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UPON the annexed Petition of JODY S. HALL. Special Deputy Superintendent and
Agent of HO;VM?\D MiLLS, Superintendent of Insurance of the State of-New ..York as
Liquidator (the “Liquidator”) of Midland Insurance Company (“MIDLAND"), duly verified
the _}Ll{'_hday of October, 2005, and the exhibits annexed thereto (“the “Petition™), which
Petition requests an order in accordance with Article 74 of the Insurance Law that;
3 . approves the Liquidator’s Report on the Status of the Liquidation
of Midland (the “Report”) annexed to the Petition;
. approves the transactions described in the Report;
. approves the Proposal and authorizes the Liquidator to make

distrtbutions of assets to class two creditors in accord with the
requirements of Section 7434 of the New York Insurance Law;



. approves e Notice and provisns for publishing same: and
. provices Zor such other relief as 15 Just,

LET all policyholders z2d creditors with allawed or unadjudicated claims_or their

~,

Mo Lulfzzv%we«fq.o{l .

4,4‘5_?_’4;;,- 60 Centre StreetANew York, New
. ,_‘/-'--_- v

2005 ar 9:30 am.,, or as soon thereafter as

attorneys show cayse before this Co
s

Yor k) the ! /dayﬁ’ .'

counsel may be heard (the “retum date™), why an srder granting the relief sought in the

Petition should not be glqanted;

AND, sufficient cause having been alleged ‘herefor, let service of notice of the
!
Petition and this Order to Show Cause in substantiz.y the form annexed to the Report as

Exhibit 2 (the “Netice™) be made: (i} on pelicyhenders and creditors with aliowed aor
uradineiicaied cluime 'E‘_‘,’ firsteciags mail af egst thie S (30\; C‘L?l:v'S N advance of ihe e

date; (i) by publication of the Notice in the New tork Times and Mealey's Report -

-

Insurance, such publication to occur once in each of s two weeks following issuance of the

Order to Show Cause, along with supplementary not:~# in certain electronic publications to

ey — s
-

State guaranty associations commencing as soon as is practicable following issuance of the
Ordér to Show Cause; and it is further
ORDERED, that the ©rm and method of nor.«¢€ specified herein is the best notice
practicable and shail constitute due and sufficient no=-.ice of this Ordef to Show Cause and
]

the scheduled return date to i persons and ennties er:1litled to receive such notice; and it is
4

further
ORDERED, that the irevoved form of noticz  shall direct that all answering papers

be served on the Liquidator & 'zist fifteen (15} busir.—~$S days prior to the above-scheduled



return date. Service on the Liquidater shall be made by first-class mail at the oliowiiy

address:

Superintendent of Insurance of the State of New York
as Liquidator of Midland Insurance Company

123 William Street

New York, N.Y. 10038-3389

Attn: Judicial Operations

and it is further \

b
. : . A .
ORDERED, that no person or entity shall be entitled to object to the relief sought in
the Petition or otherwise be heard, except pursuant to the service of answering papers as set
forth herein; and it is further
' !

ORDERED, any person or entity that fails to serve answering papcrs'as provided
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SUPREME COURT OF THE STATE OF NEW YORK

COUNTY OF NEW YORK
........................................ X
In The Matter of Index No. 41294/36
the Liquidation of N
i\ VERIFIED PETITION
MIDLAND INSURANCE COMPANY -
................................... f o x

l.‘
JODY S. HALL, Special Deputy Superiﬁtendcnt of Insurance and Agent of
HOWARD MILLS, Superintendent of Insurance of the State of New York as Liquidator
(the “Liguidater™ of Midiand Insurance Company (“MIDLAND"} hereby petitions this

i~

coury, pursuact in Adticle 74 ol the New York Insurance Law, for an order (the “Order™)
approving the Liquidator’s Report on the Statué’ of the Liquidation of MIDLAND (the
“Repert”) and the transactions set forth therein, authorizing the distribution of assets to
MIDLAND's class two allowed creditors to thn; éxtent that suffictent funds are available,
pursuant to New York Chapter 33 of the Session Laws of the State of New York of 2005
(“Chapter 337).

1. By order (the “Liquidation Order”) entered April 3, 1986, MIDLAND, a
New York-domiciled casualty insurer, was adjudged insolvent and placed into liquidation.
A copy of the Liquidation Order is annexed hereto as Exhibit “A”.

2. The Liquidation Order appointed then Superintendent of Insurance James P.

Corcoran and his successors in office as Liquidator of MIDLAND.



-

3. Pursuant o Article 74 of the Insurance Law and the Liquidation Order, the

Liquidator was charged with, among other things, Tesponsibiiity for:

a. taking possession of MIDLAND's property and assets,

b. providing notice to MIDLAND's creditors, as disclosed by the
company’s books and records, to present proofs of claim;

~N c. marshalling MIDLAND's assets; and
d. adjudicating the claims presented and otherwise liquidating

q MIDLAND’s business pursuant to Article 74 of the New York
[nsurance Law.

;

\ ) . )
4. Annexed hereto as Exhibit “B” is the Report which sets forth the results, to
date, of the Liquidator’s effosts to identify creditors, adjudicate claims and collect assets.

3ot ba

The Report, which iS0 Contaias & proposil 107 digimusion oyt MRS Leads TS
creditors with atiowed claims to e exient sulficient tunds ars avatizhle puesyani io Chapier
33,1s il;zorporated herein as fully set forth. It is briefly summarized as follows.

5 The Report introduced and discussed the history of Midland; the financial
condition of Midland as of the date of liquidation, th.e liquidation proceeding; the
Liquidator’s actions subsequent thereto; and discussed the Liquidator's proposal for the
distribution of assets to class two creditors with allowed claims pursuant to Chapter 33.

6. On the date of the entry of the Liquidation Order, Midland’s books and
records showed total cash and invested assets in the amount of $9,570,973. Tt was deemed
insolvent in the amount of $47,165,282. As of August 31, 2005, Midland had cash and
invested assets in the amount of $225,636,845 and had total assets in the amount

$1,182,156,933 and total liabilities in the amount of $3,111,918,183. The increase in the

insolvency is primarily due to the actual development of losses which have proved to be



many times that of the estimated reserve as of the date of liquidation. The Report attaches
financial balance sheets with respect to the proceeding.

7. The Report discusses the proofs of claim that have been submitted. Therein,
the Liquidator discusses a recent change to § 7434 of the Insurance Law by way of Chapter

33.

N\ & For companies liquidated prior to June 29, 1999, Article 74 of the [nsurance
Law provided that, with a few limited exceptions, all claims against an insurer in liquidation
are general creditor claims and are entitled to share pro rata in the distribution of assets. In
1999, §\7i34 of the Insurance Law was amended to set forth a comprehensive list of mine
(9) clésses of creditor claims in a specific order of priority of distribution. The statute

I . % H 1] el A atoeo 3wl i M H
provided that no distripution could be made o a ciass uati zach claim in the preceding class

aid in Tl This amendment applied to any procseding under Article 74 of the

b bhnon n
Goouel B P S0 .

Insurance Law as to which an order of rehabilitation, liguidaticn or conservation had been
entered on or- after such effective date, to wit, June 29, 1999. Accordingly, the statute did
nét-a’ﬁply to Midland.

9. Article 74 of the Insurance Law, has been recently amended pursuant to
Chapter 33. Chapter 33 has made the scheme of distribution of assets retroactive so that it
applies to liquidations entered prior to June 29, 1999. Thus, Chapter 33 now appliés to
Midland. Section 7434 sets forth the classes of creditors as follows:

(i} Class one. Claims with respect to the actual and necessary costs and

expenses of administration, incurred by the liquidator, rehabilitator or conservator under this

article. (Administrative Expenses)



(i)  Class two. All claims under policies including such claims of the federal or
any state or local governmeni for losses incurred, third party claims, claims for unearned
premiurits, and all claims of a security fund, guaranty association or the equivaient except
claims arising under reinsurance coniracts. (Policy Related Claims)

(i)  Class three. Claims of the federal govemnment except those under Class two

above. (Rederal Government Claims)

\

(i)  Class four. Claims for wages owing to employees of an insurer against

{
whom a proceeding under this article is commenced for services rendered within one year
before com\méncement of the proceeding, not exceeding one thousand two hundred dollars

to each employee, and claims for unemployment insurance contributions required by article

eightesn of the labor law. Such oriarity shall be in lieu of any other similar priority which

may be authorized by law. (Wagés Claims)

) Class five. Claims of state and local governments except tnose under class
two above. (State and Local Government Claims)

'(\Ti) Class six. Claims of general creditors including, but not limited to, claims
arising under reinsurance contracts. (General Creditor Claims)

(via) Class seven. Claims filed late or any other claims other than claims under
class eight or class nine below. (Late Filed Claims)

(viii) Class eight. Claims for advanced or borrowed funds made pursuant 10
section one thousand three hundred seven of this chapter. (1307 Claims)

(ix) Class nine. Claims of shareholders or other owners in their capacity as

shareholders. (Shareholder Claims)



10.  The enactment of Chapter 33 also has an effect on the Liquidator’s liabilities.
Chapter 33 provided that upon certification by the Superintendeni of Insurance that a sum
was needed by the Workers’ Compensation Security Fund to meets its obligations, the
Superintendent was authorized to make cne or more loans to the Workers’ Compensation
Security Fund from the assets of one or more of the liquidated estates in such amounts as
established and specified by the Supenintendent. The Superintendent has certified the tn;\eci
for such loans. The Superintendent has also directed that Midland is one of six estates in
liquidation to transfer money to the Workers’ Compensation Security Fund in an amoqunt
proportional to its Workers' Compensation Security Fund liabilities. Further details arg /
discussed 1n the Report, ‘

11 In light of the changs to § 7434, the Liquidator, by first class maii, advised
A1 creditors with allowed claims whose ciaims are now subondinated to paticvholders of the
change in the law and the fact that prior to the first distibution of assets, the liguidatidp.of
Midland is now govemed by the new law that utilizes nine classes of creditors.scheme. (See
Exhibit 1 to the Report.) "

12.  The Liquidator has also submitted a proposal for the distnbution of assets
pursuant to § 7434.  Section 7434(a)(1) provides in pertinent part that upon the
recommendation of the Superintendent and under the direction of the Court, distribution
payments shall be made in a manner that will assure the proper recognition of priorities and

a reasonable balance between the expeditious completion of the liquidation and the

protection of unliquidated and undetermined claims.
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13.  The Liquidator believes that the affairs of the estate are in such a condition
that a distribution of assets on allowed claims can be made to class two creditors to the
extent assets are available.

14. In order fo make a distribution, the Liquidator must determine, among other
things, the distributable assets and make a conservative estimate of outstanding liabilities.
This, of course, is necessary to ensure that there will be sufficient assets to pay for the
administration of the estate, as well as all class two creditors, including creditors whose
claims have yet to be adjudicated.

15. For the reasons stated below, the Liquidator has determined that the best
interests of MIDLAND's policyholders and creditors will be served by the Court’s approval
nf the Renort on the status of the liquidation of MIDLAND, the trunsactions continuad
ihereoa, and the Liguidator's ' Acgeis to clagg buo craditors with
allowed claims as provided for in the recently amended § 7434 of the Insurance Law.

16.  Approval will enable the Liquidator to make a distribution of assets to

MIDLAND’s class two creditors with allowed claims to the extent that sufficient assets are

available.

{7.  The Liquidator proposes to give notice of this Petition and the Court’s Otder
to Show Cause to policyholders and creditors with allowed or unadjudijcated claims. The
Liquidator proposes to nolify these persons by serving a notice by U.S. Mail in the fonn
annexed as Exhibit 3 to the Report. In addition, given the significant ‘number of such
creditors, the Liguidator also proposes to notify interested persons by publication of the
Notice in the New York Times and Mealey’s Report - Insurance, such publication to oceur

once in each of the two weeks following issuance of the Order to Show Cause, along with

b



suppizmentary notice in certain electronic publications to statz guaranty associations

commencing as soon a3 is practicable fotlowing issuance of the Order to Show Cause.

18.  The Liquidator further requests that the Court, following the hearing, issue an
order that:
a. approves this Report on the Status of the Liquidation of Midland;
b. approves the transactions desckibed in the Report;
c. approves the Proposal andiluthorizcs the Liquidator to make a
distribution of assets to claSs two creditors in accord with the

requirements of Section 7434 of the New York Insurance Law;
d. approves the Notice and provisidng: for publishing same; and
€. provides for such other reliefas is just. |
10 Wnr tha reasnns set forth above, it is respectiuily raquesied that the Court

=t the armaved Order o Show Cause, which provides for service of the natice discussed
above upon all interested parties as deﬁnec_i in the Order to Show Cause and requests that the
hearing on the Detition. be made returnable in no less than 75 days o afford the Liquidator
sufficient time to issue the required mailed and puﬁlghcd notices.

20. No previous application has been made for the relief requested herein.
However, on or about February 13, 2001, the Liquidator had sought an order, in part: (a)
confirming his report dated February 13, 2001 on the status of the liquidation of
MIDLAND; (b) approving an Aggregate Reinsurance Agreement between the Liquidator
and National Indemnity Company (“NICO") dated January 23, 2001; (c) approving a
Service Agreement between the Liquidator, NICO, and Resolute Management dated January

23, 2001; and(d) establishing December 31, 2001 as a Bar Date. The Liquidator withdrew

that application.



WHEREFORE, Petitioner respectiully requests that the accompanying Order to
Show Cause be granted and that a heanng be scheduled sufficiendy far in the future for the
provision of notice as provided for therein and that, upen the hearing, the court issue an

order granting the relief sought in this petition.

Dated: -~  New York, New York
q October {5, 2005

\ A/

‘ ~ JODVYS/HAEY
L ?Jéciai Deputy Superintendent and

gent of HOWARD MILLS,

Superintendent of Insurance of the

- e r . 1. -

B R R AT Y Y )
[ RN -

Midland Insurance Company

=



STATE OF NEW YORK )
) SS:
COUNTY OF NEW YORKX )

JODY S. HALL, being duly swom, deposes and says:

That she has read the foregoing Verified Petition, and that the same is true to her
knowledge except as to the matters therein stated to be alleged on information aud belief,
and as to those matters she believes it to be true; that the reason this petition is verified by
this deponent rather than by the Superintendent of Insurance is that depouent is the duly
appointed Special Deputy Superintendent of Insurance and Agent of the Superintengle’i;t of

Insurance as Liquidator of Midland Insurance Company and as such is acquainted with the
fucis uileged hermin
Deponent further says that the sources of her information and the grounds of her

belief a¢ to the matters to be alleged on information and belief are records, bocks apd papers

of said company in the possession of the Liquidator and communications made to deponent

@7 '//

;ﬁ)y S. HALL
7/

#

by employees of the Liquidator.

s oyt
Swormn and subscribed to before me this _| T day of October, 2005.

i~

Notary Public
HOTRY sone ey
o OIOMDIESEE oy ¢
Cdmg:;::gf %1: gues October 13, 20.9.-
Pelition10-13-05
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-~ REPORT ON THE STATUS OF THE
LIQUIDATION OF MIDLAND INSURANCE COMPANY
AND A PROPOSAL FOR THE DISTRIBUTION OF
ASSETS TO CLASS TWO CREDITORS PURSUANT
TO INSURANCE LAW SECTION 7434
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SUPREME COURT OF THE STATE OF NEW YORK COUNTY OF NEW YORK

T theMaterof " Index No.: 4129411986
the Liquidation of
MIDLAND INSURANCE COMPANY
------------------------------------------------------------------- X N
\
{

REPORT ON THE STATUS OF THE
LIQUIDATION OF MIDLAND INSURANCE COMPANY
AND A PROPOSAL FOR THE DISTRIBUTION OF ASSETS TO CLASSTWO
CREDITORS PURSUANT TO INSURANCE LAW SECTION 7434

INTRODUCTION

Jody S. Hall, Special Deputy Superintendent of Insurance and Agent of Howard
Milis, Superintendent of Insura;nce of the State of New York, as Liquidator (thc;/
“Liquidator”} of Midland Insurance Company (“Midland”) hereby reports on the status oQ
the Midland liquidation oroceeding

By order (the “Liquidation Order”) of the Supreme Court of the State of New
York entered on April 3, 1986, Midland was adjudged to be insolvent and placed into
liquidation. The Liquidation Order appointed then Superintendent of Insurance James P.
Corcoran and his successors in office as Liquidator.

Pursuant to Article 74 of the New York Insurance Law and the Liquidation Order,

the Liquidator was charged with the responsibility of, inter alia:

1) identifying Midland’s policyholders and creditors and notifying
them to present their claims;



2) marshaliing Midland's assets;

3) adjudicating the claims presented by Midiand’s policyholders and
creditors and determining the total liabilities of Midland,

4) distributing Midland’s assets to creditors; and

5) otherwise liquidating Midland’s business pursuant to Article 74 of
the New York Insurance Law.

The Liquidator has been engaged in these tasks s%\pe the commencement of the
proceedings. This s the Liquidator's report concerning the status of the liquidation of
Midland and a proposal for the initiation of asset distnbutions (“the Report™).! Based

;
upon the current status of the Liquidation proceeding, as rep\orted heren, the Liquidator
iz seeking authorizaticn from the Court (o raake a disiribuiion of assets o Micand’s

T

-1 LLYNS O n O
atowed “olass bwn' creditors as defined TR ofthe Repeort.

Midland was a multi-line carrier that wrote, among other things, a substantial
amount of excess coverage for major “Fortune 500" com;anies. Over the past twenty-
plus years, these policyholders have been subjected to significant environmental, asbestos
and product [iability claims that existed in the past and continue to develop today and will
develop into the future. Midland also acted as a reinsurer of other primary and excess
Insurance comparies.

Therefore, nineteen years after Midland’s liguidation, and cighteen years after the

last day established for filing proofs of claim, the Liquidator is confronted with the

! In February of 2001, the Liquidator made an application to the Court for approval of a
"Guaranteed Dividend Amrangement” whereby National Indemnity Company (Bevkshire Hathaway) would
pay a distribution to Midland's creditors. However, this application was withdrawn.



defense of a multitude of claims/lawsuits regarding asbestes and carcinogenic dusi
exposure, defective products (e.g. silicone implants) and environmental pollution clairns,
among others, with significant domestic and global impact. These are "'long-tail” claims,
i.e. 1n many instances, the onset, or at least the continuation, of injury is alleged to be
occuring now, many decades after the damage-producing events.

What follows is a history of Midland, a summary of the activities that the
Liquidator performed in furtherance of and pursuant to the Order of Liquidation and

q

Article 74 of the Insurance Law and the Liquidator’s proposal for a distribution of

Midland’s assets. .

I HISTORY

AMiAdland was ineamarated nnder the Inws of the Srate of New Vork on Oetaher

i

n ecemper 300 1938 Jig

29, 1939 and began business as a srock caspaicy insurer on
principal office was [ocated at 160 Water Street, New York, Ncw‘lYork 10038.

Midland was authorized under its charter td transact the kinds of insurance
specified in paragraphs 3, 4,5,6,7,8,9,10, 11, 12, 13, 14, 15; 16, 17, 18, 19,20 and 21
of Section 1113 (a) of the New York Insurance Law. In addition to the State of New
York, Midland was authorized to transact business in all fifty states, including the District
of Columbia, Puerto Rico, United States Virgin Islands and Canada.

Midland was a wholly owned subsidiary of Ashford Holding Corporation, (known
previously as Midland HoldingVCorporation), a Delaware holding company formed in late
1977 and owned by Bush Untversal, Inc., New York, New York, which, in turn, had been

a wholly-owned subsidiary of Katy Industries Inc., Elgin, Illinois, a holding company



with interests in commercial fishing, commupications, construction, mapufacturing and

transportation.

Commencing in 1985, the State of Nsw Yor« Insurance Department (the
“Insurance Department”) proceeded to ¢losely monitor M:idland’s financial condrtion.
On March 7, 1986, the Insurance Department directed Midland to eliminate 1ts

impairment and insolvency by March 21, 1986, or the Supenntendent &f Insurance would
\
seek an order placing Midland into receivership. The Superintendent further directed

{

Midtand not to issue any new policies {(other than those required by New York Insurance

/

Law). \
Midiand failed to eliminate its impairment. Midland, by unanimous vote of ils

card of Directors, voluntariiy consented 1o the entry 00 @ LIGUINRIOA UILLST pursuatiy w

oy

Section 7404 of the insurance Law.
The Liquidation Order was entered on April 3, 1986. "

1L FINANCIAL CONDITION OF MIDLAND AS OF THE DATE OF
LIQUIDATION o

On April 3, 1986, the date of liquidation, Midland's books and records showed
total assets of $307,416,759 and total liabilities of $354,582,041 making it insolvent in
the amount of $47,165,282.2

A, Assets

l. Cash and Invested Assets

As of April 3, 1986, Midland had cash and invested assets in the total amount of

: The balances presented in this report as of April 3, 1986, previously submitted to the Court in
2000, have been reclassified to conform with NAIC guidelines as have the accompanying financial
statements.



$£9,570,973.

[A]

Reinsurance

The bulk of Midland’s reported assets consisted of reinsurance recoveraoles in the
amount of $225,130,828.° 1In addition, Midland had recorded receivables for a loss
portfolio transfer ($21,325,000) * and the sale of a subsidiary ($2,228,525) in the amount
0£323,553,525. The note recetvable in the amount of $2,228,525 rcpresenteg_l the balance
due to Midland from the sale of a subsidiary, the Guarantee Security Li}e Insurance
Company. Originally, instaliment payments were due over a period of years, but the
Liqutdator and the purchaser of the former subsidiary agrécd to an immcdiate\sc{tlement
of §2,228,525, which was collected by the Liquidator in November 1986. -

- . . . . . .
LN UL 2N T L2 @ VI pIL Y B HEIVOL iR dlid A i v dusde s iouialiis B3

mzthod by which rhe lnsurance fndusry spreads the vk of loasss coverad by Lisurance
policies. A company, such as Midland, that issued policies directly to pglicyholders,
transters or “‘cedes” a large part of the nsks it had assumed to reinsurers. An insurance
company can reinsure a particular risk or it can reinsure entire classes ‘of risks. The
reinsurers indemnify the ceding company (“cedant”) upon the cedant’s payment of

reinsured risks. In exchange for “assuming” the risks, the reinsurers receive a portion of
p

the premium paid to the cedant.

: This number includes reinsurance recoverables due on unpaid losses of $176,546,898 which
solvent insurers do not report as assets.
! Midland had purchased aggregate excess of loss reinsurance from New England Rejnsurance

Company and First State Insurance Company. The ceceivable amount of $18,648,938 (net of offsets) was
paid to Midland in May 1991.



Rejnsurance contracts are indemnity contracts. The reinsurer is not liasle to the
cedant until the cedant actually pays the claim that is covered by the reinsurance contract.
In liquidation, the insolvent insurer must secure court authorization prior to issuing a
distribution. However, because of a contractual provision required by the insurance laws
known as the “insolvency clause,” the reinsurer is liable to the cedant's recewver or
liquidator upon the allowance of a claim or some similar acknowledgement of the claim’s
validity in the insotvency proceeding.

3. Other Assets

The balance of Midland's assets upon insolvency consisted of (1) premiums in the
course of collection in the amcunt of $21,717,829, (2) furniture and fixtures valued at
appréximatciy $879,935, (3) miscellancous asseis of $2,410,048, WRICH LML iaACy,
licenses and fees receivable, and prepaid expenses and {4; accrued investment ncoms of
$457,838. Additionally, Midland had statutory deposits of $12,975,246. Midland also
had equity in its subsidiary, Midland Property & Casualty Co. (*MIDPAC™), then
reported at $8,841,704. Midland also had ownership of a defunct company known as
Midland Re Ins. Co. Ltd. (“Mid Re"), a Bermuda subsidiary that wrote mantime assumed
reinsurance business from 1972 to 1977. The asset appegrcd worthless in 1986.

As of April 3, 1986, a receivable in the amount of $1,872,261 was due from the
Ashford Holding Corporation (the parent company) because of an inter-combany tax
sharing agreement. The amount of §1,830,354 was paid to Midland and the remaining

balance was written off.



B. Liabilities

Midland’s records as of April 3, 1586 reflected a gross hiability for unpaid claims
and claims adjustment expenses reported to be $283,346,883. Uneamed premium
Tability was reported to be $12,363,537. Total reinsurance liabilities were reperted to be
$55,528,94t. The balance of Midland's recorded habilities consisted of operating

expenses and miscellaneous liabilities in the amount of $3,342,630 resulting in totg!

\
liabilities reflected in Midland’s records of $354,582,041. T

{
III. LIQUIDATION PROCEEDING
A. Presentation of Proofs of Claim \

The liquidator, in accordance with New York Insurance Law § 7432(b), was
obiigated 1o nonty ail persons wWho mMay nave i12d Clalis agaims, vhua al e uais i
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proceeding. The Liquidation Order provides that the last day for filing timely claims in
the proceeding was Apnl 3, 1987.

The Liquidator mailed approximately thirty eight thousand five hundred (38,5 o0y
proof of claim forms to known policyholders, claimants and other creditors disclosed by
Midland’s books and records. The proof of claim form provided notice of Midland’s
liquidation and of the creditor’s obligation to present all claims by the proof of claim
filing deadline.

The Liquidator was unable to identify every creditor or potential creditor who
appeared on Midland’s books and records prior to the filing deadline. Upon becoming

aware of such a creditor or polential creditor, the Liquidator mailed the creditor a proof of

claim form. Provided that the proof of claim form was completed and returned within



four months from the date of the Liquidator's mailing, the proof of claim was deerned
timeiy filed. The clatms of recorded policyholders that did not receive a proof cf claim
form were also accepted as timely filed.

E. Classification of Claims

For companies liquidated prior to June 29, 1995, Article 74 of the New York
Insurance Law provided that, with a few limited exceptions, all claims against an insurer
in hquidation are general creditor claims and are entitled to share pro rata in the
distnbution of assets. Thus, the Midland estate was long referred to as a “parity” estate.
In 1999, Insurance Law § 7434 was amended to set forth a comprehensive list of nine (9)
classes of creditor claims in a specific order of priority of distribulion. The statute

LLUVILGG WdL 2w Vs Suii G THa0e 10 8 Sl G SICGIIHT Unih Sach i s
craceding class had been puid in full Tho amendment applied to any proceading undet
Article 74 of the Insurance Law as to which an order of rehabilitation, liquidation or
conservation had been entered on or after such effective date, to wit, June 29, 1999.
Accordingly, the 1999 amendments to Section 7434 did not apply to Midland.

_Article 74 of the New York Insurance Law has been recently amended pursuant to
New York Chapter Law 33 of the Session Laws of 2005 (“Chapter 33™) to permit the
Workers Compensation Security Fund to take loans against the assets of insolvent,
domestic estates, which include Midland. In addition to that change, Chapter Law 33 has
made the 1999 scheme for the distribution of assets retroactive so that it applied to
liquidations eﬁtered prior to June 29, 1999. Thus, Chapter 33’s nine classes of creditors,

rather than the “parity” estate of creditors, now apply to Midland. Section 7434 sets forth

the classes of creditors as follows:



Vv

-

(i) Class one. Claims with respect to the actual and necessary costs and
expenses of adminlstration, incured by the liquidator, rehabilitaior or conservator under
this articte. (Admimstrative Expenses)

(1)  Class two. All claims under policies including such claims of the federal
or any state or local government for losses incurred, third party claims, claims for
uneaned premiums, and all claims of a security fund, guaranty association or the
equivalent except claims arising under reinsurance contracts. (Policy Related Claims)

(i)  Class three. Claims of the federal government, except those under class
two above. (Federal Govemnment Claims) |

{iv) Class four. Claims for wages owing to employees of an insurer aga.inst
whom a proceeding under this article i1s coinmenced for services rendered within one year
before commencement of the proceeding, not exceeding one thousand two hundred
dollars to each employee, and claims for unemployment insurance contributions required
by article etghteen of the labor law. Such priority shall be in lieu of any other similar
priority which may be authorized by law. (Wages Claims)

(v) Class five. Claims of state and local governments, except those under

class two above. (State and Local Government Claims)

(vi)  Class six. Claims of general credilors including, but not imited to, claims
ansing under reinsurance contracls. (General Creditor Claims)

(vi)) Class seven. Claims filed late or any other claims other than claims under
class eight or class nune below. (Late Filed Claims)

(viti) Class eight. Claims for advanced or borrowed funds made pursuant to

section one thousand three hundred seven of thts chapter. (1307 Claims)

L
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(ix)  Class nine. Claims of shareholders or other owners in their capacity as
sharzholders. (Shareholder Claims)

Prior to the enactment of Chapter 33, when the Liquidator recommendad claims
for allowance and these recommendations for allowance were presented to the Court for
approval, the Notices of Determination and orders allowing the claims stated that these
claimants “will” or “may” “be entitled to share in the distnibution of assets” of the
Midland estate. However, under the current law, because there are now vanous classes

of creditors who will be subordinated to another class of creditors (e.g. vendors will be

" subordinated to Palicy Related Clairhs), the Liquidator thought it prudent to notify those

crediters who will nnw be subordinated because of the change in the law,

Accardingly, the Liguidaior recenily ISSUe, DY DUSCLISS Dk, & UL wu sb
creditors witp aliowed cliims whose clims are now substainaied W Foilcy Feiated
Claims. (See Exhibit 1) The notice informed these approximalely six hundred (600)
creditors of the change in the law and the fact that, prior to the first distribution of assets,
Midland is governed by this new law that utilizes the nine classss of creditors as set forth
above and afforded them the right to object to that change in classification and request a

hearing on such objection.

C. Proofs of Claim Filed

a. Pre-Chapter 33

Prior to classification pursuant to the new scheme of distribution established by
Chapter 33, and as of Aungust 31, 2005, twenty seven thousand one hundred sixty eight
(27,168) proofs of claim were or had been accepted as timely filed in the Midland

liquidation proceeding. A total of two hundred fifty seven (257) proofs of claim were filed

10



late. Thesa numbers do not include proofs of claim for workers' compensation and no-
fauit claims.

Of the tweaty seven thousand one hundred sixty eight (27,168) timely filed proofs
of ciaim, four thousand nine hundred fifty six (4,956) were voided as duplicate filings.
Five thousand six hundred fifty nine (5,639) proofs of claim were filed for “policyholder

\_protection.” A “policyholder protection” proof of claim does not seek payment of a

\

“particular, known claim. Rather, it provides the policyholder with the right to present
qclaims covered by policies issued by Midland that are presented after the claim filing
Qeaiﬂine. This was necessary for Midland where the insurance policies cover
‘predr\minantly “long-tail” claims.
‘The number of preofs of claim that were filed does not corielate with the actual
number of claims for doilar relief made againsi Midiand, its policyhokders or Midiand
_policies for a number of reasons. First, policyholders who filed policyholder protection
proofs of claim have been permitted to submit all claims made against them that are
- 7 covered by Midland policies to the Liquidator for consideration in this proceeding.

Second, there are three New York Security Funds and fifty-six sister-state
guaranty associations (hereinafter “the Funds”) which “stand in the shoes” of Midland
and pay claims up to various statutory monetary “caps.” The Funds are described in
more detail below. The Funds were required to file (**blanket”) proofs of claim that are
subrogated to the rights of the policyholders for whom or for which the Fur;ds make
payments. Many thousands of claims by Midland policyholders have been reported as.

being handled by the Funds and are reflected in regular filings by the Funds in this

proceeding. However, because the Funds filed the blanket proofs of claim, the number of

i1



proofs of claim does not reconcile with the number of actual claims made (See also
Section [II D).

Third, as a practical matter, claimants with workers' compensation claims were
not required to file proofs of claim because their claims are handled oy the New York
Workers” Compensation Insurance Security Fund, and sister-state guaranty associations.
Thousagds of such claims are notre flected in the number of proofs of claims filed.

‘Fourth, the number of proofs of claim filed by Midland’s major policyholder

{

claimants ("MPHs")* is also unrelated to the number of claims covered by their Midland
policies. \Fd;r some MPH policies multiple proofs of claim have been filed or deermed
filed for .esv:h noliey 5 The MPH claims can be adjudicated on a claim by claim basis, or
on a pnlicy by vpolicy basis. However, the individual claims must be evaluated te
detarmine the extent of Midland’s liability under its policies. There may be thousands o1
such individual claims for each policy for many of these MPHs (e.g. asbestos claimants
of an asbestos manufacturer). These individual claims of the MPHs are not reflected In
the number of proofs of claim.

Fifth, the number of proofs of ctaim filed by creditors with reinsurance claims
against Midland is based on the number of reinsurance contracts, not the number of

claims covered by the contracts. The number of actual claims that require an evaluation

by the Liquidator in this category is many times greater than the number of

‘ “Major Policyholders” are Fortune 500 companies and other corporate entities.
s For each MPH policy, where relevant, a proof of claim is established for environmental, products

and asbestos coverage.

12



proofs of ciaim filed in this proceeding.

b. Post-Chapter 33

Applying Chapter 33, the claims filed can now be descnibed as follows:

Class one — Administrative Fxpenses — On an ongoing basis, the
Liquidator pays the actual and necessary costs of administering the Midland wsolvency
estate oul of the company’s available assets.

"Class two - Policy Rel#ted claims ~ For the purposes of this Report, this is
the only class of creditor that will receive any assets from the Midland estate at this fime.

T\he’;creditors in classes three through nine will not be recetving any
distribution oflisseis at this time, and are not expected to be receiving any distribution of
assets from the Midiand estate at any dme based on the mivmaton avaiials o e
Liquidator at this iime.

D. Adjudication of Proofs of Claim

A proof of claim is “‘adjudicated” upon the Liquidator’'s recommendation to the

Court that .it~ oTther be “allowed” or “disallowed.”” An “allowed™ claim is a claim that has

been approved by the liquidation court and is allowed to share in the distribution of

assets. Subject to statutory limits, claims that are approved and meet the requirements for

_the Funds’ coverage are paid by the Funds. A “disallowed” claim is a claim that has been

rejected and will not share in any payments out of the estate's assets. Creditors who

? The Court approved a procedure for the disallowance of claims in an order entered March 10,
1994, The Court approved a pracedure for the allowance of claims in an order entered January 31, 1997
In 2005, the Court approved an order regarding the allowance of reinsurance claims.

13



object to the Liquidator's recominendations are entitled to a hearing before the Ceurt or a
Court-appointed referee.®

As of August 31, 2005, twelve thousand four hundred thirty (12,430) proofs of
claim have been adjudicated, of which two theusand eight hundred thirty nine (2,839}
proofs of claim have been either allowed or recommended for allowance. Of these,
approximately six hundred (600) proofs of claim have been reclassified as class five and
class six claims Post-Chapter 33. A total of seven fhousand eight hundred sixty three

(7,863) proofs of claim have been either disallowed or recommended for disallowance

and one hundred e'\gh:ty two (182) have been withdrawn. Additionally, the Liquidator has

proofs of claims remain open, which include two hundred fifty seven (257) late filed
claims.

As set forth abovc., the adjudication of a proof of claim may reflect the resolution
of a single claim or of a large block of claims covered by one or more policies. In order
to determine the status of the claims in this proceeding, it is useful to analyze the classes
of claims in the context of Chapter 33 as follows:

Class one ~ (Administrative Expenses) - as previously referenced.

Class two ~ (Policy Related Claims) As previously referenced and as analyzed

here:

’ In an order entered February 24, 2000, the Court appointed Bruce Feffer as successor referee to
hear and report on objections to the Liquidator's recommendation for disallowance.

14



a. Security Fund'Guaraniv Association Claims

As mentioned earlier, upen an insuier's insolvency and resuiting inability to pav
claims, the Funds pay cemain types of claims arising under policies issued by the
insolvent company in their respective states. The Funds “covered claims” are payable up
to specified statutory limits. Other types of claims are not covered at all. To the extent
that the Funds pay cogered lossés and associated expenses, they are, in turn, entitled to
reimbursement from the insolvent company.

The three Ne'»j York Security Eunds consist of the Property/Casualty Insuranc
Security Fund (“P/C Se\cu’;’ity Fund”) and the Public Motor Vehicle Liabikity Security
und, whick are mgintr?_ined in arcnrdance with Article 76 of the New Y.ork Insurance
Law, and the Waorkers' Compensation Security Fund (“W/C Securnity Fund”), which 1s
maintained in accordance with Article 6A of the Workers’ Compensation Law. The fifty-
six sister-state guaranly associations pay claims up to various moneltary limits with
varying limitations on the types of claims or lines of insurance that will be covered.

The Funds have proofs of claim for reimbursement of payments they have made for
losses and expenses as a resuit of Midland's insolvency. The allowances of the Funds’
claims are updated periodically based on their payment of the underlying claims and
expenses. The Funds' “blanket” proofs of claim will remain open until all claims handled
by the Funds have been resolved.

As of August 31, 2005, fifty-seven claims of the Funds have been allowed in the
amount of $453,432,375. However, this amount must be offset by $10,994,554 which

consists of special deposits and salvage and subrogation recoveries retained by the Funds

and treated by the Liquidator as an advance dividend. The reserves for open claims of the

15
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Funds are $109.433,417. The Liquidator contnues {0 submit the claims of the Fuads for
paid losses and expenses to the Court for allowance 23 they are evaivaied. The raspective
claims of the Funds will remain open until all underlying claims have been resolved or

otherwise quantified.

b. Policvholder Claims

The Policyholder claims that are not covered by the Security Funds and guaranty
associations are the great majority of the liabilities in the estate. Policyholders whose

claims may be covered by the Funds may file their own claims to recover amounts in

rexcess of the limit of the Funds. Policyholders may also file claims for losses thal are not

anmermvad kit tha Eivwmde
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Ag af Anguat 112005, 1.057 nolicyholder proois of claiin have been allowed 1n

102,441, As of August 31, 2005, there are 3,772 open policyholder

the amount of §95,
proofs of claims with case reserves in the amount of $1,531,1 16,457

Class three - (Federal Government Claims) — None; moreover, if there were any 1t
is unlikely such claim would be resolved.

Class four — (Wages Claims) — None; moreover, if there were any it is unlikely
such claim would be resolved.

Class five- (State and Local Government Claims) - As of August 31, 2005 there
are 39 claims allowed in the amount of $301,908. There are claims reserves in the
amount of $8,576,527. The claims that were allowed were sent the notice referred to in

Section 1l B notifying them that they were subordinated to class two creditors. There are

twelve open claims. [tis unlikely that any such claim will be resolved.
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Class six_~ (Genera! Creditor Claims) - As stated previously it is unlikely that
any steh claim will be receive a distnbution. Among these are:

a. einsurance Claims

Reinsurance claims include all claims arising under reinsurance conlracts for
which Midland acted as a reinsurer or as a reinsured. (Midland “assurmed” reinsurance
from companies such as Kemper Insurance Co. in addition to “ceding” reinsurance to
Kemper.) In cases in which Midland was a reinsurer, the insurer is seeking payment for
losses and expenses covered by the reinsurance contract. In cases where Midland was the
(ei;lsurcd, the reinsurer is seeking payment for premium due under reinsurance contracts.

LB

As nf Angust 31, 2005, there were seven nundred twenty (720) reinsurance proofs

of claim. There are currently two hundred forty (240} open clauus filed in the esrate.
Y

s

These reinsurance claimants have reported losses of $140,337,684 which have been
categorized as class six creditors. The Liquidator has not yet fully resolved Midland’s
reinsurance claims because these claims continue to devzlop as losses and expenses
covered by the reinsurance contracts are reposted. Therefore, it can be anticipated that
additional [iabilities will develop from Midland’s book of assumed business.

Although assumed reinsurance clairs are class six claims in the priority of
distribution of assets and may not be paid any assets from this estate, the claims must be
closely adjudicated for several reasons. First, the claims may have potential
retrocessional reinsurance collection recoveries behind them, 1.e. if valid, the claims can
be allowed and, if Midland reinsured them with other reinsurance companies, it could
result in additional assets into the estate. Second, the claims may be eligible for offset;

this is discussed in detail in Section V(A).
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b. Non-reinsurance General Creditors

43 of August 31, 2003, thers are approximately five hundred twenty four (324) of
these creditors with allowed claims in the amount of 33,022,635, There are twenty five
(25) outstanding such claimants with a case reserve of $209,992. This i1s another group
of creditors that were mentioned in Section LI (B) of this report to whom notice was sent

beequse they were onginally sent Notices of Determination which stated that they would

\
share in the assets of the estate. These creditors will now be subordinated to class two
q-
creditors.
\ / (Class seven - (Late Filed Claims)  In the past, creditors who filed their

fed Ylmdapr lame o

proo‘t‘s of claim past ine filing date were classificd as “deferred.” Under Chapter 32, they
are now classified as 7 class creditors. There are Lwo huadred fifty ssven (237) late
filed claims with stated amounis totaling approximately $170 mitton. as swawed
previously it is unlikely that any such claim will receive a distribution.

Class eight - {Sectior: 1307 Claims}
No claims applicable.

Clags nine — (Shareholder Claims)

No claims applicable.

E. Cash Receipts

As of August 31, 2005, the Liquidator. has cash and invested assets in the total
amount of $225,636,845. Midland’s Comparative Balance Sheet as of August 31, 2005
and April 3, 1986 and the statement of cash receipts and disbursements for the period
ending from April 3, 1986 (the Liquidation date) to August 31, 2005 are annexed hereto

as Exhibit 2.
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1. Investment [ncome

As of August 31, 2005, tae Liquidaior eamed S$101,636,629 on Midiand's
invested assets. Midiand’s assets are iavested in government and pelitical subdivision
bonds and Treasury Bills.

2. Reinsurance

As of August 31, 2003, the Liquidator has recoversd remnsurance in the

R
amount of§184,533,698.9

3. Premium Received

As ofAilgust 31, 2003, the Liquidator has collected premium totaling $9,502,691.
\

4. Salvage and Subrogation
1iko :_:‘l.i.l.'-:.b":i'.‘.,': ;.‘.-.I‘:’. T -;-.'..: fae e ..."1 :'.'.'C'.'Z;."."‘"_‘" wanmvrorman 1n tha tatal amnonnt
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5. Federal Tax Refund

-

The Liquidator recovered $1,830,354 frem Ashford Holding Cotp.
pursuant te a 1979 Tax Allocation Agreement.

6. Miscellancous

The Liquidator has made miscellaneous recoveries in the total amount of $19,895

7. MIDPAC and Mid Re

After the liquidation of Midland, Midland’s New York subsidiary MIDPAC was
placed into voluntary liquidation. The Liquidator has reviewed the value of its asset in

MIDPAC and determined that it currently has no value. The Liquidator has also

? ‘The Liquidator is in receipt of an August 10, 2005 approval of a $36,004,549 allowance of its
ceded reinsurance claims in the AMRECO Illinois Rehabilitation. Sixty percent of this amount is expected
to be paid in November 2005 and the balance is to be paid over time pursuant to the terms of the settlernent.
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reviewed the value of its defunct Bermuda subsidiary, Mid Re, and delzmmined that 1t has

no value.
F. Cash Disbursements
I Administrative Expenses

The Liquidator has incurred administrative, legal and consulting expenses, net of
reimbursemeq}s by the P/C Security Fund and W/C Secunty Fund, in the amount of
$88,428,589 fr\Om April 3, 1986 through August 31, 2005. The administrative expenses
consist of salqarics and related costs for the Liquidator's staff in the total amount of
$57,853,076; l’CI’\lt in the amount of $14,739,325; and overhead expenses for such items as
insurahce_. office equipment and supplies, postage and te!'ephone, printing, stationery, and

TG TS THANCOUS WETHS widi 97, vot,uaw.
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represent hianin various legal actions to collect assets, including those involving the
collection of reinsurance. The Liquidator has paid the total amount of $17,138,367 to
consultanlé required to evaluate claims, bill reinsurance, develop and implement systerns,
assist in collection litigation and to provide accounting and audit reports.

As discussed further below, the Liquidator has paid $3,015,676 in the form of a
loan to the W/C Security Fund out of the assets of Midland as of August 31, 2005.

The Administrative expenses and other disbursements set forth above total
$106,022,355 However, $14,578,090 relates to expenses that have reimbursed by the

Property/Casuaity Security Fund and W/C Security Fund. After offsetting these Funds' -

expense payments, the cash disbursements of the estate total $91,444,265.
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Although not recorded as a cash transaction or reflected in the Statement of
Changes in Cash and Investraents, statuiory deposits, related interest mcome and salvage
and subrogalion recovenas totaling $10,994,554 have been released to, or received by,
the Funds and are recognized by the Liquidator as an advance dividend distnbulion.  As
of August 31, 2003, the r;maining statutory deposits of $7,817,812 arc being
administered by anc\lary recervers in other states and Canada.

\

2. Loan Pursuant to Chapter 33

{

Not only did Chapter 33 change the prionty scheme as it related to Midland, it

also provides that upon certification by the Superintendent that further sums are required
by the Workars’ Compensation Security Fund to imget 5 cbligations and accomplish the

purpeses ol Artizie 0 06 (ng Workers Lopensdilun idy, uS DuyCiillisuusiin 1>

aurponzed 0 GLAKS Ols OF (MOrs Wwaks W e v U Sectdily i, up i & i G 570
million in the aggregate, from the assets of onc or more of the liquidation estates in such
amounts as established and specified by the Superintendent.

Section 1 o‘f"éhapter 33 further provides that any joan pursuant to Section 7433-a
shall be a liability of the W/C Security Fund and shall be repaid pursuant to a plan of
repayment to be prescribed by the Superintendent. - Section 1 of Chapter 33 also provides
that a repayment plan shall, among other things, require that any loan shall be made upon
commercially reasonable terms in accordance with the Superintendent's ﬁdﬁciary
responsibilities and that no less than one-fourth of the payment collected pursuant to
Section 108 of the Workers’ Compensation Law shall be dedicated to the repayment of
any loans made pursuant to that Section.

In accordance with Chapter 33, the Superintendent directed that:

21



Further sums arz required by the W/C Secunty Func to mest 113

Article 8A of the Workers’

-ry

obligations and accormplish the purposss o
Compensation Law.
The following six (6) liquidation estates which have the largest W/C
Security Fund liabilities (the “Estates”), will transfer to the W/C Security
Funcli the roney necessary 1o provide for the continuous payment of
claims (the “Loan™):

Midland Insurance Company in Liquidation

Unioqlﬁ.;icmnity Insurance Company in Liquidation

Idaai‘ Mutual Insurance Compary in Liquidation

Cirse LBNal LHisuidiivs Wil 3y il deiqxaeatia -t
t 2 =
- e ey

I rass3iais st e NI DERY 1 bt on

Cosmopolitan Mutual Insurance Company in Liquidation

Loan Penod

a. The Estates will transfer the money, over the course of a one-year
period, in proportion to their WIC Security Fund liabilities as
determined on the last day of the month preceding the date of the
first Loan (“Adjustment Date™). The day the loan is made is the
“Loan Date”.

Loan Terms

a. The principal balance on the first anniversary of the Loan Date 1s

the maximum Loan allowed and in no event shali the Loan exceed

$70 million.
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Repavment

Starting on the Loan Date, interest on each Loan shaill be

r.l

calcuiated at the rate of prime plus .Bﬁ'b-simple interest and
adjusted on each anaiversary of the Adjustment Date. Primeis the
rate in effect on the Adjustment Date.

b. Interestand principal is to be paid quartetly.

c. The W/}? Security Fund may pay proportionally to the Estates,

without penalty, all or a portion of the amount owed earlier than it

is due. /

\

J. The Superintendent will dedicate at least one-fourth of payments
CULITUATY, pidusin ov mwwiomes 1o Thestae Y ks samonang
crnapal Informsipagiaenis amo e he aade from the remamast of
the payments.

-

As noted above, the Liguidator bas loaned the W/C Security Fund a total of
$3,015,676 as of August 31,2005 pursuant to the above provisions.

IV. CLAIMS DEVELOPMENT

The actual development of losses has greatly exceeded the reserves established by
Midland prior to liquidation. Midland’s loss development is, in part, related to the fact
that Midland wrote specialty casualty business, including umbrella and excess liabilty
and reinsurance policies, many with multiple layers of significant excess coverage for
various Fortune 500 and other large corporate policyholders. In many instances, Midland

participated in various layers of coverage over many different years, including years that
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have given rise to the greatest activity of asbestos and environmental claims {or the
insurance industry.

The MPHs of Midland are the subject of much of this claims activity. The MPHs
have been presenting claims to their respective insurance companies for decades, but
have focused on seeking recovery from solvent insurers. Therefore, Midland has yet to
adjudicate most of the direct claims arising from 1ts MPH business

\

Midland was frequently 2 major participant on a MPH insurance program. For
{
many MPHs, thousands of asbestos, poliution, or other claims have been filed, and

billions of dollars have been spent by ix\su'fers tn settlement and defense of such claims.

It is expected that the adverse development will continue into the foreseeable future.

As Lt E Nt ieniales amanns az rew lagal and eriantific theorias of Hiabiliv are
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for that generation of casuaity insurers of which Midiand was a member. Breast impiant
cases, latex glove exposures, and thie possibility of tobacco coverage litigation are also
potential risks embedded in Midland’s MPH business. To the extent that these claims
develop into greater losses for the insurance industry, Midland's assumed reinsurance
business would also be subject to claims, which may be important to Midland for
purposes of offset in its reinsurance collection actions with ceding reinsurers.

V. PROPOSAL FOR DISTRIBUTION OF ASSETS

Until now, Midland’s large insolvency and uncertain, but significant, exposure on
its long tai} excess business and reinsurance business have made it imprudent to establish

a dividend percentage for a parity distribution of assets. However, based on the recent
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legislative change an evaluation of the current assets and reserves, the Liquidator believes
that it is now reasonable and prudent to begin to make distributions of Midiand's assets to
pricrity creditors.

A Assets and Liabilitias

As of August 31, 20035, Midland had total assets in the amount of 81,182,156,933
and total liabilities in the amount of $3,J\11,918,183, leaving Midland insolvent in the
amount of $1,929,761,250. (See Exhubit L*}Midland Insurance Company In Liqgmdation
Staternent of Net Assets and Statementqof Net Liabilities [“Balance Sheet”].) The
insolvency reported at the liquidation datc\ o‘f April 3, 1986 was $47,165,282. The
primary reason the insolvency has proven io be significantly larger than first reported 1s
hecause the actual development of losses has been many wmes e Ssiimaicd ieserve al
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transactions described above. »

Midland has reinsurance collection claims with certain reinsurance companies
that have asserted “offset” claims witHM“ndland based on monies Midland owes those
reinsurers for prernium or for reinsurance proceeds where Midland acted as a reisurer of
the company from which itis secking‘to coltect (i.e. the companies reinsured each other).

In Kemper Reinsurance Co. v. Corcoran, Liquidator of Midland Insurance Co.,
79 N.Y. 2d 253, 590 N.E. 2d 1186, 582 N.Y.S.2d 58 (19592), the Court of Appeals

interpreted New York’s offset statute, § 7427(a) "% In short, the Kemper decision held that

rutual debts (or claims) between a ceding insolvent insurer such as Midland and an

10 “In all cases of mutual debts or mutual credits between the insurer and another person in
connection with any action or proceeding [in rehabilitation or liquidation), such credits and debts shall be
set off and the balance only shall be allowed or paid.”

25



assurming reinsurer such as Kemper may be offset against each other as long as the debts
are between the same parties acting in the same legal capacity. Because of this offset
decision, Midland must carefully audit all assumed claims to ensure that the any ofiset
claim asserted by the assuming reinsurer is legitimate so that collections from that
reinsurer are optimized.

B. Potentinl Distribution of Assets N

One of the Liquidator's duties is to distrfbute Midland's assets to creditors with
aliowed claims pursuant to the priority requirements of § 7434. The Liquidator has, as of
August 31, 2005, adjudicated twelve thousand fo\ur-";hundrcd thirty (12,430) proofs of

claim, of which, one thousand one hundred ibuﬁeen (1,114) class 2 claims have been

3

C . . IR [T W o At SIH . UK T . ,
aliowed 1n the amount of five lundred Doy eight million six hundred twenty four
thousand eight hundrad Hfleen dollacs (5543,624 818). There ars three thousand eight

hundred and twenty nine (3,829 open class 2 -:riclitor claims (including the ciaims cof the
Funds) for which there are‘case rescrvés in the approximate amount of §1.6 billion.
Although Midland has been in liquidation since 1986, claims arising under direct
policiés issued by Midland that are covered by policyholder protection proofs of claim
may continue to be reported. Based on the assets currently available, the Liquidator will
consider and intends to make a distribution to creditors whose claims have been allowed
in accordance with the requirements of §7434. In order to calculate a feasible
distribution percentage, the Liquidator must determine Midland’s distributable assets and
make a conservative estimate of Midland’s outstanding liabilities. This approach s
necessary to insure that there will be sufficient assets to pay all creditors within a class,

including creditors whose claims have yet to be adjudicated or reported.
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Midland's distributable assets consist of 1t cash and investzd assets
(52235,636,845) less a reserve for administrative expersss (360,000,000). As of August
31, 2003, Midland's distributable assets totaled $165,636,345. Additionally the
Liguidator anticipates reinsurance collections in the amount of $940,365,682 (see
Balance Sheet). Midland's total class 2 liabilities as of that date were $2,783,180,136.

N, As set forth in Section III(R), the priority of distribution of assets is prescribed by

§ 7434 Section 7434 provides that every claim in each class shall be paid in full or
\

adequate funds retained for such payment before the members of the next class receive

any paypc"ht.

Section 7434a(1) provides in pertinent part:

Upon the recommeandation o1 N2 SUPSLILSuuet:, alv widis
sus diractisn of the court, disinbuijon payrnents shall se mada
in a manner that will assuré the proper reoogniiion sl
priorities and a reasonable balance between the expeditious
o completion of the liquidation and the protection of
unliguidated and undetermined claims. . . . No claim by a
shareholder, policyholder or other creditor shall be permitied
to circumvent the priority classes through the use of equitable

remedies.
(Emphasis supplied). In view of the above, the Liquidator believes that the affairs of the
estate are in a condition such that a distribution on allowed claims can now be made to
class two creditors.

C. Payment to Creditors

The Liquidator has accounted for the company’s financial situation through
August 31, 2005 and reserved for the claims of class two creditors which have yet to be
adjudicated. This is necessary to ensure that there will be sufficient assets to pay all class

two creditors.
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The Liquidator proposss to give notice of the Verified Patition for Approval of
this Report (the “Petition”) and Order to Show Cause to Midlasd policyholders and other
creditors with allowed or unadjudicated claims in the form annexed as Exhibit 3 (the
“Notice”) by serving a copy of the Notice by U.S. Mail. Given the significart number of
such creditors, the Liquidator proposes to notify such policybolders arnd craditors and

\

other interested parties by publication of the Notice in the New York Times and Mealey’s

{

Report - Insurance, such publication to occur once in each of the two weeks following
issuance of the Order to Show Cause, along with supplementary noti.\ce’;in certain
¢lectronic publications to state guaranty associations. ‘

VI CoNoLveToN

¥ o4

The Liguidatar recommends tha the proceedings saall remain opsn until all omen
and subsequently reported claims are adjudicated. Notices of Determination will be sent
to the creditors. Any disputes with such creditors will bs reéolved and all recoverable
reinsurance and other assets of this estate will be collected and distributed to the
creditors.

In the interim, the VLiquidator, with the Court’s approval, will consider malking

periodic distributions of assets if and when such distributions are feasible and prudent.

Therefore, the Liquidator respectfully requests an order that:

a. approves this Report;
b. app:oves the transactions described in the Report;
c. approves the Proposal and authorizes the Liquidator to make a distribution

of assets in accord with the requirements of Section 7434 of the New York
Insurance Law,
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d. approves the Notice and provisions for pubhsning and maiiiag; and
e. provides for such other reiref as is just.

Dated: New York, _?Ie.w York
Octaber /-7, 2005
7 7

B f'
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NEW YORK
LIQUIDATION BUREAU

123 William Street
New York, NY 10038 - 3839

Howard Mills
Superiniendent as Receiver

Jodv S. Hall
Special Depuly Superintendent

October 11, 2005

<Claimant>
<Address>

<Address>

<City>, <State> <Zip>

Liquidator Number>
<Claim Number>

< Amount Allgwead>

Res CThanges to Disivibution Schems Based o Changes in the Insurance Law
Your New Crlaim Classification: Mew Class < >
Dear Midland Creditor:

Midland Insurance Company (“Midland”} was placed into liquidation pursuant to a Liquidation Order dated
April 3, 1986. Under that order and pursuant to Article 74 of the Insurance Law, the Superintendent of
Insurance was appointed Liquidator of Midland (the “Liquidator”). The Liquidator was charged with, among
other things, the responsibility of identifying Midland’s policyholders and creditors, notifying them to
present their claims, adjudicating those claims, marshalling Midland’s assets and distributing Midland’s

assets to policyholders and creditors.

In the past, you may have received correspondence from the Liquidator concerning the allowance of
your claim(s). This notice advises you of a very important change to that prior correspondence.

At the time Midland was adjudicated insolvent, all claims (with limited exception) against an insurer in
liquidation in New York were considered “general creditor claims” entitled to share pro rata or equally in the
distribution of assets. In 1999, Insurance Law § 7434 was amended to set forth a comprehensive list of nine
(9) classes of claims in a specific order of prionty of distribution. The statute provided that no distribution
could be made to a class unttl each claim in the preceding class had been paid in full. This amendment only
applied to a proceeding under Asticle 74 of the Insurance Law as to which an order of rehabilitation,
liquidation or conservation had been entered on or after its effective date of June 29, 1999. This 1999
change in the law did not directly affect the Midland estate.



However effective May 11, 2005, Article 74 was amended again such that the priority of distribution of
assets now applies retroactively, 1.e. to liquidations entered into either before or after May 11, 2005, to wit,
Midland. Section 7434 sets forth the order of distribution of claims into 9 classes of creditors, as follows:

(i) Class One:  Claims with respect to the actual and necessary costs and expenses of administration
incurred by the liguidator, rehabilitator or conservator under this article.

(11  Class Two:  All claims under policies including such claims of the federal or any state or local
government for losses incurred, third party claims, claims for uneamed premiums, and all claims of a
security fund, guaranty association or the equivalent except claims arising under reinsurance contracts.

(it1)  Class Three: Claims of the federal government except those under Class two above.

(iv)  ClassFour: Claims for wages owing to employees of an insurer against whom a proceeding under
this article is commenced for services rendered within one year before commencement of the proceeding, not
exceeding one thousand two hundred dollars to each employee, and claims for unemployment insurance
contributions required by article eighteen of the labor law. Such priority shall be in lieu of any other similar
priority which may be authorized by law.

(v)  ClassFive: Claims of state and local governments except those under class two above.

(vi)  Class Six: Claims of general creditors including, but not limited to, claims arising under
remsurance contracts.

(vil) Class Seven: Claims filed late or any other claims other than claims under class eight or class nine
below.

{viil) Class Eight:  Claims for advanced or horrowed funds made pursuant to szction one thousand three
fundrad seven ol us cuapier.

brx)  Lass Nine. L1aims of SNAreNOIde!'s OF OLICH UWIISHy 5L LUCL Capatity ab sitatcnuidor s,
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creditors listed above. Furthermore, the Liquidator has reviewed your claim under the new law and
has set forth the new class of your claim in the caption of this letter.

T B - N A
the Cldasif1 Aot ul

IF YOU WISH TO OBJECT TO THE CLASSIFICATION FOR ANY REASON, YOU MUST SERVE
THE LIQUIDATOR WITH A WRITTEN OBJECTION AND REQUEST FOR A HEARING WITHIN
SIXTY (60) DAYS FROM THE DATE OF THIS NOTICE. IF YOU FILE A TIMELY OBJECTION, THE
LIQUIDATOR’S STAFF WILL CONTACT YOU. IF THE WRITTEN OBJECTION IS NOT FILED
WITH THE LIQUIDATOR WITHIN THE SIXTY (60) DAY PERIOD, THE CLASSIFICATION ON
THIS CLAIM WILL BECOME FINAL AND WILL NOT BE SUBJECT TO FURTHER REVIEW,

Written objections must be filed at the following address:

Superintendent of Insurance of the State of New York
as Liquidator of Midland Insurance Company

123 William Street

New York, New York 10038-3889

Attention:  Judicial Operations

If you have any questions concerning this Notice, you may contact Davies Burton at (212) 341-6814,
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IN THE MATTER OF THE LIQUIDATION GF
MIDLAND INSURANCE COMPANY
Supreme Court of the State of New York

County of New York
Index No.: 41294/86

NOTICE \

A
The Superintendent of Insurance of the State ¢f New York as Liquidator (the
“Liquidator”) of Midiand Insurance Company (“Midland”) hereby gives you notice that,
pursuant to Article 74 of the New York Insurance Law, he.has presented the Supreme
Court of the State of New York a petition for approval {the“‘Petition”) of his report (the
“Report") setting forth the status of the Midland liquidation proceeding and requesting
izeua ¢z of an arder annroving the Renort and the transactions set forth therein inciuding

P
P00 wm LY W
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Based on the Order to Show Cause dated , 2005, a
hearing is scheduled on the Petition on . , 200 at 9:30 A M. before the
Supreme Court of the State of New York, County of New York at the Courthouse, IAS
Part __,Room __, 60 Cenire Steet, New Yoik, New York. If you wish to object to
the Petition, you must serve a written statement seiting forth your objectioins and all
supporting documentation upon the Liquidator, at least fifteen (15) business days prior to
the hearing. Service on the Liquidator shall be made by first class mail at the following
address:

Superintendent of Insurance of the State of New York
as Liquidator of Midland Insurance Company

123 William Street

New York, N.Y. 10038-3885

Attn: Judicial Operations

The Petition and Report are available for inspection at the above address. The
Report is discussed below. In the event of any discrepancy between the summary herein
and the documents, the documents control.

The Report

By order entered April 3, 1986, Midland was placed into liquidation and the then
Superintendent of Insurance and his successors in office were appointed as Liquidator.
Pursuant to New York Insurance Law and the Liquidation Order, the Liquidator was



charged with responsibility, among other things, to marshal Midland's assets and
adjudicate claims consistent with Article 74 of the Insurance Law. The Liquidator
discusses in the Report his progress in liquidating Midland.

In addition, the Liquidator is submitting a proposal to pay a distribution to Class 2
creditors with allowed claims pursuant to Article 74 of the New York Insurance Law o

the extent sufficient assets are available.

In the Report, the Liquidator discusses the implication of Chapter 33 of the
Session Laws of the State of New York as it deals with Midland. This law applies an
order of distribution of ctaims scheme that, with limited exception, was not applied to
Midland prior to the enactment of Chapter 33 in 2005. Chapter 33 %ets forth classes of
creditors 1 through 9. Because there are now various classes of creditors who will be
subordinated to another class of creditors, the Liquidator has nofified those allowed
creditors who have been subordinated because of the change in the law.

The Liquidator is seeking approval of his Report on the status o{“ the liquidation of
Midland, the transactions described in that Report, and approval of the proposal for the
authorization for the Liquidator to make a distribution of assets to Class two creditors in
amcnrd with the reaniremante of Section 7434 of the New York Insurance [.aw that the

Liquidator deems reasonable based on sufficient asszts being made available.

Requests for further information should be directed to Davies Burton at the New
York Liquidation Bureau, Creditor Ancillary Operations at (212) 341-6814.

HOWARD MILLS
Superintendent of Insurance of the

State of New York as Liquidator of
Midland Insurance Company

L2371 Notice SRH 9-29-05 Iv
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Midland Insurance Company
In Liquidation
Statement of Net Assets

31-Aug-035 03-Apr-86
Unrestricted Assets:
Cash-Unrestricted 4 5,057,251 Ly 8,263,344
Short-Term I[nvestments 130,889,608
Bonds, Preferred Stacks, and Common Stocks £9.689,936 1,307,629
[nvestment in Subsidiary \ 8,841,704
Other Invested Assets - 23,553,525
Remsurance Recoverables on Paid Losses and LAE 213,717,609 48,q83,930
Less: Allowance for Uncoliectible Reinsurance Recoverables (111.442395)
Net Reinsurance Recoverable on Paid Losses and LAE 102,275,214 - 48,583,910
\ /
.sinsurance Recoverables on Unpaid Losses and Unpaid LAE 1.995,672,917 176,546,393
Levs, Allvwaees for Uavallzotitls Belnsiranss Recoverabioe {1,157 520 440
Net Reinsurance Recoverabls on Unpaid 108523 anad Unpaid LAE 4338904900 170,345,343
Drommiums Due and Acorucd From Agans and Policyhoiders 2717825
Receivable from Alfiliales 3,717 1,872,261
Accrued [pvestment fncome 2,266,471 457.838
Furniture, Fixtures and Equipment " 879,935
Other Assets - Nole Receivable New York Workers Compensation Fund 3,015,676
Total Unrestricted Assets 1,171,293 .392 292,024,893
Restricled Assets:
Restricted - Statutory Deposits in This or Other States 7,817,812 12,975,246
Restricted - Funds held by or deposiled with Reinsured Companies
Restricted - Other 3,045,730
Total Restricted Assets 10,861,542 12,975,246

Net Assets Not Categorized 2,416,620
Total Assets F 1,182,156,933 ' ¥ 307,416,759



Midland Insurance Company
In Liquidation
Statement of Net Liabilities

Jl-Aue-035 03-Apr-86
Class | - Administrative Claims - Receiver [ 6,149,943 $
Class I - Claims and related costs;
Guaranty Fund Claims:
Allowed Claims:
Loss Claims 3 147,330,398 3
Loss Adjustment Expenses (LAE) ™ 104,274,273
Uneamed and Advance Premium Claims A 1,827,704
Total Allowed Claims . 453,432,375
Less Advance Dividend q (10,994,554)
Total Allowed Claims 442,437 821
Non-Allowed Claims . /
Administrative Claims Expenses . ' 10,353,756
Lass Claim Reservas 36,018,848
Loss Adjusiment Expense Reserves (LAL) 15,038,500
Lineamed and Advanse framom Lidints £i,38Y¢
Total MNon-Allowed Claling 100420 417
Tatal Guaramy an T EEIUR T T
Palicyholder Claims: ]
Allowed Claims: -
Loss Claims 94,400,427 173,257,926
Loss Adjustment Expenses ([LAE) 10,048,957
Uneamed and Advance Premium Claims - 792,014 12,363,537
Total Allowed Claims ' 95,192,441 295,710,420
Non-Allowed Claims
Loss Claig: Reserves 1,531,116,457
Total Policyhoider Claims 1,626,308,898 295,710,420
IBNR 605,000,000
Total Class If Claims 2,783,180,136 295,710,420
Class [If - Federal Government Claims
Class IV - Employee Claims
Class V - State and Local Government Claims 8,878,435
Class VI - General Creditors:
General Unsecured Creditor Claims {Other than Reinsurance Related) 3,232,627
Reinsurance Related Unsecured Claims : 140,337,684 55,528,941
Total Class VI Claims 143,570,3 L1 55,528,941
Class VII - Late Filed Claims 170,131,078
Class X - Shareholder Claims
Other Liabilities 8,280 3,342,680
Total Liabitities 3,111,918,183 354,582,041

Total Deficit 5 {1,929,761,250) $ (47,165,282}
ey e



iidland Insurance Company
In Liquidation
Staternent of Changes in Cash and Invesiments
For the Pertod April 3 1986 (date of Liquidation) to August 31, 2005

Operating Receipis:
Premium Receipts
Settlements
Reinsurance Recoveries
Salvage and Subrogaiion Recovenes
Recovery of Taxﬂs Previously Paid
Total Operational Receipt
[nvestment Receipls;
Interest and Dividends Received
Total Cash Receipts
Operating Disbursemgn\ts:
Employcs Sslaries, Payroll Taxes, and Emplayee Qenefits
Rent, Gifice and Other Fucility Exoenses
Legal Foes and Exponse
Reinsurancs Cohauiting, ACSOuining and Avibanal
SGA - Administrarion Expenses Cther than LAE
Reimbursement from NY Securily Funds
Total Operational Disbursement
Invastrnent Dishursements:
Loan to WC secunity fund
Total Cash Disbursements
Net Increase (Decrease) in Cash
Cash at Beginning of Period
Cash at End of Period

o

9,302,691
19,895
184,533,698
9,967,470

1,830,354
205,854,108

101,656,029
307,510,137

57,853,076
147310328

3,291,281
EOAL At

9,984,630

(14,578,090}
88,428,589

3,015,676

91,444,265

216,065,872
9,570,973

225,636,845 _



EXHIBIT 4



MIDLAND INSURANCE CONMPANY

NOTES TO COMPARATIVE STATEMENT OF NET ASSETS AND LIABILITIES
AT AUGUST 31, 2005 AND APRIL 3, 1986
AND STATEMENT OF CHANGES IN CASH AND INVESTMENTS FROM APRIL 3, 1986 (DATE OF
LIQUIDATION) THROUGH AUGUST 31, 2005

General:

During 2004 and 2005, the Company has been engaged in a detailed review of its assets and liabilities,
including rensurance recoverables and claim reserves. This review process is incomplete at August 3t, 2005,
The financial statements presented represent the Company's best estimates based on information available at
August 31, 2005. However, amounts are likely to change as a result of further review.

This report utilizes reporting guidelines for Receiverships established by the National Association of
Insurance Commissiondrs ('NAIC”), which does not address valuation methods. The values utilized may vary

significantly from Statutory Accounting Principles.

The information contained in this report is prepared by the liquidator from information available to or
known by the liquidator as of the date of the report. The liquidator makes no warranty as to the accuracy of the
information, opinions or evaluations contained in this report and expressly disclaims any liability arising from the
statements of fact, evaluation or opinion contained in this report.

Y 5]

Liguidaiion Dute Dulunes,

The balances nracentad in the accampanying financial statements as af April 1 1086 have nreviayshe
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discussed above.

Cash and cash equivalents:

Cash and cash equivalents includes all amounts held in demand depesit and ovemight investment
accounts in the name of, or on behalf of, the Company.

—

Short-term investmenis:

Short-term investments includes all securities which have maturity dates less than one year.

Bonds:

The Company invests in U.S. Govermnment or Agency securities. Bonds are stated at market value as of
August 31, 2005.

Other Assets:

In accordance with the provisions of Section 1 of Chapter 33 of the Laws of New York of 2005 (the
“Provisions”), on June 29, 2005 the Company loaned approximately $2.1 million to the New York Workers
Compensation Security Fund (the “WC Fund”). Additiona! loans totaling approximately $.9 million were made
in July, 2005. The Company is obligated to advance up to an additional approximately $9 million over the next
nine months. The amount represents the Company’s pro-rata share, based on amounts due to the WC Fund, of a
total of up to $70 million to be loaned by the Company and certain other New York domiciled insurers in
liquidation pursuant to the Provisions and the related finding of need by the Superintendent of Insurance.
Principal repayments on the loan are to be equal to 25% of the assessments received by the WC Fund until such



MIDLAND INSURANCE COMPANY

NOTES TO COMPARATIVE STATEMENT OF NET ASSETS AND LIABILITIES
AT AUGUST 31, 2005 AND APRIL 3, 1986
AND STATEMENT OF CHANGES IN CASH AND INVESTMENTS FROM APRIL 3, 1986 (DATE OF
LIQUIDATION) THROUGH AUGUST 31, 2005

time as the loan is repaid. Such amounts which will be applicable to the Company's loan are estimated to be
approximately $1.6 million per year. The loan bears simple interest at 5% in excess of the prime rate on the last
day of the month preceding the first advance under the Provisions (the “Adjustment Date™). Based on this
provision, interest for the year ended May 31, 2006 is 6.5%. The interest rate 15 adjusted annually on the
anniversary of the Adjustment Date. Principal and interest are payable quarterly.

Classification of Liabilities:

N

Pursuant to changes in the New York Insurance Law enacted in 2005, any future distritilutions from the
Company must be made pursuant to the priorities outlined in Section 7434 of the Insurance Law. Claim amounts
have been presented by priotity class in the August 31, 2005 financial statements. Data does nofexist to classify
April 3, 1986 amounts, and all reserves as of that date have been reported as Class 2.

Claim Reserves and Related Reinsurance Recoverables: y

Remsurance Recoverables on Faid and Unpaid Losses:

The Company utilized reinsurance agreements to reduce ifs exposure o iarge ciaims and cataswonhic 10ss
ccourrences. These agreementy nrovided for recovery from reinsicars of a portion of 1osses and loss cupenscs
undsr certain cicwnsances withow relieviay ine msucer of i oblhgation w the policyhadar o ths eveni
reinsurers are unable {o meet their cbligations under these reinsurance agreements or are able to successfully
challenge losses ceded by the Company under the reinsurance contracts, the Company will not be able to realize
the full value of the reinsurance recoverable balance. The Company establishes reserves .for uncollectible
balances based on management's assessment of the coliectivility of the outstanding balances. While management
believes that adequate provision has been made for the Company’s uncollectible balances, actual uncollectible
amounts may vary materially from the reserved amounts, impacting the ultimate recovery of assets available for
distribution to beneficiaries of the estate. Evaluation of reinsurance recoverables on paid and unpaid losses is a
component of the Company's continuing review process. The process of review and evaluation of ultimate
reinsurance recoveries is continuing. Completion of the review is likely to further change the amounts presented

in the comparative balance sheets.

Guaranty Fund Liabilities

Guaranty fund labilities, relating to paid losses, paid LAE, paid ULAE, loss reserves, LAE reserves and
ULAE reserves are based on quarterly reports obtained from the respective Guaranty funds. The reports are
reviewed by the Company for any possible adjustments and compiled for reporting purposes. The Company has
not compieted its review of the information submitted by the Guaranty Associations, and certain amounts have
not been approved by the Liquidation Court. As a result, Guaranty Fund liabilities will likely change upon

completion of the review process,
Claim reserves

During 2004, the Company identified approximately 175 Major Policyholders ("MPHs") and reviewed
the related claims and policy limits to establish adequate reserves on the policies held by these policyholders. The
majority of the Company's current exposure 15 represented by these MPHs. Case law with regard to
environmental and asbestos claims continues to develop over me. Until such time as coverage issues are more



MIDLAND INSURANCE COMPANY

NOTES TO COMPARATIVE STATEMENT OF NET ASSETS AND LIABILITIES
AT AUGUST 31, 2005 AND APRIL 3, 1986
AND STATEMENT OF CHANGES IN CASH AND INVESTMENTS FROM APRIL 3, 1986 (DATE OF
LIQUIDATION) THROUGH AUGUST 31, 2005

definitively and consistently resolved by the courts, determination of resecves and ultimate claim habilities as well
as related reinsurance recoverables could be materially impacted by existing or future court opinions.

Incurred But Not Reported Liabilities (“IBNR'™

During 2004 and 2005 the Company retained an actuarial firm to develop the estimated [BNR. The results
of the study estimated IBNR at $605,000,000. Further refinement of the actuarial study s currently in process. A
matenal change to reserves is possible upon completionof this study.

Assumed Reinsurance:

Reserving for assumed reinsurance requires evalualing loss information received from ceding insurance
companies. The Company is currently evaluating the information received from ceding companies to determine
appropriate reserve levels. The results of this review could have a material impact on the amount of assumed
reinsurance liabilities recorded on the books of the chr}lpany. In many cases, the Company both ceded and
assumed reinsurance from the same insurers. Such ceding and assuming reinsurers have alleged a right of offset

At amannmto dus Fram thas Cammanyy indar asayiead ToimgnrATAa Anmbrants Aaaimet amamgiats acad Fha Macieness

under ceded reinsurance contracts. At August 31, 2005, the Company’s liability for assumed reinsurance includes
i exeess of 3100 winllivic which might possibly be subject o offset by the reinsurer. If all of these assumed
liabilities are allowed and the offsets are valid, this will have the effect of reducing reinsurance recoveries by as
much as $100 miilion. The Class 6 liabilities witl not be affected by the offset, but these certain Class 6 creditors
will, in effect, be given a preference over other Class 6 creditors, as they will receive a dollar-for-dollar credit off
monies they owe the Company. The valid Class 6 claims would still be allowed and billed to retrocessionaires.

Late Filed Claims:

The Company has included on its balance shezt $170.1 million in claims which were received after the
final filing date. This amount has been recorded based upon the total amount claimed, and the Company has not
yet made any effort to evaluate or challenge these claims. Under the classification of claims statute noted above,
these claims are categorized as Class 7. It is highly unlikely that any amount will ever be paid to Class 7

creditors.
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SUPREME COURT OF THE STATE OF NEW YORK
AOUNTY OF NEW YORK
‘ Index No: 41294/1986

In the Matter of the Liquidation of
DECLARATION OF ROBERT CARUSO

| MIDLAND INSURANCE COMPANTY | INSUPPORT OF THE REPORT ON

ANE S IALUD UP ire LildUibATIUN
OF MIDLAND INSURANCE
COMPANY AND A PROPOSAT FOR
THE DISTR{IBUTION OF ASSETS TO

: CLASS TWO CREDITORS PURSUANT
~ TO INSURANCE LAW SECTION 7434

I, Robert Caruso declare as follows:

1. I am the Executive Director — Finance for the New York Liquidation
Bureau (the “Bureau”). The financial records of Midland Insurance Company (‘‘Midland”™)
are maintained by personnel under my supervision. I submit this declaration in support of
the Report on the Status of the Liquidation of Midland Insurance Company and a Proposal
for the Distribution of Assets to Class Two Creditors Pursuant to Insurance Law Section
7434 (the “Report”). I have personal knowledge of the matters set forth herein (except as to
any matters stated on information and belief, and as to such matters, I am informed and

believe they are true) and could and would competently testify to the truth thereof, if
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necessary. [ have reviewed the Report, and except as otherwise expressly stated herein,
capitalized words or terms used herein have the meanings ascribed to them in the Report.

2. On April 3, 1986 (the “Liquidation Date”), a Liquidation Order was entered
relative to Midland. Based on the records of the Midland as maintained by the Bureau, at
the Liquidation Date Midland’s books and records showed total assets of $307,416,759 and
total liabilities of $354,582,041 making it insolvent in the amount of $47,165,282. Based on
information and belief, these amounts have previously been filed with the Court in February
2001. Following is a summary of the major assets and liabilities of Midland as reflected in
the books and records of Midiand maintained by the Bureau as of the Liquidation Date.

3. Asof April 3, 1986, Midland had cash and invested assets in the total
amount of $9,570,973. The bulk of Midland’s reported assets consisted of reinsurance

recoverables in the amount of $225,130,828. In addition, Midland had recorded receivables
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amount of §2,228,525 represented the balance due to Midiand from the sale of a subsidiary,
the Guarantee Security Life Insurance Company. Originally, installment payments were due
over a period of years, but the Liquidator and the purchaser of the former subsidiary agreed
to an immediate settlement of $2,228,525, which was collected by the Liquidator in

November 1986.

4. The balance of Midland’s assets consisted of (1) premiums in the course of
collection in the amount of $21,717,829, (2) furniture and fixtures valued at approximately
$£879,935, (3) miscellaﬁeous assets of $2,416,620, which included taxes, licenses and fees
receivable, and prepaid expenses and (4) accrued investment income of $457,838.

Additionally, Midland had statutory deposits of $12,975,246.
5. Midland also reported equity in its subsidiary, Midland Property & Casualty

Co. ("MIDPAC?”), of $8,841,704 at the Liquidation Date, and had a receivable in the amount
of $1,872,261 from the Ashford Holding Corporation (the parent company) because of an

2.
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inter-company tax sharing agreement. Based on information and belief, the amount of
$1,830,354 was paid to Midland and the remaining balance was written off.

6.  Midland's records reflected a gross hiability for unpaid claims and claim
adjustment expenses as of Apnl 3, 1986 of $283,346,883. Uneamed premium liability was
reported to be $12,363,537. Total reinsurance liabilitics were reported to be $55,528,941.
The balance of Midland’s recorded labilities consisted of operating expenses and

miscellaneous liabilities in the amount of $3,342,680 bninging total liabilities reflected in

Midland’s records to $354,582,041.

7. Midland’s Comparative Statement of Net Assets and Liabilities (“Balance
Sheet™) as of August 31, 2005 and April 3, 1986 and Statement of Changes in Cash and
Investments From April 3, 1986 (Liquidation) Through August 31, 2005 (the Statement of

Cash Receipts and Disbursements) are annexed to the Motion as Exhibit 2. These
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8.  Asof August 31, 2005, the Liquidator has cash and invested asscts of

Midland in the total amount of $225,636,845.

9.  Following is a summary of the cash receipts and disbursements of Midland
as reflected in the Statement of Cash Receipts and Disbursements. Through August 31,
2005, the Liquidator had earned $101,656,02% on Midland’s invested assets. Midland's
assets are invested in government and political subdivision bonds and Treasury Bills. Since
the liquidation date, the Liquidator has recovered reinsurance in the amount of

$184,533,698, received premiums of §9,502,691 and salvage and subrogation recovenes of

$9,967,470.
10. The Liquidator recovered §1,830,354 from Ashford Holding Corp. pursuant

toa 1979 Tax Allocation Agreement, and has made miscellaneous recoveries of $19,895 As
of August 31, 2005, $7,817,812 in statutory deposits continue to be administered by

ancillary receivers in other states and Canada.
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11.  After the liquidation of Midland, Midiand’s New York subsidiary MIDPAC
was placed into voluntary liquidation. The Liquidator has reviewed the value of Midland’s
asset in MIDPAC and determined that it currently has no value. On information and belief,

the Liquidator has also reviewed the value of Midland’s defunct Bermuda subsidiary, Mid

Re, and determined that it has no value.

12. The Liquidator has incurred administrative expenses in the amount of

$88,428,589 from April 3, 1986 through August 31, 20Q5. The expenses consist of salaries

~ and related costs for the Liquidator’s staff in the total amount of $57,853,076; rent in the

amount of $14,739,325; and overhead expenses for sucl items as insurance, office
equipment and supplies, postage and telephone, printing, stationery, and other miscellaneous

items totaling $9,084,630. A

13. The Liguidator has paid the total amount of $3,291,281 (o counsel retained

(O TSPTRSETL AR T VATIOUS (Bgdl aUlivus (U vullout daauis, uivitduig Hided wiiil g WS

' . . . P y o v, ; : L v . ]
1 thmn o e len amm oanA T]lT 12C LT ta amvmeniiianic ASANIITSNA FA AYARDITATA 1AI1TS N
- i P S5 S 01 65 44 e S e R 2210, 2

St P RS-t v
it v lain Wa cwlieada Jdliv e Sade P

r

reinsurance, develop and implement systems, assist in collection litigation and to provide

actuarial, accounting and audit reports.

14, Pursuant to the directive of the Superintendent, the Liquidator has loaned
$3,015,676 to the W/C Fund out of the assets of Midland and interest in the amount of

$29,206 is due to Midland as of August 31, 2005.
15. The expenses and other disbursements set forth above total $106,022,355.

However, $14,578,090 relates to expenses that have been reimbursed by the
Property/Casualty and WC Funds. After offsetting these Funds’ expense payments, the cash

disbursements of the estate total $91,444,265.
16.  As noted on the Balance Sheet attached as Exhibit 2 to the Motion, as of

August 31, 2005 Midland had total assets in the amount of $1,182,156,933 and total

liabilities in the amount of $3,111,918,183, leaving Midland insolvent in the amount of

$1,929,761,250.
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17.  Midland’s distributable assets consist of its cash and invested assets
($225,636,8453) less a reserve for administrative expenses ($60,000,000), for a net amount of
$165,636,845. In addition to the amount of cash and investad assets held as of August 31,
2005, the Balance Sheet reflects anticipated fufure reinsurance collections in the amount of

$940,365,682. Midland’s total class 2 habilities reflected in the Balance Sheet were
$2,783,180,136.

N
\
[ dectare that the above statements are true under penalty of perjury under the

laws of the Statg of New York. Executed this __ day of October, 2005, at New York, New
York.

I}..{ fﬁXLr Kr’?/

Robert Laruso

-




INDEX NO.: 41294/ Year 1986

A \S_I_._JPREME COURT OF THE STATE OF NEW YORK COUNTY OF NEW YORK

In the Mater of
The Liquidation of

MIDLAND INSURANCE COMPANY

ORDER TO SHOW CAU§E, PETITION AND STATUS REPORT ~
AND DIVIDEND \\DISTRIBU’I’ION PROPOSAL Y

_.__......-__-..---_‘-..-..—..-.-.---------.-.--..._-_. .................................................................

VINCENT J. TABONE : q
Special Counsel To the Liquidator

Ofﬁcé and Posi Ofi;tce Address. Telephone
¢fo New York Liquidation Bureau
123 William Street
New Yorl, NY 10038-3889
(212) 341-6612

A rye . B I ]
ATTOBRNL  LInLaya-s o
Trs undersigned. an altomey admitted to prastice in the cours af Maw Yark stace, cerniios shan, wpi (REITET

m3in the abewe referenced decumant(s) are not frivalous.

‘IJC‘IE,'.. and raatonaiie nquiry, e [Mvihiiel
Y.
4

VINCENT J. TABYINE, ESQ-

———— .--—-.-v—------—_..---..----_-------_-—_------..— .....................................................

s JNOTICE OF ENTRY ) _
PLEASE TAKE NOTICE that the annexed order is a copy of an order duly entered in the above entitied action and
20

Dated: New Yok, Mow Yerk

Oohbie 1¥ 2005

filed in the office of the Clerk of the County of on
f1 NOTICE OF SETTLEMENT
PLEASE TAKE NOTICE that the annexed proposed order will be presented to fustice : at an
[AS Term, Part . of this court to be held at the courthouse th ereof, located at ‘
on the day of ,20 ,at9:30 A.M. that day, for settiement and signature.
"Dated:
C Yours, etc.
Vincent J. Tabone, Esq.

Special Counsel to the Liquidator

Attorney for the

Office and Post Qffice Address, Telephone
123 William Street

New York, NY 10038-3389
(212) 341-6611

To

Attorney(s) for
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