and any and all deputy rchabilitators, deputy
liquidators, agents or employees of thc Liquidator and employees of the Ohio
Department of Insurance, of all claims and liability of any nature whatsoever and
whenever incurred (including but not limited to costs, expcnses and attorneys’ fees)
relating to, involving or arising out of any and all actions, dccisions, conduct,
transactions, or events that were alleged or that could have been alleged in the
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DayMed rehabilitation and liquidation proceedings or in any other litigation that in
any way relates to or involves DayMcd, the DayMed rehabilitation and liquidation
proceedings, or any proceedings related to DayMed or thc DayMed rehabilitation and
liquidation proceedings; and, providing protections afforded under R.C. 9.86, 9.87,
109.36 10 109.366 [109.36.6] to the Liquidator, her predecessors and assigns, any and
all deputy liquidators, any cmployce of the department of insurance, any employec
appointed by the Superintendent as Liquidator, and any employce who serves under

the Liquidator.

9. Finding that all other matters regarding the liquidation of DayMed have been
finalized in accordance with the Orders of this Court, and effective immediately, the
DayMed liquidation estate is closcd and this case is terminated.

Respectfully submitted,

MIKE DEWINE
Attorney General State of Ohio

By Outside Counsel:

KEGLER; HILL & RITTER, CO. L.P.A.

___—-//

. ™
by

Richard W. Schuermann, Jr.“' (003254i6)

John P. Brody (0012215)
Daniel J. Bennett (0079932)
65 East State Street, Suite 1800
Columbus, Ohio 43215

Telephone: (614) 462-5400

Attorneys for Mary Taylor, in her capacity as
Liquidator of DayMed Health Maintenance Plan,
Inc.
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T
Determined  Distribution Check Subtotal by
Liquidator # Payee/Address Value % Amount Check #No. Class Class #
309484 Rodacied 57.00  100.000% 57.00 1251 2
325903 Rodacted 22000  100.000% 220.00 1253 2
336165  Rodacted 4500  100.000% 45.00 1298 2
336638  Redacied 38.00  100.000% 38.00 130 2
336954  Redacted 50.00  100.000% 50.00 1303 2
338305  Redacted 60.00  100.000% 60.00 1320 2
338367  Rodacted 180.22  100.000% 180.22 1321 2
330450  Redactod 131.00  100.000% 131.00 1327 2
342793 Redacted 13000  100.000% 130,00 1340 2
343244 Redacted 18507  100.000% 185.07 1354 2
343858 Rodacted 41200  100.000% 412.00 1358 2
343880 Redacted 68.00  100.000% 88.00 1350 2
348090  Radacted 80.00  100.000% 60.00 1370 2
349814 Rodacted 50.00 100.000% 50.00 1377 2
351784  pedacied 10800 100.000% 106.00 1382 2
354472  Redacted 101.00  100.000% 101.00 1309 2
356022  pegacted 5500  100.000% 55.00 1411 2
358150  Redacted 14000  100.000% 140.00 1424 2
359519 Redacted 127.00  100.000% 127.00 1438 2
361642 pRedacted 270.00  100.000% 270.00 1448 2
362735  Rodacted 45050  100.000% 450.50 1482 2
363413  Redacted 150.00  100.000% 150.00 1487 2
363488  Redacted 686.00  100.000% €66.00 1471 2
384665  Redacted 447220  100.000% 417220 1481 2
365545  Redacted 8,860.11  100.000% 8,860.11 1492 2
366021  Radacied 173300  100.000% 1,733.00 1498 2
367484  Redacied 19500  75.126% 185.00 1510 2
19,319.61 Subtotal - Class 2 19,319.61
. —————— —

1 0f 3
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Daymed Health Maintenance Plan, Inc.
Exhibit A - Schedule of Unclaimed Funds

Determined Distribution Check Subtotal by
Liquidator# Payee/Address Value % Amount Check #No. Class Class #
300758 Redacted 40100  75.126% 301.26 1547 5
333617  Rodacted BBHO0  75.126% 217.04 1565 &
334009  Redacted 5875  75.126% 44.14 1568 5
334648  Redacted 9.50  75.128% 72.50 1570 5
335843 padacted 49025  75126% 37.00 1501 5
338165  podacied 4500  75.126% 33.81 1507 5
336638 Ragagtnd 93.00  75.126% 69.87 1600 5
336915  Redacted 60.00  75.126% 45.08 1602 5
336917  Rodacted 3500  75.126% 26.29 16803 S
337048  Redactad 10442  75.126% 78.45 1607 5
337049  Redacted 17001  75.126% 127.72 1608 5
337189  Redacted 3000  75.126% 2254 1809 5
338443 Redaniog 24200  75.126% 181.80 1615 5
340585  Regacted 14000 T15.126% 105.18 1624 5
343120 Redacted 155.00 75.126% 116.45 1846 95
M58 Redactod 8100  75.126% 45.83 1651 5
349882  Redacied 2000  75.126% 15.03 1662 5
347688  Regacted 5100  75.126% 38.31 1667 5
347711 Redacied 10025  75.126% 75.31 1668 5
318933  Redactod 481262  75.126% 3,615.53 1676 5
350522  pedacted 2582 75.128% 207.06 1710 5
352273  Redacted 17500 75.126% 131.47 1725 5
352341  Rodacled 268.25  75.126% 201,53 1726 5
353595  Redacted 26500  75.126% 190.08 1764 5
354316 Rodacted 990.51  75.126% 760.89 17at 5
354628  Redacted 37745 75.128% 283.56 1802 5
3534826  Redacted 4400  75.126% 33.08 1808 5
35531 pogaced 21000  75.126% 157.76 1830 5
355882  Redacied 263646  75.126% 1.980.67 1850 5
356547  Redacted 181.00  75.128% 135.98 1872 5

2 of 3
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Daymed Health Maintenance Plan, Inc.

Exhibit A - Schedule of Unclaimed Funds

Determined  Distribution  Check Sublotal by
Liquidator # Payee/Address Valua % Amount Check #No. Class Class #
357207 Redacted 20500  75.126% 154.01 1804 5
357604  pedacted 128.00  75.1268% 86.16 1814 5
358339  Reqacted 201.14  75.126% 218.72 1940 5
358882  Rodacted 130.00  75.126% 97.56 1955 5
358347  Rogacted 874120  75.126% 6,566.81 1859 5
359784 Redacted B43.76  75.126% 633.e8 1981 5
380385  Redacted 43205  75.126% 324.58 2016 5
360433 Rogacted 7000  75.126% 52.59 2018 5
360563 Redacied 14000  75.126% 105.18 2026 5
381165  Redacted 1.40045  75.126% 1.058.88 2052 5
361804  Redacisd 23112 75.1268% 17363 2087 5
362123  Redacied 4500  75.126% 33.81 2097 5
362825  Rodacted 160.63  75.126% 127.44 2122 6
363643  Redacled 265803  75.126% 1.996.87 2149 5
364858 Radacied 26885  765.126% 184.54 2193 5
384727  Redactsd 158.00  75.126% 118.70 2196 5
365746 Regacted 104.67  75.126% 78.63 2228 5
385990  Redactsa 48000  75.126% 350.60 2234 5
368157  Rodacted Q0638  76.128% 605.80 2241 5
366320 Redacted 24800  75.128% 184.81 2252 5
366944  Regacied 0644 TEAZE% 147.58 2279 5
367073 Radacted 136.00  75.126% 102.17 2283 5
W7 Regacted 10500  75.128% 78.88 2291 5
367626  megaced (56458  75.126% 1.180.43 2314 5
367877  Redacted 28400  78.128% 198.33 2323 5
32,280.39 4357083 Subtotal-ClassS 500557
Total Determined Val CI 2, 3 54,800.00 Total Unclaimed Class 2, 5 43,570.53

3 of 3
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ADMINISTRATIVE COSTS AND EXPENSES PROCEDURE
Updated Effective January 1, 2011

The Liguidator’s Administrative Costs and Expense Operating Prucedure (AOP) is
updated to reflcet the chunge in the Estate through which employee compensation, payroll
taxes and benefits are administered effective January 1, 2011. It Is further updated to reflect
that, effective January 1, 2011. the lnter-company billing and reimbursement accounting
methods used for Joint Administrative Services and Expenscs (other than payrolUwages.
employer payroll taxes, and withholding and remittance of employees' taxes, employer 401K
and HSA contributions) under the Administrative Costs and Expcuscs Procedure approved
by the Liquidation Court beginning in 2008 arc suspended and discontinued. Instead,
undcr this apdated Procedure. each Estate will write a check equal to its percentage share
of the Invoice amount which Is calculated pursuant to the GOE formula set forth below.
These improvements are the result of the closure of 2 number of liquidation estates and other
improvements in accounting procedures and the efficlency and cconomies of scale for open
cstates. Last, this update documents the Liquidator’s administrative costs and cxpenses
procedures for closing and closed Estates after a final distribution of assets to creditors.

Purpose

This Administrative Operating Procedure documents the praclices and procedures of the
Office of the Ohio Insurance Liyuidator with respeet Wo incurring, paying for and accounting for
Administrative Services and Expenses, including the sharing, advancement. allocation and
reimbursement of Joimt Administrative Services and Expenses among the various open
Rehahilitation and liquidation Estaics that have not made a [(inal distribution of asscts. This
Administrative Operating Procedure also documents beginning on page 7 the scparate pructices amd
procedures with respect 10 a closing or closed Estate incurring and paying for Administrutive
Services and Expenses.

OPEN ESTATES
Introduction

L The Superintenddent of Insurmnce in her capacihy as Liquidator (the “Liquidator™) is
vested by operation of law with the title w all of the property. contracis, and rights of action of
each Liquidation Estate pursuant 10 Section 3903.18(A) of the Ohio Revised Code (the “ORC™)
and the Liguidation Orders issucd by the Franklin County Court of Common Pleas in each
I Liquidation casc (the “Supervising Court™). The Liyuidator is generally charged under ORC

§3903.18 with the duty 10 sccure, marshal, adminisicer and distribute the asscis of all liguidaicd
| insurers under the supervision of the Supervising Court.

! 2. The Superintiendent of Insurunce in her capacity as Rchabilittor (the
“Rehabifitmor™) is vested by operation of law with the titie 10 all of the property, coniructs, and
righis ol action of cach Rchabilitastion Estmc pursuam to ORC §3903.13(A) and the
Rehabilitation Orders issued by the Supervising Count for each Rchabilitation Estate. The

EXHIBIT
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Rehabilitator is gencrally charged under ORC §3903.13 with the dutics to take possession of the .
assets of rehabilitsted companics. and to administer them wnder the supervision of the
Supervising Court,

3. To assist in the economic and cificicnt performance of her swtutory and fiduciary
dutics to administer and resolve the affairs of an insurer in rchabilitation or liquidation for the
benefil of the croditors, policyholders and the general public, the Liquidaior and Rchabilitator
(collcctively, the “Receiver™) is required 1o incur Administrative Services und Expenses on
behalf of insurance companies in court-ordered rehabilitation or liquidation (collcctively, the
“Estates™). The Receiver has, amony other things. (1) employed a Chicl Deputy Liguidator and
various other Deputy Rehabilitators/Liguidators und employecs; (2) incurred attomeys® fecs; (3)
retained consultunts; (4) leased oilfice space ut 50 West Town Street, Suite 350, Cotumbus. Ohio
43215 and one warehouse necessary and uppropriate for the operation of the Office of the Ohio
Insurunce Liquidator separate and apart from the Siate of Ohio Department of Insurance and for
the Recciver's deputivs, employecs, atlomneys and consuliants 10 perform administrative services;
and (5) entered into service amd supply contructs with vendors und suppliers for olfice supplics,
goods. cquipment or services that support the deputies. employees and consultants in carrying
out their administrative duties with respect to the ceflicient and cconomicul liquidation or
rehabilitation of all insurance companics in rchubilitation or liguidation.  Estates retain
administrative scrvices and incur administrative cxpenscs alone (individually) or in limited
circumstances juintly with other Estates, as cxplained [urther below. Even when Administrative
Scrvices and Expenses are incurred jointly, each incurring Estale separutely pays its share of the
expensc pursuant o the GO formula set forth below. There is no commingling of ussets and no
Estate funds or pays for the administration of another Estate.

4. Generally, Estates individually and directly incur and pay out of the individual
cstates” bank uccoumts their own Administrative Scrvices and Expenses for administrative and
professional goods or scrvices from cmployees, attorrieys, actuaries, accountants. appraisers,
consultants and other vendors on a maticr-specific/estate-specific basis, as necessary to ussisl the
Receiver in toking possession of the purticular insurer, to separatcly administer each Fstate’s
asscis and fiabilitics and 1o conduct the rchabilitation or liquidation proceeding in the best
intcrests of cach Esiate’s creditors. policyholders and the general public. Under this updated AOP,
Individual Estate Administrative Services and Expenses include rent equal to the octual leased
cust on 2 squarc foot busis of the square footuge that cach open estate utilizes within the
Liquidator®s office and warchouse fucilitics. These Administrative Services and Expenses are
referred 10 herein as, the “Individual Estate Administrative Services unid Expenses.

5. Estates jointly incur Administrative Services and Expenses only when such
cxpenses and services benefit all or more than onc of the Estales and improve efficiency and
economics of scale in the best intercsis of vne or more of the Eswutes, und each Estute’s creditors.
policyholders and the general public, including but not limited to the following:

(A)  general administrative services (i.e. time and services that are not provided and
cannot be charged only to an individual esiaie) by such cxecutive, munagement,
professional. technical, clerical and other employees of the Office of the Ohio
Insurance Liquidator as may be assigned for such purposcs by the Receiver.
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including but not limited to general administirative services of the Chief Deputy .
Liquidator and various other Deputy Rehabilitators/Liyuidators and employees,
financial and uccounting services. Jegal services. audit services. information angd
technology services, treasury services, human resources services. communications
scrvices, payroll processing scrvices. ecmployce benefits participation, procurciment
services, tax and related scrvices, contract negotistion and administration services.
insurance and risk management scrvices, and clerical services:

(B) ihe purchase or rental and usc of common areas within the Liquidator's office and
storage facilities, includinyg. but not limited to, office space that is u common arca,
wtilitics. equipment. machinery, supplivs, computers und computer soflware,
communications equipment, insurance policics, aml olher personal property that is
utilized by all cstatces;

(C)  all other nccessary expenses incurred by the Receiver in resolving the affairs of
multiple insurers in rchabilitation or liquidation.

These Administrative Scrvices and Expenses are collectively referred to herein as the “Joinr
Administrative Serviees und Expenses.”

6. ORC § 3903.21(AX4) awhorizes the Liquidator to defray frum the funds or assets ol
the insurer all expenscs of inking possession of;, conserving, conducting, liquidaming, disposing ol or
otherwisc administering the business and property of a liquiduted insurer. ORC § 3903.14(A)
similarly authorizes the Rehabilitator to pay out of the funds or assets of the rehabilitated insurer all
expenscs of waking possession of the insurer and of conducling the rehabilitation proccedings.

7. The Recciver accounts for and tairly allocates the cosis of the “Joint Administrative
Scrvices und Fxpensex™ as they arce incurred. pro ratu among the Liquidation and Rchabilitation
Esutes pursuant 10 a GOE Allocation Formula, in use since at least 1993, that wcighs the
salarics\wages relative to the number of hours liquidation office personnel charge to cach Estate and
the amount of asscts held by euch Estate.

8. This Procedure documents the Recciver's practices and procedures with respect to
incurring Individual and Joint Administrativo Services and Expenses, including the sharing,
advancement. altocation and reimbursement of Joint Administrative Services und Expenses amony
the Estates. .

Incurring Administrative Expenses

1. Estates shall inciir Joint Administrative Scrvices and Expenscs only when they
benefit more than onc Estate (and specifically cach Estate that is incurring the Joinl Administrative
Scrvices anxl Expenses) and when incurring such expenses and services jointly improves
cilicicney and cconomics of scale of each incurring Estate. Othenwise. cach Esate shail directly
incur Individuat Administrative Scrvices and Expenses based on the nceds of that particular Estate.
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l. ndividual Administrative Scrvices amd Expenses. All Individunl Administrative
Scrvices und Expcenses except Employment Administrative Services and Expenses described below
shall be billed 10 and paid for as they arc incurred directly by the incurring Estate from that Estaie’s
own, segrepated bank accounl. Payment of Individual Administrative Scrvices und Expenses shall
not be advanced by. paid from, shared by or allocated to any other person or Estate. except the Ohio
Dcpartment of Insurance and oaly to the cxtent provided in ORC $3903,14(A).

! Joint Administrative Services aml Expenses. With the exception of Employment
Administrutive Services and Expenses described below, Joint Administrative Services and Expenscs
are also paid dircctly as they are incurred by cach incurring Estate from that Esisle’s own.
scuregated bank account. Payment of an Estne'’s share of Joint Administrative Scrvices and
Expenses (calculated pursuunt lo the GOE Allocation formula described below) shall not be paid
from. shared by or allocated 10 any other person or Estate, except the Ohio Department of Insurance
and only 1o the extent provided in ORC §3903.14(A). Effective Junuary 1. 201 1, the inter-company
billing, payment through the Credit General Insurance Company Estate and rcimbursement
accounting methods used under the prior AOP for all Joimt Administrative Services and Expenscs
except Employment Administrative Services are susperkded. Instead, each Esue that incurs the
Joint Employment Scrvices and Expenscs will wrile a check equal 10 its allocated share of the
invoice amount.

3. Emplovment Adwministrative Services and Expenses. None of the employces in the
Oflice of the Ohio Insurmnce Liquidator is a State employee. Efiective January 1. 2011, the 1M1
Insurance Compuny In Liquidation employs at will and pays all compensation and related payroll
taxes and cmployce benelits of employees in the Office of the Ohio Insurance Liquidator, regandless
of whether the employment expenses are Individual (that portion of payroll/wages that is for time
charged 1o one or more individual estates other than LMI) or Joim (e.g., employce bencefit
participation) Adminisirative Expenses. The LMI Insurance Company in Liguidation shall be
responsible for the issuance of pay checks and payment of all employer payroll 1axes, and
withholding and remitance of employecs’ taxes, employer 401K and HSA contributions for
services provided 1o one or more of the Estatcs. Funds fo pay payroll\wages, employer payroll
taxcs and withholding and remittunce of employees® taxes. employer 401K and HSA contributions
and other payroll-related expenses for services provided to one or more of the Estates tha are
disbursed by LMI Insurance Company in Liquidation on payroll pay dates (gcnerally scheduled the
Friday aficr the pay period ending) are advanced 10 L.MI by other estates as necessary on the pavroll
dute.

The LMI Insurance Company in Liquidation shall mainain Workers® Compensation,
uncmployment compensation. Social Security, professionul linbility and similar coverages with
respect 10 such cmployees and shall, in this regard, prepare and fii¢ all necessary reports and make
all necessary remittances to the appropriate governmontal agencies. The LMI Insurance Company in
Liquidation Estute will maintain the Scction 125 Benefits Plan that will cnable participants to pay
health and other insurance premiums from pre-tax dollars,
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The funds to pay the costs of administcring LMI Insurance Company in Liquidation as the .
“cmployer estate™ are also paid by the other cstatcs.

Charges and payments or set-offs beiween Estates for provision and paymem of
Employment Administrutive Scrvices and Expenscs shall be supported by documentation suflicient
lo independent auditors. which may be maintained in clectronic form.

4, Some Estutcs may not incur or receive any Joint Adiminisirative Services and
Expenses, such as when a company in rehahilitation or liquidation continues v maintain its own
offices and/or where the Recciver has determined that it is more economic, cfficient or pructical for
that company 10 continue to (1) cmploy and pay dircctly all compensation and employee benefits of
that rehabilitated or liquidated company’s employees and (i) incur amd pay directly for jts own
gencral and other Administrative Services and Expenses. In those cases. all Administralive Services
and Expenscs shall be treated as Individual Administrative Services and Expenscs and paid for
direcily and cxclusively by the Eslate that incured the expenses from that Estute’s own, scyrcpated
hank account. in those cascs. the Recciver shall not ullocate the cost of the administrutive services
and expenscs 10 any other Estate.

5. No Estatc or the Receiver shall charge any other Estate a fec for allocating,
accounting or payment of Joint Adminisirative Services und Expenses.

6. Each Estate does maintain, and shall continue to maintin, its own segreguted bank
accounts from which the Estate shail pay directly for its Individual Administrative Services
Expenses und for its Joint Serviees and Expenses und from which the Estate shall pay (dircetly or
through samc day advance to LMI or reconciliation) for its allocated share of Joint Administrative
Scrvices and Expenses.

Accounting and Allocation of Joint Adminisirative Services and Expenses

1. Each Estatc shall continue 1o muintain clear und sccurate reconds suflicient ro
independent auditors documenting and accounting for procurement and payment of ull Individual
amd Joint Administrative Services and Expenses, which records arc not public records under ORC
§149.43. or any other siatc or federal suiute, regulation, common law or luw goveming public
records.

2. Joint Administrative Services and Expenses are allocated and charged to individual
cstates using the General Operating Expense Allocation Procedure and Formula (the “GOE
Allocation Perecontage™) set forth below.

3 The GOE Allocation Percentage is 2 method of cost allocation that the Liquidation
Office has used since approximately 1993,  The GOE Allocution Percentage weighs assets and
salaries of each Estaic equally 1o calculute o percentage of Joimt Administrative Scrvices and
Expenscs und Joint Employment Administrative Service Expenses that ure General Administration -
that will be allocated to and puid by cach Estaie. The GOE Allocation Percentage is calculatcd
quanerly. The GOE Percentage is derived from the total sulary obligation of the Liquidation Oftice
for the previous quarter (that ig, the salurics/wages relative to the amount of all hours ali persons
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have spent benefiting all Estates, including lime charged as General Administration) and the amount.
of total assets cach Estate held for the previous guarter.

(A)  Culculating the Quarteriy GOFE Aflocation Percentage. Every three (3) months,
each Estaic will total and average the par valuc of the invested assets of that Estate in order
1o calculale u quarterly average of the par valuc of invested ussets for cach Estate. Using this
weighted average. a percentage will be caleulated reflecting the 1otal par value of invested
asscis that euch Estute has in eclution to the total par value of all investments held by all
Estutes. (“Quarterly Asset Percentuge Per Estate™).

Sccond, for the same three (3) month period, cach Estate will total and average the amoum
of salarics directly charged 10 und paid (or reimbursed to the Ohio Department of Insurance}
by that Fstate for the previous quarter in order to calculale a quarterly average of' the salary
obligations of each Estale using this average. a percenlage will he calculuted reflecting the
amount of salaries that cach Estate incurred in relation to the amount of salaries paid by all
Eswtes. (“Quurterly Salary Percemage Per Estute™).

‘Third, the Quarterly Assct Percontupe Per Estate and the Quarterly Salary Percentage Per
Estate arc then averaged on an Estate by Estaic hasis 10 arrive at the GOE Percentage to be
used by each Estate for the following guarter.

ASSET % SALARY % GOE. %

Estate A 10.40 54 7.94

Estate B 14.23 4.75 9.49

Estate C 13.27 6.62 9.95

Estate D 43.52 57.52 50.52

Estate E 5.53 9.28 741

Fstate F 9.87 9.82 9.84

Estate G 0.63 0.81 0.72

| Estate H 0.84 3.44 2.14
| Fstate | 1.71 227 1.99
TOTALS 100.00 100.00 100.00

{B)  dllocwiing Imdividuul und Joint Emplovment Administrative Services and Expenses.
The costs of employees in the Office of the Ohio Insurance Liquidator shall be allocated to
cach Estatc in proportion 1o the time each cmployee actually spends administering such
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Gstate. Each employee is required 10 record as Individual Administrative Services and .
Expenscs all actual hours worked to cach Estate for which the employee is performing
scrvices. The GOE Allocation Formula is not used to catculate the sum that each este puys
for timc churged by employees for services rendered to individual estates. Instead. each
Estate pays the actual cost of these Individual Administrative Services und Expenses on the
same payroll datc LMI pays them. '

When an employee is performing scrvices that benefit all of the Estates, such employee time
shall be designated and charged as “General Administrative Scrvices™ and then allocated
and charged 10 all Estates as Joint Administrative Services and Expenses using the GOE
Allocation Percentage. All employee time for Paid Time Off (PTO) is decmed Joimt
Adminisirative Scrvices and Expenscs and alloculed 1o all Estales as a General
Administrutive Scrvice using the GOE Allocation Percentage.

(C)  Allocuting Other Joint Generad Services amd Expenses.

(i) 50 West Town Street: Rent. utilities and all other expenses related
occupation of common arcas within 50 West Town Street, Suite 350 for
purposes of the operation of the Office of the Ohio Insurance Liquidator
shall be allocated to all Estates using the GOE Allocation Percentage.

tii) Warchouse: The records and other property of cvery insurance
company in rehabilitution or liquidation are stored at cither the warchousc
Icased by the Office of the Ohio Insurance Liguidator or at outside reconds
storage lucilities (e.g. Fireprool Records Center. Iron Mountain). Rent for
common arcas, ulilitics and ull other expenses related (o the occupation
warchouse is allocated only (o the Estates whosc records and other propeny
is stored a that wurchouse using the GOE Allocation Percentage.

(iii)  General Administrative Services: All other Joint Administrative
Scrvices and Expenscs shall be allocuted 0 all Eswites using the GOE
Allocation Percentage.

4, The Recciver shall adjust charges and paymemns for Joint Administrative Services

and Expenses based on reconciliation of amounts charyed und costs incurred by each Estate.
CLOSING AND CLOSED ESTATES

Incurring and Payment of Administrative Services and Expenses after a Final Distribusion of
u Closing Estate’s Assets

1. After the Liquidator has collected all of an Estate’s asscis that are reasonable to

collect and the Liquidator and the Liquidation Court have adjudicated and approved all claims.
the Liquidator prepares to make a final Jistribution of the Estale's asscis to allowed cliimants
and shortly thereafler close the Estate and terminate the Liquidation Casc. Toward this end. the
Liquidator files in each Liquidation Case one or more motions seeking the Coun's approval of
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(a) the Liquidator's report(s) on aliowed prools of claims 1o be paid in the final distribution and.
(b) the Liquidator™s detailed reserves (“holdback™) from the final disiribution of sums needed 1o
pay the closing Estaic’s known tuture adminisirative cxpenses (f.e., Wx retumns. final count cash,
document retention and destruction. eic.) that will be incurred alter the final distribution of the
Estatc’s assets o aliowed creditors. The reserved (held hack) shures of the closing Estme’s Joim
Administrative Scrvices and Expenses are calculated pursuant to the GOE Allocation Formuta in
place at the time the Liquidator files the Motion sccking approval of the hokiback as part of the
requested final distribution.

2. Generally. it lakes approximately six months afier the court approves the final
distribution and holdback to close an Estate. In most cascs, the majority of funds reserved and
held back in the Estate for payment of that Estate’s known future administrative cxpenses ore in
fact incurred and paid by the closing Esiate after the final distribution and prior to the final
closure ol thar Estae,  For cxamplc, documents that can be destroved immediately pursuant to
the Court’s approval orders set forth in paragraph 1 above arc destroyed and the cost of
destruction is paid for out of the reserve or “holdback™ remaining in the closing Estate’s bank
account while the distribution chocks are clearing and, thus, prior to final closure of the Estaile.
Administrative cxpenses that arc incurred and paid from the holdback afler the final distribution
and prior 10 the closure of the Esiate are allocated pursuant to the approved holdback and paid
for out of the reserve or “holdback™ remaining in the closing Estate’s bank accoum and reported
in the final court cash report.

3, Appruximately six months after the finul distribution, the Liquidaor files an
Application for a court order (“the Closing Order™) closing the Estale, terminating the
Liquidation Cusc. dissolvinyg the company if it is not already dissolved. closing the Estate’s hank
accounts. discharging the Liquidator and providing for other mattcrs necessary to end the
liquidation. Once the Closing Onder is entered and the Liquidator discharged. there is no Estatc.
no Liquidation Casc and no authorized liguidator {or the closcd insolvent company or its closed
Estate except 1o the limited extem required 1o perform the remaining minigterial tusks outlined
ashove (e.g.. document rciention and destruction, final tax return).  Therefore. fuwre
sdministrative obligations and expenses that cannot be incurred and paid for prier 10 entry of the
Closing Order (c.g.. document retention of certain documents for 7 vears under IRS regulations)
and the holdback to pay for thosc authorized Administrative Services and Expenscs of a closed
Estaie are administered by another entity. Under the prior practice of the Liquidiator dating back
1o 1995 and most recently reviewed by the Liguidator®s independent auditors and accounis in
2010, the few remaining administrutive obligations of the closed Estate along with the remaining
rescrves/holdhack are therealter administered by an open cstate, now LML The wunsier of the
holdback o LMI is deemed a prepayment to LM for its administration of the ¢losed Estates few
remaining court-authorized future Administrative Services and Expenses necessary to efficiently
terminate a liquidation so that LMI's asseis and liabilities are not commingled with those of the
closing cstate and so that LMI's asscis arc not uscd to pay the obligations of another Estale.
Post-closing administrative expenses (including employee time spent on the closed Estate) arc
nol scparatcly charged to the closed Estate or tracked in relation 1o the holdback or sepurately
reported on LMi's count cush reports. LMI’s court cash reports, however, will show LMI's
receipt ol the remaining holdback from a closed Estate.
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COURT APPFROVAL

Court Approval of Administrative Services and Expenses

Beginning January 1. 2011. the Receiver shall submit the following matters to the

Supervising Court that is oversceing any Estaie that will incur the Administrative Services and
Expenses for prior approval 1o incur Administrative Services and Expenses:

(A)

(B)

(C)

(D)

{€)
("

o)

(H)

Any Icase of real estale;

The hiring of consultunts, if. the cost of such scrvices is expecied to excevd, or in
fact excceds, $10.000, except that the Receiver shull not scek court approval 10
retain experts, utlormeys or consultants in anticipation or furthcrance of litigation;

Bunking rclantionships. which shall be reassessed no Icss frequently than every five
(5) ycars, and modified based upon responses to requests for proposals issued by the
Chicf Deputy Liguidinor 1o several banking institutions (for purposcs of upplying
this procedure, the last reassessment of banking relationships occurred in October
2008);

Rerention of independent auditors, which shall he reassessed no fess frequently than
every five (§) years. and modified buscd upon responses (O requests for proposals
issued by the Chicf Depuly Liquidator to scveral public accounting firms (for
purposes of applying this procedure, the lust reassessment of the independent auditor
relutionship occurred in 2006. and an RFP for 2011 was issucd);

Any court-ordered cxpense. i.e.. cxpense to publish notices;

Any expense thal is cutsidc the ordinary course of business of the Oflice of the Ohio
Insurance Liguidator, cxcept for emergency expenditures;

Any expense in the onlinary course of business of the Office ol the Ohio Insurance
Liquidinor that is expected 10 exeeed, or in fact excecds, $25.000; and

The sciticment and/or compromisc of all liigation and disputes initiated by the
Recciver urler the authority of R.C. Chapter 3903; provided, however, that,

(i) proofi of claims arc 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 '

(i)  if the gravamen of a case or claim initialed by the Reeciver under
the authority of R.C. Chapter 3903 is a claim for less than $25.000
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(examples of such claims include: cluims against policyholdets for the -
collcction of premiums, certain subrogation claims and the collection of
certain  accounts receivable). then such claims may be settled by the

Recciver, or by collection agencies or collection law firms rewined by the

Receiver, without approval of the Supervising Coun, so long as cach

scitlement is within the parameters of the Receiver's internal Collection

Projcct Guidelines. The Collection Praject Guidelines shail be reassessed

no less frequently than every five (5) years (for purposcs of applying this

procedure, the st reussessment of the Collection Projoct Guidelines

occurred in 2008).

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

Independent Andit of Euch Estate’s Administrative Services and Expenses

1. The Chicf Deputy Liquidator shull retain onc independent auditor 10 conduct the
annual audits of cach Estutc’s finunces and internal controls based upon responses to requests for
proposals issucd by the Chicl Deputy Liquidator to several public accounting firms no less
frequently than every five (5) years. For purposes of applying this procedure. the Chiel’ Deputy
Liquidator last retained un independent auditor in 2006. An RFP for 2011 wus issucd.

2. The independem auditor shall audit, on an individunl Estate basis, the finances
and internal controls of cach Estatc. The audit shall be conducted annually as of June 30 each
year beginning on the date the Order of Rehabilitation or Liquidation is entcred and cnding on
the Recciver closes the Estate using Generally Accepted Auditing Standurds.

3. The Recciver shall prompily file the independent auditor’s annual Report of Audit of
Financial Statements and internal Controls for cach Estate in that Eswate’s Rchabilitation or
Liquidation Casc.
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