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Insurance Commissioner of the State of California, in his capacity as Liquidator
(Liquidator) of Fremont Indemnity Company (“Fremont”), hereby submits the following
Fourteenth Annual Status Conference Report for the period January 1, 2017 through March 31,
2018 (*2017 Annual Report™),!

INTRODUCTION

The Liquidator through his Conservation and Liquidation Office (the “CLO™) continues to
manage and advance the final phase of liquidation of an insurance company with billions of
dollars of policyholder liability. This report provides an update on the current status of the
Fremont liquidation estate as well as immediate efforts to prepare the estate for a final distribution
in the months ahead.

All of the Liquidator’s operations associated with Fremont’s liquidation are overseen by
the CLO. As of March 31, 2018, Fremont had approximately $81.6 million in balance sheet
assets, including cash, investments, statutory deposits and reinsurance recoverable. Asof March
31, 2018, Fremont’s liabilities are now estimated at $1.740 billion, including approximately
$1.519 billion in Class 2 policyholder liabilities.

In 2017, the Liquidator continued to advance his overall closing plan by concluding the
collection of the estate’s remaining reinsurance recoveries. In conjunction with this court’s May
2017 order setting deadlines for liquidation of claims, the Liquidator has completed the final
determination of the estate’s policy liability and continues to wind down or shut all non-essential
administration, Given the progress made in the last year towards closure of the reinsurance unit
and final determination of the estates claim liability, the Liquidator intends to seek this court’s
authority to make a final distribution of its assets in 2019 after final asset collections and
distribution preparations are completed.

This report will provide the court with the progress made on the Fremont estate since the

last report and current efforts to position the estate for final distribution and closure.

I'In the 2017 report, the Liquidator is including the most recent financial data up to March
31, 2018.
1
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ADMINISTRATION OF LIQUIDATION ESTATE

The Liquidator handles the administrative functions in the following three categories:
(1) Policy Administration (the process of performing and enforcing general contractual rights
under an insurance policy); (2) Claims Administration (the administration and adjustment of
proofs of claim filed against Fremont); and (3) Company Administration (the remaining general
corporate functions that are required to complete the liquidation, including information
technology, final asset recoveries, reinsurance collections, and financial reporting/accounting and
investment management),

A, Policy Administration

Policy administration currently involves maintenance of the estate’s electronic policy
database and periodically reviewing coverage information for the insurance guaranty associations
(“IGAs™) as well as fqr addressing proof of claim coverage issues against the Fremont estate.
CLO staff will continue to provide these services to the IGAs, albeit on a reduced basis and as
long as the necessary resources are warranted. As expected the estate experienced an increase
workload in certain areas of policy administration during 2017 as the estate worked to determine
and finalize the IGA and other Class 2 liability.

B. Claims Administration

The CLO claim staff has completed all of the work necessary in reviewing and approving
claims of injured workers’ under Fremont’s policies which were not handled or statutorily
covered by the [GAs. The Claims Department will continue to provide basic support for the
claims handling activities of IGAs as long as the estate remains open and resources to do so are
warranted. The estate will continue to provide assistance to individual claimants in understanding
the liquidation process throﬁgh the final estate closure.

1. Proof of Claims (“PQCs*) Management

In May 2017 the Fremont Estate obtained this Court’s order in accordance with Insurance
Code section 1025 requiring all undetermined or unliquidated claims to be liquidated by July 28,
2017. Further, the Court’s order approved a deadline of September 29, 2017 for claimants to

submit their claim update forms to Fremont. As of December 31, 2017, the formal notification
‘ 2
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and resulting final claims submission has been completed. Since receipt of the supplemental
claims submissions in late September the Claims staff have essentially determined all IGA claims
(one claim remains in issue) as well as all non-IGA covered and over cap claims. Additionally,
on December 1, 2017, No Assets Letters were sent to the reinsurance claimants advising them the
estate does not have sufficient funds to pay into their class of claim priority, All reinsurance
POCs were closed thereafter.

2, IGA Claims and Distribution

The Claims Department continues to support the IGAs in their claims handling activities,
such as verifying coverage and researching claims history. Further, the department continues to
assist in the preparation and logistics associated with the pending final distribution of funds to the
IGAs pursuant to section 1055.5.

Fremont made Early Access Distributions to IGAs based on claims documentation from
the IGAs through the end of 2014, As the estate noticed when it discontinued Early Access
payments, there was significant adverse reserve development which affected ultimate loss
projections. As a result of continuing development through the final claims reporting date, the
estate finds itself as having advanced money in excess of several states pro rata entitlement. As
all Barly Access distributions were made under a contractual arrangement whereby the estate
“claws-back” the excess of the final pro-rata allocation, the estate now is starting to calculate
claw-back amounts and to bill the IGAs for the return of the excess distribution. Present
projections are that there are 20 states that will be billed approximately $6 million.

3. Non-IGA Covered Claims

The Claims Depariment has now completed the determination of all Class 2 policyholder
liabilities that are not protected or not fully covered by the IGAs. These “uncovered” policy
claims are entitled to ultimately share ratably with all other Class 2 claims. These claims include
workers’ compensation claims payable under the United States Longshore & Harbor Workers Act
and claims that are not covered or only partially covered by the IGAs based on exclusions and
coverage limitations found in the IGAs’ controlling statutes. These claims have been handled

directly by the policyholders or their delegates, Many involve long-tail worker’s compensation
3
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claims, and the recent approval of Fremont’s request to set the deadlines for the liquidation of
these claims have allowed them to be finalized.

4, Subrogation

The collection of subrogation receivables is complete.

C. Company Administration

1. Finance — Accounting & Investment Management

The CLO Accounting Department is responsible for recording and reporting all financial
aspects of the Fremont estate and maintains the estate’s general ledgers inherited from Fremont at
the time of liquidation in 2003, The staff evaluated historical ledgers and records of Fremont and
its subsidiaries and has converted them to a liquidation basis of accounting. The department
produces periodic financial statements, manages estate cash as well as the accounts
payable/receivable functions. It is also responsible to ensure audit compliance and supports the
preparation of tax filings. |

Fremont’s invested assets are managed by third party institutional money managers. The
CFO of the CLO has the responsibility to manage this third party relationship as well as the
accounting department,

2, Reinsurance

a, Summary

Fremont’s traditional monthly routine of billing and collecting reinsurance was completed
and discontinued as of December 31, 2016 with only activities associated with final collections
and commutations/settlements continuing throughout 2017. By year-end 2017 the Fremont estate
has essentially shut down its comprehensive reinsurance unit. The estate continues to hold two
reinsurance annuities it cannot sell or assign.

b. Reinsurance Recoverable

The Reinsurance Department finalized accounts with several reinsurers that have proven difficult
to collect from and/or to commute with in the past due to issues such as offsets, In addition,
future recoveries that were deemed collectible were sold to Amberley Alternative Assets Limited

for $300,000. The assignment agreement was previously submitted to and approved by this
4
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Court. As of December 31, 2017, the amount of reinsurance recoverables remainiﬁg to be
collected in the future is approximately $685,000 paid annually (escalating at 3% per annum)
from two reinsurance annuities (Wilco Life, fka Conseco Life, and First Colony Life).
Contractually, the First Colony Life annuity may not be sold, transferred, commuted or assigned,
The Wilco Life annuity was based upon the life expectancy of the widows of two deceased
workers. A reasonable price could not be established or obtained in the open market as insurance
guarantee associations are involved and the CLO as liquidator does not have the right to obtain
underwriting information on the two widows. Amounts received from reinsurers post-liquidation
totaled $499.9 million.

c. Administration of Fremont’s Reinsurance

As a result of the estate concluding and closing down its routine billing and collections
activity, both full-time reinsurance staff and third party consultant services have been declining
through the 2017 reinsurance closure process. While on-going efforts to collect all remaining
recoveries has required a level of consultancy support it has been on a much reduced basis. The
Fremont estate continues to retain a consultant with extensive historical knowledge of Fremont’s
reinsurance operations, to assist with any issues or specialized work associated with the recent
treaty commutations and sale of treaty balances (recoveries), The Fremont estate also continues
to retain access to the services of a reputable actuarial service on an as needed basis.

d. Reinsurance Processing

Ceded Contracts: Completed.

Assumed Contracts: On December 1, 2017, No Assets Letters were sent to the

reinsurance claimants advising them the estate does not have sufficient funds to pay into their
class of claim priority. All reinsurance POCs were closed thereafter.

c. Reinsurance Disputes

There are no active disputes with reinsurers and none are expected.

f, Reinsurance Collections & Commutations

The Liquidator processed and collected approximately $600,000 during 2017 as the CL.O

reinsurance staff concluded the reinsurance program. The reinsurance department also negotiated
) 5
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$1.7 million in settlements with four remaining reinsurers, a sale of residual reinsurance and a
sale of a reinsurance annuity. Settlement agreements greater than $100,000 were submitted to
this court for approval.

3. Information Technology

The CLO continues to provide IT services for Fremont’s overall administration, The CLO

currently uses the GOLD (Guardian of Liquidated Data) system for retrieval of historical policy

and claim information required for the continued support of Fremont’s run-off. Although most

operations are significantly winding down as estate closure approaches, the estate was still highly
dependent in 2017 on certain infrastructure and technical support to position the estate for a final
distribution in early 2019,

D. Annual Financial Statement as of March 31, 2018

Fremont’s financial statement for the period ending March 31, 2018 is attached as Exhibit

Fremont has total assets of approximately $81.6 million consisting primarily of $74.8
million in cash and investments and $5 million in statutory deposits and final reinsurancc
recoverables as well as approximately $1.3 million in residual cash assets associated with a
wholly owned affiliate entity in conservation. Fremont has in excess of $1.6 billion in
policyholder claims. Accordingly, Fremont’s assets will be sufficient to pay only secured claims,
administrative expenses and a portion of the Class 2 policyholder claims with no funds available
for general unsecured creditors.

LEGAL MATTERS
A. Matters Rcsolved in 2016

On June 26, 2017, the Court approved administrative and professional fees and expenses
incurred by the Fremont estate from January [, 2016 through December 31, 2016 .in the amount
of $2,446,536, including $2,362,449 for administrative and operating expenses pursuant to
section 1035, and $84,087 for legal fees and expenses pursuant to section 1036.

Further the Court approved reinsurance commutations with Cigna Reinsurance

Corporation and Insurance Company of North America as well as the assignment of reinsurance
6
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950 Fremont Indemnity Co
STATEMENT OF ASSETS AND LIABILITIES
As of March 31, 2018

ASSETS
Participation in pooled investments, at market
Accrued Investment income
Statutory deposits held by other states
Recoverable from reinsurers
Receivable from affiliates
Deposits and cther assets
Total Available Assets

LIABILITIES

Secured claims

Accrued administrative expenses

Claims against policies, including guaranty
associations, before distributions

Early access and other Class 2 distributions

California and Federal claims having
preference

All other claims

Total Estimated Liabilities

NET ASSETS (DEFICIENCY)

Dec 31 Mar 31

2017 2018
75,101,600 74,873,600
266,900 281,600
2,577,000 2,540,000
2,504,100 2,504,100
1,360,000 1,360,000
67,200 67,200
81,876,800 81,626,500
38,500 39,500
3,000 3,000

2,673,590,000
(1,022,929,100)

62,000
220,970,700

2,542,698,900
{1,022,929,100)

62,900
220,932,800

1,871,737,000

1,740,807,800

(1,789,860,200)

(1,659,181,300)




gs0 950 Fremont Indemnity Co
STATEMENT OF ASSETS AND LIABILITIES
As of March 31, 2018

ASSETS detail
Cash and Investments
12001  Participation in Pooled Investment
Cash and Investments

13015 Accrued Int & Div Receivable
12012 Statutory Deposits

Reinsurance Receivable
13002  Rein Recover-Unpaid Losses
Reinsurance Receivable

Receivable from Affiliates
13012 Receivable from Affiliates
Receivabie from Affiliates Net of Allowance

Other Assets
17003 Other Assets
Other Assets

Total Available Assets

LIABILITIES detail
Secured Claims
21005  Ofher Secured Liabilities
Secured Claims

Class 1: Payables and Accrued Expenses
22005 Other General Liability
25001 Due Te/From Intercompany Acct
Class 1 Liabilities

Class 2: Losses, Reserves and non-IGA Claims
28001 Loss & ALAE Reserve
28008  Liability Due fo GAs
20001  Other Class 2 Payable
20091 Other Class 2 Payable-GOLD
Class 2 Liabilities before Distributions

Early Access and Other Class 2 Distributions
28007 Advances to Guaranty Asscciations
28097 Advances to Guaranty Associations-GOLD
Early access and other Class 2 distributions

Class 3, 5 & 6: Calif and Federal claims
27093 Premium Tax Payable-GOLD
Class 3, 5 & 6 Liabilities

Class 7; All Other Claims
ac005  Reinsurance Payable
3goo7  Contingent Commission
sooss  Other Class 7 Liabilities-GOLD
31001  Funds Held for Others
Class 7 Liabilities

Total Estimated Lijabilities

NET ASSETS (DEFICIENCY)

Dec 31 Mar 31

2017 2018
75,101,560 74,873,617
75,101,560 74,873,617
266,946 281,629
2,577,027 2,539,067
2,504,096 2,504,006
7,504,096 2,504,006
1,359,991 1,359,091
1,359,991 1,350,991
67,176 87,176
67,176 67,176

81,876,795 81,626,476

39,454 39,454
39,454 39,454
3,027 3,027
2 2
3,028 3,028
774,424,561 625,774,857
1,860,608,850 1,885,916,805
10,000,000 10,000,000
28,558,624 24,007 281
2,673,590,034 2,542.698,042

(868,121,634)
(154,807 514)

(868,121,634)
(154 ,807,514)

(1,022,929, 148)

(1,022,929,148)

62,853 62,853
62,853 62,853
201,692,918 201,592,918
170,752 170,752
19,074,571 19,074,571
32,456 (5,620)
220,970,696 230,932,620

1,871,736,917

1,740,807,749

{1,769,860,122)

{1,659,181,274)
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