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Insurance Commissioner of the State of California, in hié cépacity as Liquidator
(“Liquidator”) of Fremont Indemnity Compény (‘.‘Fremont”) hereby submits the jfol.lowi:ng Tenth
Annual Status Conference Report for the period January 1, 2013 through December 3 1,2013 |
(“2013 Annual Report”), |

INTRODUCTION _

The Liq.uidator through his Cohservation and Liquidation Office (the “CLO”) continues to
manage the numerous aspects of the liquidation of an insurance company with billions of dollars
of policyholder liability. This report provides a comprehensive update on the current status of the
Fremont liquidation estate.

Currently, all of the Liquidatorss operations associated with Fremont’s liquidation are
overseen by the CLO. As of December 31, 2013, Fremont had approximately $141 million in
balance sheet assets, including cash, investments, statutory depdsits and reinsurance recoverable;
As of December 31, 20‘1‘3, Fremont’s .liabiliﬁes are now estimated at $2.41‘ biliion, including
approximately $2.08 billion in Class 2 policyholder liabilities.

In 2013, the Liquidator continued to bill and to collect reinsufance, to administer claims,
and to wind down administrative operations. The Liquidator continues to wrap up the remaining -
affairs of the estate with the intent to reduce the workload and costs of the estate to maximize .
remaihing recoveries for claimants. The estate has addressed the significant operational
challenges in the past year that impacted the on-going pro'cess for billing and collecting a
significant portion of the remaining reiﬁsuranée. Finally, during 2013 the Fremont Estate
successfully cdmpleted a ninth early access distribut’ibn (approxifnately $25.5 million) to the
participating insurance guaraﬁtee ‘associations (“IGAs”). |

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

last report and to obtain any potentially required approvals of estate matters.

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
-1-
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proofs of claim filed against Fremont) ; and (3) Company Administration (the remainingi general

corporate functions that are required to complete the liquidation, including information
technology,' human resources, reinsurance collections, and ﬂnance/aceounting and investment
management). '

A. Policy AdminiStration

Policy administration currently involves maintenance of the policy database and
reviewing coverage information for the IGAs as well as for the proofs of claim that pertain to
coverage issues against the Fremont estate. Minimal resources are required.

B. Claims Administration

| 1. ©  Proof of Claims (“POCs™) Management

The Claims Department had a net reduction of 14 non—determlned POCs durlng 2013
However, net POC claim liabilities rose byl $5.9 million during the year. The i increase is primarily
due to increased reserves on two clairn, one because of a reassessment of coverage and liability
onv a claim originally rejected, and the other because of adverse medical development on a non- .
covered workers compensatlon claim. | |

As of December 31, 2013, there are 297 POCs remaining to be processed and closed,
including ,209 claims related to assumed reinsurance that must remain open to support collection
of reinsnrance, 43 related to IGAs, and 45 related to non—eovered or overcap claims. The estate

continues to receive new claims, primarily latent claims from the non-workers compensation

- property and casualty business and is carrying in excess of $5 million reserve on open claims

}

related to the property and casualty business.

2. IGA Claims and Distribution

In addition to providing continued support of the IGAs’ claims functions, the Liquidator’s”

primary function is to distribute early access funds to the IGAs pursuant to Insurance Code'

section 1035.5.

-On August 26, 2013, the Court approved the ninth early access distribution in the amount

of $25,564,790 to various IGAs; ‘The CLO completed-the distribution on September 4,2013.

! Unless otherw1se noted all statutory references are to the Insurance Code.
2.
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In addition to the release of $3 77'mﬂlion in statutory deposits,- to date the IGAs have
received actual distributioﬁs fotaling approﬁimately $980 million, which funds have been used by
the IGAs to pay Fremont’s covered Class 2'p01icyholder claims pursuant to their respective IGA
statutes. A summary of the historical distributions and the statutory deposits releesed to the IGAs
is.attached hereto as Exhibit A. )

3. Non-IGA Covered Claims |

Certain types of Class 2 policyholder liabilities are not protected or not fully covered by
the IGAs, but are nonetheless entitled to ultimately share ratably with all other Class 2 claims.

These non-IGA covered liabilities include workers’ compensation claims payable under the

United States Longshore & Harbor Workers Act (“USL&H Claims”) 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. The Liquidaftor has approved claims and established

reserves in excess of $23 million on these claims.

a. USL&H Workers’ Claims N

Open claims involving USL&H pelicies that were not eovered by the IGAs were returned
to the policyholder for handling and those claims would then be handled by 'Ehe policyholder’s
third party administrators (“TPA”). As of December 31, 2013, the Liquidator is monitoring -and
has established reserves of roughly $3 million on various open Aggregate POCs fhat involve |
USL&H policyho‘lderbs\with open claims that are ﬁot covered by any of the IGAs. All other POCs
involving USL&H .policyholder.s have been resolved and closed. The Claims Department
continues to obtain periodic rrionitoring reports from the USL&H poli.cyholders with open POCs
since approved 1osse‘s and expenees_are a Class 2 liability of the estate and are subject to —
reinsurance billing. | | )

b. IGA “Net Wdrth” And “Overcap” Claims

AA‘S of December 31, 2013, the Liquidator is periodically monitoring and as a result has
established reserves on 40 open Aggregate POCs that involve Class 2 policy holders that have
potentially non-covered claims due to IGA caps on the amount of payments on a claim (Over-cap

claims) or net worth exelusi,ons which preclude certain high net worth policyholders from
Y - 3 _
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eligibility to have their clairns paid by the IGAs (Net Worth Exception ciaims). Net Worth claims
are handled differently by different states, some states’ IGAs do not nay while other states’ IGAs
actually pay the claim and seek reimbursement from the émployer (Net Worth Subrogation ‘.
claims). The majority of the estate’s Class 2 non-}GA claims remaining open are Net Wnﬂh
subrogation claims.. The Claims Department continuebs to obtain p‘eriddic loss and expenée
reports from the Class 2 Net Worth Exc'eption policyholders with open POCs in order to track
losses and bill reinsurance. Thesé claims are treated akin to IGA POCs in that we will not attempt
to close the claim nntil there is a reasonable projection of an estate closing date. Open net worth
élaims carry in excéss of $11 million in reserves.
- 4, Subrogation

The collection of subrogation receivables is essentinlly complete and is financially ﬂ
insignificant. The Liquidator 1s not devoting resources specifically to ‘cracking the financial
results of sn_bro gation claims. | |

B. Company Administration

‘1.: " Finance — Accounting & Investment Management

[

a. ‘Summary
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 1 in 2003 The staff evaluates and 1nterprets historical ledgers and records of

J

Fremont and its subsidiaries and has converted them to a hquldatlon basis of accounting. The
depanment produces périodic financial statements, manages 'estate cash as well as the accounts
payable/receivable functions. It is also responsiblé to ensure audit compliancé 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 fes'ponsibilify to manége this thn'd party relationship as well as the

accounting department.

-4
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2. ‘Reinsurahce
a. Summary ‘

Reinsurance is Fremont’s second largest balance sheet asset. As a result-of various |
reinsurance commutations.and collection efforts that occurred in 2013, prospeétive gross
reinsurance recoverables, jncluding allowances for uncollectable reinsurance, nc;w total
approximately $40.3 million due from 188 reinsurers, including $36 million due from Fremont’s
twenty largest reinsurers.

A number of the merged en_titig:s that comprise the Fremont estate have reinsurance
prbgrams that are unique to the individual company. In other situations, Fremont;s reinsurance
programs cCOver multgpleAFremont_ entities. Frerriont’s predominant line of business was workers’
oorﬁpenSation.. Given the “long tail” nature of this class of business risk, a significant number of
Fremont’s reinsufance treatieé refnain active.

Having regard for the “long tail” nature of Fremont’s business and the diversity of its
rginsurance program, it is nét surprising thét the overall qualify bf reinsurance security is mixed.
Fremont has non-performing reinsurance programs, emanating principally‘fror‘n older policy(yéérs

and Fremont’s records still reflect amounts due from insolvent companies. Fremont’s reserve for

- potentially uncollectible reinsurance at December 31, 2013 is approiimately $13.5 million.

b. Reinsurance Recoverable

-

A summary of reinsurance recoverable (paid, case, and IBNR (incurred but not reported)
that will ultimately be due from Fremont’s tWenty largest reinsurers is attached hereto as Exhibit
B. Amounts received from reinsurers .post-liquidation total $469.3 million.

C. Administration of Fremont’s Reinsurance

Fremont’s reinsurance operations are handled by the CLO staff in San Francisco. In
2013, one former Fremont reinsurance employee was retained as a consultant to the CLO to
ensure a successful ruﬁ-off of the remaining program. |
' The Fremont estate addressed and largely resolved significant challeriges to recovering
the remaining reinsurance assets due to. the discontinuation of essential reinsurance intermediary

serf/ices historically provided by Guy Carpenter & Company (“Guy Carpenter”). A significant
. . - 5 - ) .
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portion of the Fremont estate’s remaining collectable reinsurance was ori ginally brokered by
Guy Carpenter, who has served over a.period of years as thé integral function of intermediary
between Fremont and its reinsurers. An interfnediary is responsible for billing reinsurers,
pursuing collections, and communicating with reinsurers as to claims, commutations and
contract interpretétion. All these critical processing services we;e provided and paid for és paﬁ
of the original placement of reinsurance. |
Historically, Guy Carpenter was compénsated for its brokerage and intermediary services
thro‘u'gh fhe commissions it earned in placing Fremont’s reinsurance. Thus, it was ecoﬁomically

motivated and compensated to ensure that its relationship with Fremont was successful and

properly managed in accordance With the governing agency agreements. After Fremont was -

placed into liquidation, howex{er, no further reinsurance treaties could be placed and no further
commissions could be earﬁed by Guy Carpenter. Guy Carpenter' continue;d tc\)_ pro{'/ide efficient
support.and ‘ser.v‘ices to the Fremont estate for a number of years post-liquidation. Howéver,
circumstances changed significantly with ré_cent-adve_rse developments in the national and global

reinsurance industry. - Due to severe economic pressures, Guy Carpenter placed Fremont’s

reinsurance program into a “run-off unit” in 2001. In recent years, largely due to continuing

adverse market conditions and the resulting reduction of staff at Guy Carpenter’s Seattle office, -

* the services provided by Guy Carpenter Have steadily declined. As a result of the diminishing

intermediary resources , Guy Carpenter was inconsistently billing Fremont’s reinsurers, did not

“perform the expected level of collections, and failed to timely notify the Fremont estate of

reinsurers’ inquiries and.requests for iriformation.

In light of Guy Carpenter’s inability to provide the necessary intermediary services, the
CLO had no alternative but to develop and implement a plan to work directly with the reinsurers .
and have. the CLO r;:insurance staff perform the neceséé.ry intermediary services. Effective June
1,2012 the CLO and the Fremont estate assumed re_sponsibility for the intermediary work
previously performed by Guy Carpenter’s Seattle Office. While the estate had to incur
unexpected costs, the transition has gone well, the Fremont estate continues working tobfully'

reconcile Fremont’s historical and active reinsurance records and to gain efficiencies through IT
L _ 6 _ .
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enhancements where practical.

d. Reinsurance Processing

Ceded Contracts: Fremont has its own internally developed computer systems for billing

and tracking reinsurance recoverables. (A copy of the summary is. attached hereto as Exhibit C.)

The Fremont estate faces both billing/collectibn as well as commutation obstacles. Due to the
gradual decline of vital intermedia.ry 'services.provided by Guy Carpenter, the CLO has decided to
absorb and manage many of the routine intermediary prOcessés necessary to directly bill the
reinsurers as well as pursue collections directlyi Effective Juhe 1, 2012, the CLO established a .
direct business relationship with all reinsurance participating on Fremont Indemnity ceded treaties

previously serviced by the Guy Carpenter’s Seattle Office.

Assumed Contracts: After considering the infrequent activity and the small amount of
monies billed cofnpared to the costs of continuing to process the Fremont estate’s assumed book
of treaty reinsurance business, the CLO ceased processing treaty ¢1aims as of May 2009. A
handful of accounts continue to be processed for offset purposes. After years of effort to collect
foreign reinsurers’ bélances, largely from the London markets through formal conﬁngency
(contract) arrangements, the Fremont estate through the CLO reinsurance staff have taken
respbnsibility to resolve the London/foreign markets accounts.

e. Reinsurance Disputes

Currently there are no active disputes with reinsurers. The Liquidator will continue to
evaluate and pursue any legal recourse to ensure all contractual services are properly received by
the Fremont estate in accordance with any of its agency relationships, including Guy Carpenter.

f. Reinsurance Collections

The Commissioner collected a total of $2.7 millioﬁ from reinsurance billings during 2013.
The CLO reinsurance staff is direct billing and collecting from approximately 54 reinsurers
previously administered by Guy Carpenter. The balance of active reinsurance treaties will

continue to be billed and collected from reinsurers and brokers in the normal course of business.

-7 -
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g. : Reinsuranee Commutations | : ‘

In 2013, the Commissioner COmmuted with twelve reinsurers: CX Reinsurance Co, TIG
Insurance Company, Range; InsuranceCompany/Fairmont Specialty Insurance Company, SCOR
Reinsurence Company, Clearwater Insurance Cempany (Odyssey Reinsurance), Royal & Sun -
Alliance, American Accident/AUL, Ber_kley Insurance Corhpany, Reliaétar, Munich Re America,
Insco andbRepublic Western. These twelve commutétiens'émozinted to $33.8 million in

collections. Settlement agreements greater than $100,000 were submitted to this court for

1 approval. The Commissioner continues to work towards commuting with Fremont’s largest

reinsurers in 2014,

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. The CLO is
continuing the on-going process of loading into the GOLD System the paid loss information

reported by the IGAs who have the statutory obligation to process and pay Fremont claims. The

CLO also must coordinate and support the loading of the claims data into the reinsurance billing .

database ereated by Tbase to support reinsurance billing and collection.

In the last annual report we had two projects outstanding. One pI‘OjECt wés reconciliation
of CIGA financial data to data in the GOLD system and the other was implementing a disaster |
recovery plan to back up the Tbase data should that resource become jeopardized. Both projects

were comfikted during the first quarter of 2013.

D. Annual Financial Statement as of December 31,2013
Fremqnt’s financial statement for the year ending December 31, 2013 is attached as
Exhibit D. | v - .
| Ffemont has total assets of $141 million consisting primarily of $77 million in cash and
investments and $40 million in reinsurance recoverables.
Fremont has in excess of $2 billion in policyholder claims. Accordingly, Fremont’s as}sets

will be sufficient to pay bnly secured claims, administrative expenses and a portion of the Class 2
- 5.
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policyholdér claims with no funds available for unsecured creditors.

LEGAL MATTERS

A. Matters Resolved in 2013
 OnJune 10, 2013, the Court approved administrative and professional fees and expenses |
incurred by the Fremont estate from January 1, 2012 through December 31, 2012 in the amount .

of $3,895,489.20, iricluding $3,881,450.25 for administrative and operating expenses pursuant to

section 1035, and $14,038.’95 for legal fees and expenses pursuant to section 1036.

On August 26, 2013 ,sthe Court approved the Liquidator’s proposal to disburse
$25,564,790 of Fremont’s assets to the IGAs pursuant to section 1035.5.- On September 4, 2013
and pufsuant to the Court’s order, the Liquidator completed the distribution to the IGAs.

Also on August ‘26,. 2013, the Court approved the reinsurance commutatidns between the
Liquidatof and CX Reinsurance Company, Ltd., Fairmont Specialty Insurance G’roup', SCOR
Reihsurance Company, Clearwate.r Insurance Company and TIG inéurance Company.

On October 23, 2013, the Court approved the reinsurance corrimutations between the
Liquidétor and American Accident Reinsurance Group, Reliastar Life Insurance Company,
Munich Reinsurance Arﬁerica, Inc. and Berkeley Insurance Company.

On December 20, 2013, the Court approved the reinsurance commutations between the

Liquidétor and Repwest Insurance Company and Odyssey Reinsurance Company.

B. Pending Matters

1. " Browning Ferris Industries, LL.C et al.

| Browning-FerriS I_ndustries, LLC, BFI Waste Systems of North America, LLC and Azusa
Land Reclaﬁation Co., Inc. (collectively “BFi”) had open proofs of claim in the Fremont estate
under two éxccss umbrella policies iséugd by Fi'emont. On June 4, 2013, the Liquidato‘r rejected
BFI’s claim. On July 3, 2013, BFI filed its Order to Show Cause (OSC) Application pursuant to
section 1032 se(:eking the issuance of an OSC as to Why its claim against Fremont should not be
allowed. On August 26, 2013, the Court held a hearing on BFI's OSC Application and issued an

order, which amongst other provided the parties 90 days to consider a corripromise and setting a

further status conference ori the OSC Application for November 26,2013.
-9-

LIQUIDATOR’S TENTH ANNUAL STATUS CONFERENCE REPORT FOR YEAR ENDING DECEMBER 31,2013




10
11
12

14

15
16
.17
18
19
20
21

22,

23

24

25
26
27
28

The parties have since stipulated to two continuances of the status conference for the
parties to exchange additional documents related to BFI’s claim and to discuss a resolution of the

matter. The status conference is currently continued to June 9, 2014.

2. Early Access Distributicn

Concurrcnﬂy with this report, the Liquidator has filed for court approval his Tenth B

. Verified Application for Order Approving Liquidator’s Proposal to Disburse Assets to State

- Insurance Guarantee Associations or Funds (Application) for their estimated reported losses

from J anuary 1, 2013 through December 31, 2013. The hearmg on the Apphca‘uon is set for the

same time as the status conference on June 9, 2014.

3. Administrative and Professmnal Fees and Expenses for 2013
The Liquidator intends to file his Application for Order Approving Payment of
Administrative and Professional Fees and Expenses for Year Ending December 31, 2013 within
60 days of the June 9 2014 status conference | | -
| CONCLUSION
In 2013, the Liquidator focused primarily on admmlstrauve matters as all legal dlsputes have .

concluded As detaﬂed in this report, the transition of the remsura.nce billing and collection

: functlon from Guy Carpenter and processing unrcsolved clalms aoalnst the estate will continue to

require the Liquidator’s active management.f The Liquidator, though his CLO staff, stands ready
to address any questions the Court may have regarding this 2013 Annual Report at the status

conference on June 9, 2014.

Dated: May 9,2014 . KAMALA D. HARRIS
Attorney General of California
W. DEAN FREEMAN
DIANE S. SHAW ‘
Supervising Deputy Attorneys General

Lisa W.CHAO
Deputy Attorney General
Attorneys for Applicant
Insurance Commissioner of the State of California,
as Liquidator of Fremont Indemnity Company
LA2003CV0857
51508583_2.doc
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EXHIBIT “C”



-. Reinsurance Process for Fremont Indemnity Company

Currently, there are two main pxeces to the reinsurance process for Fremont- lndemmty business. The

first process isfor the business prior-to 1/1/98. The second is the bordereau file for all business 1/1/98

and subsequent There are separate processes which handle the Citation treatjes and a subset of the
1998 UniCare business for a treaty that overlapped the bordereau treaty.

The process for the business prior to 1/1/98 usesa treaty table, The process reads the clalms and
determines whlch freaty they fall Into. The process then checks for catastrophe claims and sums them
together. There is also a column to determine if-the claim should lnciude or exclude expenses, The

claim-or catastrophe is then tested against 50% of the treaty limit. Ifit meets or exceeds the limit, the

claimis passed on to the report and csv ﬂe The report and file is sent to CLO reinsurance staff, They

then enter the information into their reinsurance system whlch breaks dOWn the data by each retention
fevel and participants,

" Forthe bordereau, there I$ only one treaty but much of the same process abplies Catastrophesare -

surpmed and evaluated as a smgle claim—though the detail Is sent. Thetfe are also a few extra criteria, -

" "such as asbestos clalms and certaln other Injury types, are always lnciuded regardless of whether they

have exceeded the retention limit or not. The file Is then loaded into their reinsurance system which
breaks down the levels and participants. A few extra flelds have been added to the file for the -
processmg ofthe- actuar}al triangies. There isalsp a separate file generated for claims that contain

. Employers Liability.
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'DECLARATION OF SERVICE BY U.S. MAIL

Case Name: Insurance Commissioner v. Fremont Indemnity Company
No.: BS083582 '

I declare:

T am employed in the Office of the Attorney General, which is the office of a member of the
California State Bar, at which member's direction this service is made. I am 18 years of age or
older and not a party to this matter. I am familiar with the business practice at the Office of the
Attorney General for collection and processing of correspondence for mailing with the United
States Postal Service. In accordance with that practice, correspondence placed in the internal
mail collection system at the Office of the Attorney General is deposited with the United States '
Postal Service with postage thereon fully prepaid that same day in the ordinary course of
business. ' ' '

On May 9. 2014, T served the attached LIQUIDATOR’S TENTH ANNUAL STATUS
CONFERENCE REPORT FOR YEAR ENDING DECEMBER 31, 2013 by placing a true
copy thereof enclosed in a sealed envelope in the internal mail collection system at the Office of
the Attorney General at 300 South Spring Street, Suite 1702, Los Angeles, CA 90013, addressed
as follows:

SEE ATTACHED SERVICE LIST

I declare uhder penalty, of perjury under the laws of the State of California the foregoing is true
and correct and that this declaration was executed on May 9, 2014, at Los Angeles, California.

Linda Richardson | : @%ﬂg/ﬁ % &é ﬂé ™

Declarant Signature

LA2003CV0857
51511457.doc
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