IN THE COMMONWEALTH COURT OF PENNSYLVANIA

M. Diane Koken, Insurance
Cormumissioner of the Commonwealth

of Pennsylvania
Plamtiff
v, . No.427M.D. 2001 =N
PHICO Insurance Commpany ' - - I
One PHICO Dinive L=
P.O. Box 83 : - -
Mechanicsburg, PA 17055-0085 : =z '.
Detendant = :
ORDER OF LIQUIDATION

AND NOW, this 1* day of February, 2002, upon consideration of the
Petition for Liquidation (Petition), filed by Diane Koken, Insurance Commissioner
of the Commonwealth of Pennsylvania (Commissioner), in her capacity as
Statutory Rehabilitator of PHICO Insurance Company (PHICO), in accordance
with Article V of the @Eﬁém Department Act (Act), Act of 1921, as amended,

40 P.S. §8211-221.63, and the Consent thereto, il is hereby ORDERED and
DECREED that said Petition is GRANTED. '

It is further erdered and decreed that:

I. The rehabilitaion of PHICO commenced nnder this court’s

order of August 16, 2001 is hereby terminated.



2. PHICQO iz hereby found to be and is declared to be insolvent, as
that term is defined in 40 P.S. §221.3 and as provided in 40 P.8. §§221.14(1) and
22119,

3.  The Commissioner (ineluding her successors in office) 1s
hereby appointed Liquidator of PHICO. The Liquidam?(iﬁcluding her successors
and designees) 1s directed ta take possession nt: PHICCY s property, business and
affairs as Liquidator, to liquidate PHICQO in accordance with Article V of the Act
and to take such action as the Liquidator deems to be in the interest of

policyholders, creditots or the public,

4, The Liguidator is hereby vested with ali the powers, rights and

dutics authorized under the Act and other applicable law and regulation.

ASSFTS OF THE ESTATE

|

5. The Eommissiorer, as Liquidator, is vested with title to all
property, sssets, contracts and rights of action (assets) of PHICO, of whatever
nature and wherever located, whether held directly or indirectly, as of the date of
the filing of the Petition. All assets of PHICO are hereby found {o be in custadia
legis of this court; and this court sp=cifically asserts, to the fullest extent of its
autharity, (a) in rem jurisdiction over all assets of PHICO wherever they may be
located and regardless of whether they are held in the name of PHICO or any other
name; (b} exclusive jurisdiction over all determinations of the validity and amount
of claims against PHICQ; and {c) exclusive jurisdiction over the determination of

the distribution priority of all claims against PHICO.



6. The filine or recording of the Order with the <letk of the
Commonweaith Court or with the recorder of deeds of the county in which its
principal office is located (Cumberland County, PA) shall impart the same notice

as 2 deed, bill of saie or other evidence of titie duly filed or recorded with thet

—-
—a

recarder of deeds would have imparted.

7. All banks, investment banks, or other companies, other enhitics
or other persons having in their possession assets which are, or may be, the
property of PHICO, shall, unless otherwise instructed by the Liquidator, deliver the
possession of the ssmo immediately to the Liquidator, and shall not disburse,
convey, ransfer, pledge, assign, hypothecate, encumber or in any manner dispose

of the same without prior written consent of, or unless directed in writing by, the

Liquidator.

8. All _pi:-rsnns and entities, including but not limgted to
accountants, auditors, bankers, trustees and actuaries, are enjoined from disposing
of or destroying any documents, correspendence or Tecords, regardless of how
maintained (i.e. email, electranic, magnetic, ete.) pertaining or relating to, whether
directly or indirectly, PHICG, or its subsidianes and affiliates, including but not
limited to docwments pertzining or relating to ahy transactions betweon FHICQO, its

subsidianes and affiliates and any party.

9,  The smount recoverable by the Liquidator from any reinsuter

shall not be reduced zs a result of the Order of Liguidation, regardiess of any



provision ir & reinsurance contract or other agreement, Payment made directly by
a reinsurer to an insured or creditor of FHICO shall not diminish the remsurer’s

obligation to FHICO, except to the extent provided by law,

10. All agents, brokers or other persons having sold policies of
inswrznce issued by PHICO shall account for and pay 2l unhearned commissions
and all premiums, collected and uncoliecied, fm: the bencfit of PHICO directly to
the Liguidater, within thirty (30) days of notice of this Order. No agent, broker,
reinsurance intermediaty or other person shall disburse or use monies which come
into thejr possession and are owed to, or are claimed by, PHICO for any purpose

other than payment to the Liquidator.

11. Upon specific written instruction by the Liquidator, ali
attorneys retained by PHICO cor performing legal services for FHICO shall, within
thirty (30) days of such request, report to the Liquidator the name, company claim
number (if applicable} _an:gl status of each matter they are handling on behalf of
PHICO. 3aid rcport shall include an accounting of any funds received from cr on

behalf of PHICO for any purpose and in any ¢apacity.

12.  Upon instruction by the Liquidator, any entity furnishing
telephione, water, E:L‘::Tl'il:, sewage, garbage, trash removal, or utility services to
PRICO shall maintain such service and creatc a new account for the Liquidater as
of the effective date of this Order.



13. Unless otherwize instructed by the Liguidator, any persons or
eNntity having custody or control of any data processing information and records
(includiﬁg but not limited to sovrcs documents, all types of electronically stered
documents and information, master tapes or any other recorded infommation)
relaiting m. PHICO or 1ts subsidiaries or affiliates, shall transfer custody and control

of such records, 1n 2 form readable by the Liquidator, to the Liquidator.

14.  Unless instructed otherwise by the Liquidartor, all persons and
entities furnishing claims processing or data processing services to PHICQ shall
maintain such services and transfer any such accounts to the Liquidator as of the

effoctive date of this Order.

15. PHICO, each of its subsidisriess and affiliates, and iheir
respective present and former officers, directors, trustees, employees, consultants,
apents and attorneys, and any and all other persens, shall: (a) surrender peacefully
to the Liquidator the p;arn}sas where PHICO conducts its business; (b) deliver all
keys or access cmdcé theretlo and to any sefe deposit boxes, and advisc the
Liquidator of the combinations or access codes of any safe or safekeeping devices
of PHICO or any password or authorization code or access code required for
access to data processmg equipment; (o) deliver and surrender peacefully to the
Liguidater, all of the assets, books, recards, files, credit cards, or other property of
PHICO i their possession or control, wherever located; and (d) ortherwise advise
and cooperate with the Liquidatar in identifying and locating any aud all of the

foregoing.



16,  Execept for confracts of insurance and for reinswance, zll
executory contracts to which PHICO is a party as of the effective date of this Order
are hereby disavowed, and will stend as disavowed, unless specifically affirmed by
the Liquidator within 120 days of the effective date of this Order. Any disavowal
under this provision shall not be en anticipatory breach of any such confract. All
indemmification agreetnents entered into by PHICO diTing the rehabilitation are
hereby affirmed, and the Liguidator is hereby inglemniﬁed by the estate of PHICO,

as an administratiyve expense, to the fullest extent permitied by law.

CONTINTIATION AND CANCETLATION OF COVERAGE

17. All policies and contracts of mnsturance issued by PHICQ zre

cancelied and terminated for all purposes upon the earlicst of the following dates:
(a) thirty days from the effective date of this Order; (b) until the expiration of the
policy or contract, (¢) until the insured has replaced the insurance coverage with
equivalent insurance with a.m:-th:r insurer or otherwise terminated the policy; or {d)
until the Liquidator has- cffe:tﬂd a transfer of the policy cobligation pursuant to
sectlon 221.23(8) of the Act.

WORKERS® COMPENSATION CLAIMS

18. For a pericd not to exceed 90 days from the effective date of

this Order, the Liquidator is authorized but nat ebligated, in her sole discreton, to
make arrangements for the continued payment in full of the claims under policies
of workers’ compensation by making the facilities, computer gystems, books,
records and arrangernents with third party administrators (to the extent possible) of

PHICQ available for the processing and payment of such claims, to any affected



guaranty association (or other entity that is the functional eguivalent) and to states
and state officials holding statutory deposits for the benefit of such workers'
compensation clalmants, provided, however, that such guaranty associations, states
or state officials shall provide or make available the funds to make the actual
payment of such claims. In cirenmstances where a guaranty associgtion certifies in
writing to the Liquidator that it does not have the immediate ability to fund the
paymnent of workers' cempensation claims that sye its obligation by law, the
Liquidator is zuthorized to advance the funds, if available, from PHICO to pay
such claims on a temporary basis for a period not to exceed 90 days, provided that
the guaranty association enters into a writien agreement that such advances shall be
treated as a distribution pursuant to 40 P.S. §221.36. The Liquidator shall have the
discretion to accept such interim assurances as she deemns adeguete in liew of 2

formal agreement. -

NOTICE AND PROCEDLURE FOR FILING CLATMS

18, Th:_:Li;:luidat-::r shail use pood faith efforts to give notice by
first-class mail to 2]l entities or persons which or who may have claims against
PHICO, contingent or otherwise, as disclosed by its books and records, and
advising claimants to file with the Liquidator their claims together with praper
proois thereaf on or before April 1, 2003, The Liquidator shall also cause a notice
to be published in newspapers of generz! circulation where PIIICO has its principal
place of business, as well 25 in the nattonal edition of the Wall Street Tournal, (a)
specifying the last day for the filing of claims; (b) advising ail persons of the
precedure by which all persons mey present their claims to the Liguidator; (c)

advising all persons of the address to which they may send their claim; and (d)



atvising ell such persons of their right to present their claim or clahns to the
Liguidator. Any and &l persons, firms or corporations having or claiming to have
any accounts, debts, claims or demands against PHICO, contingent or otherwise, or
claiming any right, title or interest in any funds or property in the possession of the
Liguidator are required to file with the T.iquidator at the location designated in the
above-described notices, on or before the date sp::iﬁr:ﬁ'hj? the Liquidator as the
last datc upon which to file a claim, a pmpeﬂ}; sompleted proof of claim or be
thereafter barred as claimants against any assets in the posgsession of the
Ligquidator, unless a late filing is permitting under 40 P.8. §221.37. No person or
entity shall be eligible to participate in any distribition of the assets of PHICO
unless such clairns are filed or presented m accordance with and within the time
himit and procedures established by the Liquidator, subject to the pravisious for the

lale filing of claitns at 40 P.S. §221.37,

EXPENSES, PAYMENTS AND LAWSUITS
20.  Without filing a petition for distibution, the Liquidator shall

have the discretion to pay as costs znd expenses of administration pursuant to 40
P.5. §221.44, the actual, reasonablc ond mnecessary costs of preserving or
recovering assets of PHICO and the costs of zoods or services provided to and
duly approved by PHICO (In Rehabilitation) during the peried of Rehabilitation
and that are unpaid as of the effective date of this Crder. The rights and liahilities
of PHICO and of 11s creditors, policyholders, trustees, shareholders, members and
all other persons interested in this estate determined in accordance with the Act as

of the date of filing of the Pettion for Liguidation.



21. PHICO, its subsidieries and affiliates, and their respective
directors, officers, trustess, employees, attormeys, brokers, consultants, agents,
policyholders, and creditors, and any other persons, wherever located, except at the
direction of the Liquidator, are erjoined from: (a) the tansaction of further
business on behalf of ar for PHICO, (b} the transferring, selling, terminating,
canceling, disbursing, disposing of or assigning any assels, Tunds or ather property
of PHICO, (¢) the institution or further prusaﬂuti;}n of any actions in law or equity
on behalf of or against PHICO, (d) attempting to collect unpaid premiums,
deductibles or sclf-insured Tetentions from PHICO's insureds, and (e) taking any
other action which might or would lessen the value of PHICO’s assets or property,
prejudice the rights and interests of PHICO’s policyholders and creditors, o

interfere in the administration of the liguidation proceeding.

22.  PHICO, its rsubsidiaries and affiligtes, and their tespective
directors, officers, trustees, ermployees, attormeys, brokers, consultants, agents,
policyholders, and :redjtnr:;, and any other persons, wherever located, are gnjoined
from: (a) cuncealing or destroying any assets, funds o1 other property of PHICO,
(b) any interference, in any manner, with the Comrissioner or her designees in
liquidating PHICQ’s business znd affuirs, (c) any waste of FHICO s assets or
property, {d) the dissipation or transfer of PHICQ’s bank accounts and negotable
instruments, (e} the obtaining of preferepces, judgments, eattachments,
parnishments or liens against PHICO's assets, property and pelicyholders, (£} the
leyy of execution process gsgainst PHICO and its assets, property and
policyholders, (g) the negotiation or execution of any agresment of sale or deed

conveying personal or real property of PHICO for nonpayment of taxes or



assessments or for any other purpose, (h) withholding from the Liquidator or
removing, concealing, transferting or destroying books, accounts, documents,
policies or policy-related documents or other recards relating to PHICO’s business,
and (i) making any assessments or indirectly collecting such assessments by setting
them off against amounts otherwise payable to PHICO.

23. No action at law or equity, including but not lmited to
arbitrations and mediations, shall be brought against PHICQ, the Ligudator, er the
Commisstoner in her capacity as Liguidator, whether in this Cemmonwealth or
elsewhere, nor shall any such existing sction be maintained or further prosecuied
after the effective date of this Order. All actions, ncluding srbitrations and
mediations, currently pending against PHICO in the couris of the Commonwealth
of Pennsylvania or elsewhere, are hercby stayed indefimitely. All actions,
arbitrations and mediations against PHICO, the Liquidator, or the Commuissioner in
her capacity as Rehabilitator or Liquidator, shall be submitted and tonsidered as
claims in a Hquidation prc:nr:eedjng. Only in the event that 2 party claims that the
Liquidator, or the Commissioner in her capacity as Rehabilitater or Liguidator, has
acted outside her statutery authority or In 2 manner contrary to law, may that party

file 2 petition for review seeking relief in this court.

24. Unless waived or otherwise agreed by all of the pariies thereto
and the reievant guaranty assnciatiﬁn, all actions in which PHICO 15 or may be
obligated to defend 2 party in any court are stayed to thc extent provided by
applicable law, subject to further order of the court. The Liquidator may

10



cooperate, Upon request of & guaranty association, in seeking a stay of any action,

as authorized under applicable law.

25 No verdict, judgment or order against FHICO or its nsureds
entered after the date of filmg of the Petition for Ligquidation, and ne verdict,
judgment or order against PHICO entered at any time By default or by collusion,

need be considered as evidence or proof of liability or quantum of damages by the

Ligquidatar.

26. No sction or proceeding in the mature of an attachment,
gamishment, or execution shall be commmenced o maintalned 1w this
Cammonwealth or elsewhere against PHICO, the Liquidater, or the Comunissioner

in her capacity as Liquidator, or their assets.

27.  All 5::};1:3:1 creditors or parties, pledgess, lienholders, collateral
holders or other persons ﬁlaiming secured, priority or preferred interests in any
property or assets of PHICO are hereby enjoined from taking any steps whatsoever
to transfer, sell, assign, encumber, attach, dispose of, or exereise, purported rights

in or againét any property or assets of PHICO, except as provided in 40 F.5.
§271.43,

28. The Liquidator is authorized, in her discretion, to identify, seek
and recover PHICO assets held by {2) the Supplemental Retirement Income Plan
Trust; (b) the Directers’ Deferred Compensation Plan Trust; or {c) any rabbi or

other trusts or plans with respect to henefits or ather value or remuneration to be

il



provided to members or fornmer members of management or highly cornpensated

employees of PHICO or any of its subsidiaries or affiliates.

29, This Order shall be effective on February 1, 2002 and
supersedes this court’s order of August 16, 2001,

30. The Liguidator, through her counsel, is hereby directed to serve
a copy of this Order upon all parties of record. The Liquidator, ttwough her

counsel, is directed to file with (he court in the Office of the Prothonotary, 9°
Floor, Widener Building, 133% Chestnut Street, Philadelphia, PA 19107, an

affidavit that siuch service has bean effectuated.

31. Any correspondence to the Liguidator (as opposed to counsel to
the Liquidator} shall be directed as follows:  Statutory Liquidaic:r, PHICO
Insurance Company (In Liquidation), P.Q, Box 2025, Mechanicsburg, PA 17055.

A e

ROCHELLE 5. FRIEDMAN, Judge
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