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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

Seventh Annual Status Conference Report for the period January 1, 2010 through December 31,

- 2010 (“2010 Annual Report”).

I.
INTRODUCTION

The Liquidator through his Conservation and Liquidation Office (the “CLO”) continues to
fnanage thé_numerous aspects of the liquidation of an insurance company with billions oif dollars
of policyholder liability. This report provides a comprehensive update on the current status of the
Fremont liquidation estate.

Currently, all of the Liquidator’s operations associated with Fremont’s liquidation,
including accounting, cash and investments management, claims administration, human
resources, and reinsurance are overseen by the\C‘LO staff. As of December 31, 2010, Fremont
had approximately $370 million in balanée shee"c assets, including cash, investments, non-released
statutory deposits and reinsurance recoverables. Since filing the 2009 annual report in May 2010,
Fremont’s balance sheet liabilities have increased by an estimated $224 million. The increase in
liability is primarily based on new information reported to the Liquidator by the Insurance
Guaranty Associations (“IGAs”) regarding increased payments ﬁade to Fremont policyholders
and increases in the case reserves for anticipated future loss payménts and allocated loss
adjustment expenses. Fremonf’s Class 2 policyholder liabilitiés are now estimated at
approximately $2.9 billion ($862 million has beeri advanced against this figure, thus leaving a net
unpaid liability of about $2.1 billion). Liabilities beiow Class 2 are approximately $400 million,
but there is no likelihood that Fremont will be able to pay any of those 1iabilities'.

During 2010, the Liquidator made significant progress in his efforts to marshal Fremont’s
assets for the benefit of creditors. The Liquidator successfully pursued final approvals and
collection of settlements associated with the large litigation cases that have been ongoing and
reported on for many years. Collectively these settlements have resulted in the recovery of tens

of millions of dollars in excess of the costs incurred to pursue the cases. In addition to producing
-1-
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tens of millions of hard dollars for the estate, these comprehensive settlements have greatly
reduced thé legal expenses fof the estate, and positioned the Liquidator to vastly reduce legal
expenditures for the duration of the liquidation process. The final bankruptcy court approval of
the settlementé cleared the way for the Liquidator’s related Liquidation and Tax Deconsdlidation
Plan (“Plan”), which was approved by the Court in December 2009 and implemented in 2010.
The approval and implementation of the Plan and a related Closing Agreement with the IRShas
resulted in the immediate _réversal of a $2.528 million federal income tax liability reserve booked
in 2008, and the preéervation of more than $1 billion in tax loss carry forwards which will now )
remain available to the liquidation estate to avoid substantially all federal income tax liability for
the duration of the liquidation. The estate will now file as a stand alone tax payer for the
remainder of the liquidation proceeding.

In addition, the Liquidator continued to efficiently collect reinsurance, administer claims,

-and wind down administrative operations. The Liquidator continues to streamline the

administrative operations and reduce the workload of the estate in order to maximize recoveries
for claimants. For example, the company’s reinsurance unit is now successfully operating from

the CLO’s San Francisco office, allowing for the closure.of the Los Angeles reinsurance office.

Finally, during 2010 the Fremont Estate opfed not to release a seventh early access distribution

(scheduled to be app’roximétely $50 million) to the IGAS to better understand liabilities to
individual IGAs in light of continuing adverse loss devélopment of the reserves.
This report will provide the court with the pro gress.made on the Fremont estate in 2010.
IIL.
ADMINISTRATION OF LIQUIDATION ESTATE

The Liquidator handles the administrative functions in the following three bategories:
¢)) Policy'Administr.ation (the process of perfo_ﬁning and enforcing general contractual rights
under an insurance policy); (2) Claims Administration (the administr.ation and adjustment of
pI‘O(')fS of claim filed against Fremont); and (3) Company Administration (the remaining general
corporate functions that are required to complete the liquidation, including information

technology, human resources, reinsurance collections, and finance and accounting).
-0 -
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A. Policy Administration

1. Premium Accounting & Direct Collection

While all direct premium collections have been resolved, the Claims Depaﬁment monitors
the activities of two collection agencies employed on contingency basis to collect any open
balances. Of the $8 million balance on the books originally, $3.4 million has been collected and
the open balance with the two agencies is $4.6 million. There are no additional legal fees outside
the contingency. The remaining amounts are unlikely to be collected in significant amounts given
the duration of collection efforts to this point.

B. Claims Administration

1. Proof of Claims Handling

The Claims Department resolved and closed 317 POCs during 2010. As of December 31,
2010, thére are 259 POCs‘ remaining to be processed and closed. 80% of these claims relate to
reinsurance with the other claims primarily related to IGAs and non-covered o.laims (see § B.3
below).

2. IGA Claims and Distribution

In addition to providing continued sﬁpport 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.

Although the estate opted not to release a seventh early access distribution in 201 0, certain
claims department staff pléyed a key role in evaluating the “claw-back” risk associated with the
ultimate pay-out of the estate. The evaluation of limiting payment to certain IGAs will continue
in 2011 as the Liquidator works to avoid or mitigate inequitable payment to common class
claimants. |

Including the release of $365 million in statutory deposits, to date the IGAs have received
actual distributions totaling approximately $862 million, which funds have been used by the IGAs
to pay Fremont’s covered Class 2 policyholder claims pursuant to their respective IGA statutes.

A summary of the historical distributions and statutory deposits released to the IGAs is attached

hereto as Exhibit A.
-3
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As nbted above, Fremont’s liabilities increased by an estimated $224 million since 2009
primaﬁly due to increases in estimated reserves for open claims and payments made to
policyholders by the IGAs. The estate did not release an early access distribution in 2010 due to
the claw back exposure mentioned above. As a result, the Liquidator will re-evaluate the prospect
of releasing another early access distribution in 2011.

3. Non-IGA Covered Claims and POC Handling

Certain types of Class 2 policyholder liabilities are not protected or not fully covered by
the IGAs, but are nonetheless entitled to ultimately share ratébly with ali other Class 2 claims.
These non-IGA covered'liabilities include workers’ compensation claims payable under the
United States Longshdre & Harbor Workers Act (“USL&H Claims”) and claims that are not
covered or only partially covered by the IGAs based on exemptions and co&erage limitations

found in'the IGAs’ controlling statutes.

a. United States Longshore & Harbor (“USL&H”) Workers’ Claims

Open claims involving USL&H policies that Wére not-covered by the IGAs were returned
to the policyholder for handling and those claimé would then be handled by the policyholder’s
third party administrators (“TPA”). As of December 31, 2010, the Liquidator is monitoring and
has estal\alished res»erves' on 7 open Aggregate POCs that involve USL&H policyholders with open
claims that are not covered by any of the various IGAs. All other POCs involving USL&H
policyholders have been resolved and closed. The Claims Department con‘Finues to obtain
periodic monitoring reports from the USL&H 'policyholders with open POCs since approvle;d
lqsses and expenses are a Class 2 liability of the estate. ‘

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

As of December 3 1, 2010, the Liquidator is monitoring and has established reserves on 9

open Aggregate POCs that involve Class 2 policy holders that have potentially non-covered

clairns due to IGA caps on the amount of payments on a claim (Overcap claims) or net worth

exclusions which preclude certain high net worth policyholders from eligibility to have their
claims paid by the IGAs (Net Worth Exception claims). All other Net Worth Exception

policyholders POCs have been resolved and closed. The Claims Department continues to obtain .
-4 -
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‘ périodic monitoring reports from the Class 2 Net Worth Exception policyholders with open

POCs.

4. Subrogation

The Liquidator continues to use the services of Cambridge Integrated Systems (CIS)
which bills and collects subrogation balances. In January, 2010, there were 9 subrogation files
pending with CIS and an additional 17 handled by the CLO with a total incurred value of
approximately $1,089,737. Based on the legal uncertainties regarding recovery, the Fremont
estate carries an asset on its books of approximately $360,000. As with premium collections, the
subrogation files are handled by CIS on a contingency basis. While the estate encountér an
occasional legal charge, such as for filing fees, such charges are a minimal cost.

C. Company Administration

1. ‘Finance — Accounting & Investment Management

a. Summary

The CLO Accounting Department is responsible for all financial aspects of Fremont. This
department maintains the general ledgers inherited from Fremont. Thé staff evaluates and
interprets historical ledgers and records of Fremont and its subsidiaries and has converted them to
a liquidation basis of accounting. The department also adjusts and corrects errors in the inherited
financial information. The staff prepares all éntries, schedules and work papers, and produces all
manner of financial analysis and reports. The department is responsible for the reconciliation of
all cash receipts and disbursements of the estate. The department maintains sub ledgers and
support schedules for all generél assets, pledged assets, receivable ledgers, fixed assets, and

accrual and liability accounts.

b. ',OEerations

The CLO Accounting Department provides the following services:

° General Ledger, Financial Statements & Account Reconciliation

. Cash Management, Investments and Banking ‘Relationships '

. Accounts Payable |

e _ Receivable accounting related to collections and cash receipts
-5-

LIQUIDATOR’S SEVENTH ANNUAL STATUS CONFERENCE REPORT FOR YEAR ENDING DECEMBER 31,2010




10
11
12
13
14
15
16
17
18
19
20
21
22
23
24
25
26
27
28

. Audit & Compliance

. Reconciliation to Reinsurance subsidiary system

o Responding to CIGA requests for check copies.

The Accounting Department has a full time financial analyst devoted to Fremont related
matters. In addition to the financial analyst, the estate requires accounting staff support to manage '
cash as well as procesé accounts receivaBle and accounts payable. One accounting department
rﬂanager supervises all of the estate accounting activities as well as internal and external audits.
Fremont’s invested assets are managed by third party instifutional money managers. The Chief
Financial Officer of the CLO has the responsibility to mange this third party relationship as well
as the accounting department' manager.

2. Reinsurance.

a. | Summary

Reinsurance remains Frémont’s single largest balaﬁce éheet asset. Following various
reinsurance commutations and collection efforts that occurred in 2010, prospective reinsurance
recoverables, 'e;ccluding allowances for uncollectable reinsurance, now total approximately $185
milﬁon.

A number of the merged entities have reinsurance programs with characteristics that are
unique to the individuai company. In other situations, Fremont’s reinsurance programs cover
multiple Fremont entities. Fremont’s predominant line of business is workers’ compensation.
Given the “long tail” nature of this class of business, a significant number_of Fremoﬁt’s
reinsurénce treaties remain active.

Having regard for the “long tail” nature of Fremont’s business and the diversity of its
reinsurance arrangements, it is not surprising that the overall quality of reinsurance security is

mixed. Reinsurance quality appears to be satisfactory with respect to the more recent

- underwriting years, when Fremont’s premium volumes were at their highest point. However,

Fremont has non-performing reinsurance programs, emanating principally from older policy years

and Fremont’s records reflect significant amounts due from insolvent companies. Fremont’s

reserve for potentially uncollectible reinsurance at December 31, 2010 is approximately $38
-6-
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million. After deducting potentially uncollectible reinsurance, Fremont’s net reinsurance
recoverable is approximately $185 million.

b. ~ Reinsurance Recoverables

A summary of reinsurance recoverables (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 $428 million.

c. Fremont’s Retentions
Fremont’s retentions (ﬁsk or exposure not reinsured) changed markedly over time
depending upon the philosophy of its management and upon the pricing and availability of
reinsurance within the marketplace. The changes in retention are depicted on the schedule
attached hereto as Exhibit C. |

d. Administration of Fremont’s Reinsurance

Fremont’s Reinsurance operations are handled by the CLO staff in San Francisco. As

reported last year, the Los Angeles office was closed in June 2009, with all reinsurance records

and reinsurance processing moved to San Francisco. Two former Fremont reinsurance employees
continue to be retained as consultants to the CLO due their extensive historical knowledge of
Fremont and to assist in pursuing certain commutations.

e, Reinsurance Processing

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

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

Assulhed Contracts: Fremont has its own internally developed systems for processing
assumed claim transactions on the Facultative Managers book of business. Due to the infrequent
activity ar_ld the small amount of monies billed on the Fremont Re assumed book of business it
was decided that the processing of these claims be ceased as of May 2009. An agreement to

collect or commute the foreign reinsurers’ remaining balances, which include both reserve

recoverables and paid recoverables, was entered with RSL. London in May 2009. The domestic

reinsurer balances are being pursued via commutation propoSals by one of the Fremont

consultants. Both of these collection efforts continue under the direction of the CLO reinsurance
-7 -
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department.

f. Dispute with Reinsurer
Currently there are rio active disputes with Reinsurers.

g. Reinsurance Collections

The Commissioner collected a total of $5.4 million from reinsurance billings during 2010.
The CLO reinsurance staff continues to bill and collect from reinsurers in the normal course of its

business.

h.  Reinsurance Commutations
The Commissioner commuted or negotiated settlement with Nipponkoa Insurance
Company, Westport Insurance Corp. and Employers Reinsurance Corp. on reinsurance treaties '
for collections or offsets totaling $566,795. The Liquidator sought and obtained court approval

of all reinsurance commutations whose value exceeded $1 00,000.

3. Information Technology (“1.T.”)

Billing reinsurance and the necessity of reconciling IGA claim data requires continuing

- CLO provision of IT services. The CLO currently uses the GOLD (Guardian of Liquidated Data)

system for retrieval of historical policy and claim information reéluired for the continued
oversight of Fremont’s operation. The CLO is continuing the on-going process of loading into
the GOLD System the paid loss information from all of the IGAs processing Fremont claims as
they are reported by the IGAs.

The CLO continues to contract with one vendor, Tbase, to provide support and

. development of the Reinsurance Billing System.

4. Human Resources

Fremont’s Los Angeles Reinsurance office was closed in June 2009, with all reinsurance
records and reinsurance processing moved to the CLO’s San Francisco office. The Fremont
estate terminated all remaining Los Angeles based reinsurance staff but did retain two former
Fremont employees as consultants to the CLO. The termination of the full time reinsurance staff
eliminates the need for any significant support from Human Resources or the costs associated

with the function.
3.
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D.  Annual Financial Statement as of December 31, 2010

Fremont’s annual financial statement as of December 31, 2010 is attached hereto as
Exhibit E. |

Fremont has total assets of $370 million consisting primarily of $144 million in cash and
investments and $185 million of reinsurance recoverable from reinsurers.

Fremont has in excess éf $2 billion in claims from policyholders. Accordingly, Fremont’s
assets will be sufficient to pay only secured claims, administrative expenses and a portion of the
policyholder claims with no funds available for unsecured creditors.

II1.
LEGAL MATTERS

A. The Liquidation Case

1. V Administrative Mafters Resolved in 2010

In additi!on to the court approvirig specific reinsurance commutations discussed abové, on
June 14, 2010, the Court approved administrative and professional expenses and fees incurred by
the Fremont estate from January 1, 2009, through December 31, 2009, in the amount of
$9,622,169, including $3,005,671 for legal fees and expenses pursuant to Section 1036.

2. ‘Pending Administrative Matters

The Liquidator has filed for court approval his Application for Approval of -
Administrative and Professional Fees and Expenses for the period January 1, 2010, through
December 31, 2010. The application is set for hearing on June 6, 2011. The Liquidator notes
that the 1itigation settlements achieved in 2010, which are discussed in more detail below, will
mark the end of the period of extensive legal spend for the Fremont estate. As already reflected

in the reduced legal fees and expenses for 201 O, the duration of the liquidation process will

involve significantly lower attorneys’ fees and related litigation expense, now that these

challenging litigation matters have been resolved in favor of the Fremont estate.

B. Settled Litigation Vlatters

In 2009, the court approved comprehensive settlements between the Fremont estate and

the bankruptcy estate of Fremont General Corporation. Under the various settlement agreements,
-9.
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the Fremont estate received cash and had approved claims entitling it to distributions totaling $27
million from the bankruptcy estate of Fremont General pending confirmation of a plan of
reorganization. In May, 2010, Fremont General Corporation confirmed a plan of reorganization.
On June 11, 2010, the Fremont estate received $27 million in distributions. This final distribution
along with cash and stock previously received in the settlements brought the estate’s total
recovery to over $40 milli‘on. ‘
IV.
CONCLUSION

As is detailed above, 2010 was a very active and productive year' in the liquidation of
Fremont. The Liquidator achieved a variety of successful settlements that not only brought in
tens of millions of dollars for the benefit of creditors, but also resolved the numerous legal
disputes, tax problems and litigation matters that had been causing the estate to incur very
significant legal fees during the past several years. The Liquidator still has more than $185
million in reinsﬁrance assets toqcollect as those bbligations mature, and a number of unresolved
claims to administer. However, the future administration process for the estate will become
increasing more streamlined, more efficient and less expensive.

The Liquidator, though his CLO staff; stands ready to address .any questions the Court

" may have regarding this Seventh Annual Report at the Status Conference on June 6, 2011.

Dated: May 13, 2011 KAMALA D. HARRIS
Attorney General of California
W. DEAN FREEMAN
Supervising Deputy Attorney General
FELIX E. LEATHERWOOD
Supervising Deputy Attorney General

P

Lisa W.CHAO
Deputy Attorney General

Attorneys for Applicant

Insurance Commissioner of the State of California,
in his capacity as Liquidator of Fremont Indemnity
Company
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EXHIBIT “D”



- Reinsurance Process for Fremont indemnity Company

Currentl\}, there are two main pieces to the reinsurang?e process for'Fremont_Jndemnity business, The
first process is for 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 treaties and a subset of the
1998 UniCare business for a ‘creaty that overlapped the bordereau treaty.

The process for the business prior to'1/1/98 uses a treaty table. The process reads the claims and
determines which treaty 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 mclude or exclude expenses. The
claim-or catastrophe is then tested against 50% of the treaty limit. ifit meets or exceeds the limit, the
claim is passed on to the report and csv file. The report and file is sent to CLO reinsurance staff, They

then enter the information into their reinsurance system which breaks down the data by each retention
level and partlmpants

" For the bordereau, there i$ only one treaty but much of the same process applies. Catastrophes are
summed and evaluated as a single claim ~ though the detail Is sent. There are also a few extra criteria,
_“such as asbestos clalms and certain other Injury types, are always Included 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 f|elds have been added to the file for the

processmg of the actuarjal triangles. ‘There is also 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:

I 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 that same day in the ordinary course of business.

On May 13, 2011, I served the attached LIQUIDATOR’S SEVENTH ANNUAL STATUS
CONFERENCE REPOT FOR YEAR ENDING DECEMBER 31, 2010 by placing a true

copy thereof enclosed in a sealed envelope with postage thereon fully prepaid, 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 under penalty of perjury under the laws of the State of California the foregoing is tnlle
and correct and that this declaration was executed on May 13, 2011, at Los Angeles, California.

{ .
Linda Richardson m/ﬂ(/ /\/LM ~—
Declarant V' Signature
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SERVICE LIST

Case Name: Insurance Commissioner v. Fremont Indemnity Company
L. A. S. C. Case No.: BS083582

C. Guerry Collins, Esq.

Locke Lord Bissell & Liddell LLP
300 S. Grand Ave., Suite 800

Los Angeles, CA 90071-3200
Fax: 213-485-1200

Joseph E. Thomas

Thomas Whitelaw & Tyler LLP

18101 Von Karman Avenue, Suite 230
Irvine, CA 92612

Fax: 949-679-6405

Dean Hansell, Esq.

Dewey & LeBoeuf LLP

333 South Grand Avenue, Suite 2600
Los Angeles, CA 90071-1530

Fax: 213-621-6100

Todd L. Padnos, Esq.

Dewey & LeBoeuf LLP

One Embarcadero Center, Suite 400
San Francisco, CA 94111

Fax: 415-951-1180

Joel F. Citron, Esq. :

Law Offices of Joel F. Citron

3420 Ocean Park Blvd., Suite 3030
Santa Monica, CA 90405

Fax: 310-450-3851

Lawrence A. Tabb, Esq.
Musick, Peeler & Garrett LLP
One Wilshire Blvd., Suite 2000
Los Angeles, CA 90017-3383
Fax: 213-624-1376

John A. Conkle, Esq.

Conkle, Kremer & Engel

3130 Wilshire Boulevard, Suite 500
Santa Monica, CA 90403-2304
Fax: 310-998-9109

Nicholas Peter Roxborough, Esq.

. Roxborough, Pomerance & Nye LLP

5820 Canoga Avenue, Suite 250
Woodland Hills, CA 91367
Fax: 818-992-9991

John F. Finston

Sonnenschein, Nath & Rosenthal LLP
525 Market Street, 26™ Floor

San Francisco, CA 94105-2708

Fax: 415-882-0300

David B. Babbe, Esq.

Morrison & Foerster LLP - Los Angeles
555 West Fifth Street, Suite 3500

Los Angeles, CA 90013-1024

Fax: 213-892-5454

Paul Woolls, Esq.

H. Douglas Galt, Esq.

Gregory B. Scher

Woolls & Peer

A Professional Corporation

One Wilshire Boulevard, 22™ Floor
Los Angeles, CA 90017

- Fax: 213-629-1660

Michael C. Lieb, Esq.

Willenken Wilson Loh & Lieb LLP
707 Wilshire Blvd., Suite 3850

Los Angeles, CA 90017

Fax: 213-955-9250

George T. Caplan, Esq.

Epstein Becker & Green, P.C.
Kristopher S. Davis, Esq.

1925 Century Park East, Suite 500
Los Angeles, CA 90067-2506
Fax: 310-553-2165



Linda Dakin-Grimm, Esq.

Milbank, Tweed, Hadley & McCloy LLP
601 South Figueroa Street, 30" Floor
Los Angeles, CA 90017

Fax: 213-629-5063

Service List : As of 6/16/10

Russell Hayman, Esq.

G. Jill Basinger, Esq.

McDermont Will & Emry LLP
2049 Century Park East, Suite 3800
Los Angeles, CA 90067-3218

Fax: 310-277-4730
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