IN THE COMMON PLEAS COURT OF
FRANKLIN COUNTY, OHIO

Mary Taylor , Ohio Superintendent of
Insurance, in her capacity as Liquidator of
American Chambers Life Insurance Company,

Plaintiff,
v. Case No. 00CVH03-2206

American Chambers Life Insurance Company, Judge Richard Sheward

Defendant.

MOTION FOR APPROVAL OF LIQUIDATOR’S REPORT OF INDEPENDENT
AUDITORS FOR THE YEARS ENDED JUNE 38, 2011 AND 2010

Mary Taylor, Ohio Superintendent of Insurance, in her capacity as Liquidator of
American Chambers Life Insurance Company (“ACLIC”), requests this Court for an order

approving her Report of Independent Auditors for the years ended June 30, 2011 and 2019,

which is attached as Exhibit A and incorporated by reference into this Motion. A Memorandum

in Support is attached.

Respectfully submitted,

ERN

MIKE DE WINE
Attorney General State of Ohia

By Outside Counsel:
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Viloria C. Hoover (0059596}

655 Metro Place South, Suite 600

Dublin, OH 43017

Telephone: (614) 408-9700

Facsimile: (216) 621-6536

Attorneys for Mary Taylor, in her capacity as Liguidator of
American Chambers Life Insurance Company
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MEMORANDUM IN SUPPORT

Pursuant to R.C. Section 3903.18(A), this Court’s May 8, 2000 Order to liquidate the
business of ACLIC appointed Plaintiff, Superintendent of Insurance and successors in office as
Liquidator. The Crder also directed the Liquidator to take possession of the assets of ACLIC
and to administer those assets under the general supervision of this Court. As provided in R.C.
Section 3903.18(E), the Order additionally requires the Liquidator to account to this Court at
specified intervals. Accordingly, the Liquidator submits accountings to this Court on a
semiannual basis for the periods ending June 30™ and December 31 of the year (the “Periodic
Accountings™). |

One of the Liquidator’s primary responsibilities is the marshaling of assets of the ACLIC
liquidation estate, for ultimate distribution to the liquidation estate’s policyholders and creditors
pursuant to R.C. Chapter 3903, In the process of marshaling assets, the Liquidator routinely
receives and deposits cash and purchases and sells various investment securities. In order to
record this activity, the Liquidator built an internal accounting department capable of tracking
costs and recoveries and gene_rating basic financial reports. The cash and investment security
balances are reported by the Liquidator to this Court in the Periodic Accountings.

In July of 1991, in order to ensure the integrity of the Liquidator’s accounting system, the
Liquidator determined that it was in the best interests of all Chio liquidation estates to hire an
independent auditiné firm to perform an amnual audit of the Liguidator's intemal controls
relating to cash receipts and disbursements and the purchase and sale of investment securities.
Pursuant to the Administrative Operating Procedure Updated Effective January 1, 2011, which
was approved in this case on February 4, 2011, the retention of independent auditors is
reassessed no less frequently than every five years through a request for proposal (RFP). Then
the Liquidator may modify the retention of independent auditors based upon responses received

to the RFPs. The Liquidator issued the last RFP in 2011, As a result of the responses received
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from several public accounting firms, the Liquidator modified her previous retention and
engaged Maloney & Novotny LLC to perform the audit. The Liquidator requested the auditing
firm to render an opinion in its audit report as to the propriety of the information presented in the
Pericdic Accounting, as Liquidator intended to file the audit report with this Court to
demonstrate the integrity of the Periodic Accountings.

Maloney + Novotny LLC has completed its audit of the statements of cash and invested
assets of ACLIC as of June 30, 2011 and 2010 and the related statements of cash receipts and
cash disbursements for the years ended June 30, 2011 and 2010. Maloney + Novomy LLC
issued the Report containing its audit findings which opine that the Liquidator’s financial
statements present fairly, in all material respects, both the cash and invested assets of ACLIC at
June 30, 2011 and 2010 and cash receipts and cash disbursements for the years ended June 30,
2011 and 2010.

By this Motion, the Liquidator requests this Court’s approval of the Annual Report of
Independent Awditors for the years ended June 30, 2011 and 2010. Exhibit A. A proposed Order
is attached as Exhibit B. |

Respectfully submitted,

MIKE DE WINE
Attorney General State of QOhio

By Ou ide ljloume]:
JACKSON & KRANTZ, PLL

Valoria C.|Hdover (0059596)

655 Metro Place South, Suite 600

Dublin, OH 43017

Telephone: (614} 408-9700

Facsimile: (216) 621-6536

Attorneys for Mary Taylor, in her capacity as Liguidator of
American Chambers Life Insurance Company



CERTIFICATE OF SERVICE
I hereby certify that a true and accurate copy of the foregoing Motion for Approval of
Independent Auditors Reports for the Years Ended June 30, 2011 and 2010 was served via
ordinary U.S. mail, postage pre-paid, on this ﬁ day of October, 2011 upon the following:
Charles Richardson, Esq.
Baker & Daniels

805 15% Street NW, Suite 700
Washington, DC 20005

AYL) i
Valotia C. Hoover
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OFFICE OF THE OHIO INSURANCE LIQUIDATOR
AMERICAN CHAMBERS LIFE INSURANCE COMPANY,
IN LIQUIDATION

CONTENTS
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FINANCIAL STATEMENTS
Statements of cash and invesied asseis
Statement of cash receipts and cash disbursements
Notes to financial statements
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Maloney-Novoinyie

111} Superior Avenue | Suite 700 [ Cleveland, Ohia 44134-2540
¥ 216.363.0100 F216.363.0500 wmaloneynovotnycom

Lynda G. Loomis

Chief Deputy Liguidator

Office of the Chio Insurance Liquidator

American Chambers Life Insurance Company, in Liquidation

Independent Auditors' Report

We have audited the accompanying statement of cash and invested assets atising from cash
transactions of American Chambers Life Insurance Company, in Liquidation ("Estate"} as of June 39,
2011, and the related statcment of cash receipts and cash disbursements for the year then esded. These
financial statements are the respensibility of the Estate, Our responsibility is to expross am opinion on
these financial statements based on our audit. The Estate's 2010 statement of cash and invested assets
was sudited by other auditors whose report dated November 22, 2010 expressed an ungualified
opinion.

We conducted our andit in accordance with auditing standards generally accepted in the United
States of Americs, Those standards require that we plan and perform the audit to obtain reasopsble
assurance abaut whether the financial statements are free of material misstatement. An audit includes
consideration of internal control over financial reporting as a basis for designing audit procedures that
are appropriate in the circumstances, but not for the purpose of capressing an opinion on the
effectiveness of the Company’s internal control over financial Teporting, Accordingly, we express no

_ such opinion. An audit also includes examining, on a test basis, gvidence supporting the amounts and

disclosures in the financial statements, assessing the accounting principles used and signiﬁcant
estimates made by managetnent, as well as evaluating the overall financial statement presentation. We

believe that our audit provides a reasonable basis for our opinion.

The accompanying statements were propared to present the finanoial statements of American
Chambers Life Insurance Company, in Liquidation pursuant to the acoounting practices prescribed or
permitted by the Office of the Chio Insurance Liguidator and the Franklin County, Ohio Common
Pleas Court, described in Note 1, and is not intended to be a complete presentation of the Company's
assets and liabilities.

Iz our opinion, the financial statements referred to above present fairly, in all material respects,
the cash and invested assels arising from cash transactions of American Chambers Life Insurance
Company, in Liguidation as of June 30, 2011, and the solated siaicm of cash receipts and cash
disbursements for the year then ended, on the basis of accoumnting described in Note 1.

This report is intended solely for the information and wse of the Office of the Ohic Insurance
Liquidstor and the Franklin County, Ohic Common Pleas Court and is not intended to be and should
ot be used by anyone other than these specified parties.

‘M,,?%%/‘t? VNS

-1-
Bustness Advisors and Certified Public Accountants
Cleveland | Canton | Elyria

Cleveland, Ohio

QOctober 7, 2011
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OFFICE OF THE OHIO INSURANCE LIQUIBATOR
AMERICAN CHAMBERS LIFE INSURANCE COMPANY,

k IN LIQUIDATION
- STATEMENTS OF CASH AND INVESTED ASSETS
L- June 30, 2011 and 2010
.
Cash $§ 5889 5§ 48395
Invested assefs 9,179,405 19,203,956

- F 9,185294 $19,252,351

[ The accompeanying notes are an integral part of these financial staternents.
i : D
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OFFICE OF THE OHIO INSURANCE LIQUIDATOR
AMERICAN CHAMBERS LIFE INSURANCE COMPANY,
IN LIQUIDATION
STATEMENT OF CASH RECEIPTS AND CASH DISBURSEMENTS

Y'ear Ended June 39, 2011

CASHAT JULY 1, 2010

CASH RECEIPTS
Investment proceeds from money market funds
Investraent proceeds from bonds
Interest and dividend income
Recovery restitution payments
Return of Florida special deposit
Proceeds from saie of assets
Recovery from direstors and officers
~ Total cash receipts

CASH DISBURSEMENTS
Investment purchases in money market
brvestment purchascs in certificates of deposit
Salaries, wages and employee benefits
Professional fees
Naticnal Organization of Life and Health Insurance (IGA) Class | & 2 - early

&CCESS payments
Interirz distribution - Class 2 elaim - pon Insurance Guarsntee Association

General and administrative expenses
Total cash disbursements

CASH AT JUNE 30, 2011

The accampanying nofes are an integral part of these financial statements,

-3-

§ 48395

10,108,628
4,630,878
219,665
I

69,565

31

3,000
15,031,938

4,574,155
250,000
145,281
182,183

9,800,093
1,879
1203853

(1507448

$ 3,889
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Note 1.

Motz 2.

OFFICE OF THE OHIO INSURANCE LIQUIDATOR
AMERICAN CHAMBERS LIFE INSURANCE COMPANY,
IN LIQUIDATION

NOTES TO FINANCIAL STATEMENTS

Background and Basis of Presentsafion

Ohio Revised Code Chapter 3903 contains the Insurers’ Supervision, Rehabilitation and
Liquidation Act {the "Act™). The Act govems all aspects of an insurance compary's
rehabilitation or liquidation (sometimes rcferred to as reccivership) resulting frem
Insalvency.

When the Ohio Superintendent of [nsurance, as regulator, determines that an Chio-
domiciled insurer is insolvent or is operating in & financially bazardous mamner, the
Supcrintendent files a Complaint in the Franklin County, Ohio Common Pleas Court
("Liquidation Court™ for a court order placing the company inte rehabilitation or
liquidation. If the Court agrees with the Complaint, the Court enters a rchabilifation or
lquidation order appointing the Superintendent of Insurance in the separate fiduciary
capacity of Rehabilitator or Liquidator ("receiver"} of the company, empowered to act on
behalf of the creditors of the estate to secure, marshal and eventually rehabilitate or

liquidate thecompanysassets. . __ . . . .. ___.

American Chambers Life Insurance Company ("Company™) was placed in liquidation on
May 8, 2000 by the Court and it became American Chambers Life Insurance Company, in
Liguidation ("Bstate").

As is common with entities placed in fiduciary control, the Liquidator has prepared the
accompanying financial statements on the cash-basis of accounting, whereby, the
statements of cash and invested assets include only the cash and invested assets of the
Bstate, and the statemenpt of cash receipts and cash disbursements reflects only cash
transactions; consequently, all other assets and lishilities of the Estate are not included in
the statements of cash and invested assets, and uncollected revennes and unpaid expenses
are not included in the statement of cash receipts and cash disbursements. Changes in
amortization of bond premiums and discounts are reflected in invested assets, however,
these amounts are not reflected in the statement of cash receipts and disbursennents as they
are non-cash transactions. This is a comprehensive basis of accounting other than
accounting principles generaily accepted in the United States of America and, accordingly,
the statements are not intended to present the financial position and results of operations in
conformity with acoounting princinles generslly accepted in the United States of America.

Invested Assets

Invested assets consist of those assets that are under the complete and direct control of the
Liguidator and are being specifically held as investments.

Mongy market funds and certificates of deposit are recorded at cost, which approximates
fair value, and bonds are recorded at amortized cost.



Neote 2.

Note 3.

Notz 4.

Note 5.

OFFICE OF THE OHIO INSURANCE LIQUIDATOR
AMFERICAN CHAMBERS LIFE INSURANCE COMPANY,
IN LIQUIDATICN

NOTES TO FENANCIAL STATEMENTS (CONTINUED}

Invested Assets {Continued)

At June 30, 2011 and 2010, invested assets and their carrying values consisted of thie
following:

2011 2010
Carrying Carrying
Value Value
Money market fimds § 3,932,400 $ 9,466,873
Bonds at amortized cost 4,997,005 8,737,083
Certificates of deposit 250,000 -

§ 9,179,405 $19,203,956

Statutery Deposiis

In the normal course of writing insurance in various sates, the Company was required by
state statute to deposit funds with various state insurance departments, When the Estate
entered liquidation, the statutory deposits were impounded by the various state Insurance
departments for the protection of policyholders within their jurisdiction. Since the
Liquidator does mot have direct control over thosc assets held by state insurance
departments or rclated entities, and it is yuncertain whether all or a porticn of such asscts
will be available to the Liquidator in satisfying the obligations of the lignidation
proceedings, they are not considered invested assets by the Liquidator until complete and
direcr control over them is established. The amount of stamtory deposits as of June 39,
2011 and 2010 was $38,654 and $106,326, respectively. The change in special deposit
balsnces during the andit period was primarily due to $69,565 in Florida special deposits
being returned to the Estate.

Teistributions

Pursnant {o the Tune 13, 2011 Order of the Court, the Estato made an early access payment
1o the National Organization of Life and Health Insurance Guaranty Associations totaling
$9,800,093 on June 13, 2011, The Estate also made an interim distribution payment to
non-~guaranty Class 2 claimants totaling $1,879.

Litigation

In liquidating the Estate, the Liquidator may initiate legal action to clarify claims, recover
reinsurance proceeds and determine legal respongibiliies of the Liquidation. The
Liquidator believes that none of these actions will adversely affect the value of cash and
invested assets. The determination and priority of claims, and any distribution thereof, is
defined pursuamt to Ohio Revised Code Chapter 3503, ef seq.

“5-
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Note 6.

OFFICE OF THE OHIO INSURANCE LIQUIDATOR
AMERICAN CHAMBERS LIFE INSURANCE COMPANY,
IN LIQUIDATION

NOTES TO FINANCIAL STATEMENTS (CONTINUED)

Subsequent Events

Management evaluates cvents occurring subsequent to the date of the financial statements
in determining the accounting for and the disclosure of transactions and events that affict
the financial statements. Subseguent events have been cvalusted through October 7, 2011,
which is the date that the financial statements were available to be issued. No material

subseguent events were noted,
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IN THE COMMON PLEAS COURT OF
FRANKLIN COUNTY, OHIO

Mary Taylor, Ohio Superintendent of
Insurance, in her capacity as Liguidator of
American Chambers Life Insurance Company

Plaintiff,
v. Case No. B0CVHD3-2206
American Chambers Life Insurance Company Judge Richard Sheward
Defendant. '

JOURNAL ENTRY AND ORDER APPROVING MOTION FOR APPROVAL OF
LIGUIDATOR'S REPORT OF INDEPENDENT AUDITORS FOR THE YEARS ENDED
y JUNE 30, 2011 AND 2010 '

This matter is before the Court upon the motion of Mary Taylor, Ohio Superintendent of
[nsurance, in her capacity as Liguidator of American Chambers Life Insurance Company
(**ACLIC™), for an order approving the Reports of Independent Auditors for the years ended June
30, 2011 and 2010. Upon consideration of the Liquidator’s Motion, Memorandum in Support
and the Exhibit, the Court finds the Motion well taken and is GRANTED and it is hereby:

ORDERED, ADJUDGED AND DECREED that the Liquidator’é Report of Independent
Auditors for years ended June 30, 2011 and 2010 concerning ACLIC, as set forth in Exhibit A

attached to the Motion is hereby approved.

Date:

Judge Sheward



APPROVED:

MIKE DE WINE
Attorney General State of Chio

By Outside Counsel:
KO N JACKSON & KRANTZ, PLL

Valona c.fHoover (00595 96)

655 Metro Place South, Suite 60¢

Dublin, OH 43017

Telephone; (614) 408-9700

Facsimile: (216) 621-6536

Attorneys for Mary Taylor, in her capacily as

Liguidator of American Chambers Life Insurance Company
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