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PIR:dkd
Enclosures

cc: . John O. Cox, Special Deputy Receiver
William C. Gullett, Esq.
Greg E. Mitchell, Esq.



COMMONWEALTH OF VIRGINIA
STATE CORPORATION COMMISSION

COMMONWEALTH OF VIRGINIA ex rel.
STATE CORPORATION COMMISSION,

Applicant,
V. Case No. INS-2017-00155

RECIPROCAL OF AMERICA and
THE RECIPROCAL GROUP,

w W W W W W W W W W W

Respondents.

APPLICATION FOR FINAL ORDER
APPROVING VARIOUSWIND-DOWN MATTERS

TO THE HONORABLE JUDGES OF THE STATE CORPORATION COMMISSION:
Jacqueline K. Cunningham, Commissioner for the State Corporation Commission’s
(*Commission”) Bureau of Insurance, in her capacity as Deputy Receiver of Reciprocal of America
(*ROA™) and The Reciprocal Group (“TRG”) (collectively, the “Companies’), in receivership for
ligquidation, respectfully submits this application (“ Application”) for an Order: (i) providing for a
contingent hearing, to be held only in the event that written objection to the Application is timely
filed; (i) establishing response procedures; and (iii) approving notice procedures. In addition, this
Application seeks a subsequent final Commission order: (i) ratifying the Deputy Receiver’s
compromise of claims asserted in the TRG estate by the Pension Benefit Guaranty Corporation
(“PBGC"); (ii) ratifying the Deputy Recelver’ scommutation of acertain settlement trust agreement
with General Reinsurance Corporation (“Genera Re’); (iii) ratifying the Deputy Receiver’'s
compromise of claims asserted by the Companies in the liquidation of certain Tennessee risk
retention groups; (iv) ratifying the record retention schedule attached hereto, subject to any

requirement to retain for alonger period any recordsrelevant to pending or anticipated litigation; (v)



ratifying the conduct and wind down of thereceivership by the Deputy Receiver, her predecessor and
their deputies, counsel and consultants heretofore; (vi) approving the Deputy Receiver's
establishment of a reserve of $500,000 for TRG’s final expenses and contingencies (the “ Reserve
for TRG Final Expensesand Contingencies’); (vii) approving the Deputy Receiver’ s establishment
of areserve of $10,000,000 for ROA’s final expenses and contingencies (the “Reserve for ROA
Final Expenses and Contingencies’); (viii) approving the Deputy Receiver’s execution, after the
payment of all approved claims of the Companies (subject to the reserves for the Companies
respectivewind-down costs, expenses and contingencies), of an agreement to establish aliquidating
trust for the purposes set forth herein; (ix) approving the distribution of the Companies’ assetsinthe
manner proposed herein; and (x) authorizing the Deputy Receiver to file notice and areport with the
Commission, along with a recommendation that this receivership proceeding be closed, after the
purposes of the liquidating trust and the receivership have been accomplished, any remaining assets
in the liquidating trust have been distributed, and the liquidating trust has terminated. In support of
this Application, the Deputy Receiver would show the Commission as follows:
I. RELEVANT PROCEDURAL AND FACTUAL HISTORY

1 ROA wasadomesticinsurancereciproca organized under Chapter 12 of theVirginia
Insurance Code.

2. On January 29, 2003, pursuant to Title 38.2 of the Code of Virginia (“Code”) and
other applicablelaw, the Circuit Court of the City of Richmond entered its Final Order Appointing

Receiver for Rehabilitation or Liquidation in Cause No. CH03000135-00," which appointed the

! This and other documents related to the Companies’ receivership may be found at:
http://www.reciprocal group.com/documents.htm.
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Commission as Receiver and Alfred W. Gross as Deputy Recelver of the Companies (hereinafter,
“2003 Receivership Order”).? Among other things, the 2003 Receivership Order authorizes the
Deputy Recelver in paragraph (7)(a) to compromise claims for monies due to the Companies upon
such terms and conditions as she deems appropriate.

3. ROA'’s certificate of authority has not yet been terminated, although it has been
restricted (i.e., while still licensed as an insurer, ROA has not been permitted to issue new policies
since being placed in receivership).

4. On June 20, 2003, in Case No. INS-2003-00024, the Commission entered its Order
of Liquidation with a Finding of Insolvency and Directing the Cancellation of Direct Insurance
Policieswhich, inter alia, declared the Companiesto beinsolvent and directed the Deputy Recelver
to proceed with the liquidation of the Companies in accordance with provisions of Title 38.2,
Chapter 15, of the Code, other applicable Virginialaw, and the orders of the Commission (“2003
Liquidation Order with Finding of Insolvency”).?

5. On October 28, 2003, in Case No. INS-2003-00024, the Commission entered its

Order Setting Final Bar Date and Granting Deputy Receiver Continuing Authority to Liquidate

# The Commission subsequently entered an Order appointing Jacqueline K. Cunningham as
Deputy Receiver of the Companies. Commonwealth of Virginia ex rel. Sate Corporation
Commission v. Reciprocal of America and The Reciprocal Group, Case No. INS-2003-00024, 2011
S.C.C. Ann. Rept. 71, Order Appointing Jacqueline K. Cunningham as Deputy Receiver for
Rehabilitation or Liquidation (Jan. 10, 2011).

¥ Commonwealth of Virginiaexrel. Sate Cor poration Commissionv. Reciprocal of America
and The Reciprocal Group, Case No. INS-2003-00024, 2003 S.C.C. Ann. Rept. 116, Order of
Liquidation with aFinding of Insolvency and Directing the Cancellation of Direct Insurance Policies
(June 20, 2003).
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Companies, setting September 30, 2004, as the Fina Bar Date (2003 Order Setting Final Bar
Date”).*

6. On June 16, 2014, in Case No. INS-2013-00190, the Commission entered its Final
Order which, among other things: (a) approved payment of policyholder claimsat 100% (including
both Direct Claims and Indirect Claims, if and when the Deputy Receiver determines that she can
pay Indirect Claimswithout unduerisk of unlawful preference); (b) approved thetransfer of ROA’s
workers' compensation i nsurance busi nessto Providence Washington Insurance Company (“PWIC”)
pursuant to a loss portfolio transfer agreement (“LPT”); (c) authorized the Deputy Receiver to
continue seeking an agreement to commute or assign acertain settlement trust with General Re® and,
if successful in those efforts, to make the corresponding adjustments in the LPT agreement with
PWIC; and (d) approved stepsnecessary to implement and consummatethe LPT (“2014 Final Order
Approving 100% Payment of Policy Clams”).

7. On June 1, 2015, the Deputy Receiver requested a release from the United States of
al claimsof the United States agai nst the estatesof TRG and ROA (and against TRG’ ssubsidiaries),
and the current and former Deputy Receiver and Special Deputy Receivers, with the exception of
any possible claims the United States may have or may acquire for tax, fraud (including, but not
limited to, securitiesand pension benefit fraud), criminal liabilities, or reimbursement liabilitiesand

penalties arising under 42 U.S.C. § 1395y(b) (“Federal Release”).

* Commonwealth of Virginiaexrel. Sate Corporation Commission v. Reciprocal of America
and The Reciprocal Group, Case No. INS-2003-00024, 2003 S.C.C. Ann. Rept. 117, Order Setting
Final Bar Date and Granting Deputy Receiver Continuing Authority to Liquidate Companies (Oct.
28, 2003).

®> Seeinfra, Section 11(C), for discussion of the commutation of the trust agreement.
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8. OnAugust 28, 2015, in Case No. INS-2015-00020, the Commission entereditsFinal
Order establishing a Claims Liquidation Date of October 15, 2015 (“Claims Liquidation Date
Order”).

9. Pursuant to the ClaimsLiquidation Date Order, with limited exceptions noted bel ow,
any and al clams against the Companies that were not properly submitted and rendered
non-contingent and liquidated on or beforethe ClaimsLiquidation Dateare permanently barred from
sharing in the assets of the estates of the Companies.

10.  Thefollowing types of claims are required to be liquidated in order to sharein the
assetsof the estates or the Companies, but they are not required to have been liquidated on or before
the Claims Liquidation Date:

a Proper administrative expense claims against ROA or TRG (e.g., claimsfor
payment of services rendered, or goods supplied, to the companies at the
request of the Deputy Receiver after January 29, 2003) (“Administrative
Claims’), which must be liquidated by proper documentation submittedin a

timely manner; and

b. Claims of the United States, to the extent that federal law or sovereign
immunity exempt them from the Claims Liquidation Date; and

C. Claims as to which an appeal is pending before the Commission or the
Supreme Court of the Commonwedth of Virginia as of the Clams

Liquidation Date, which will be liquidated through the appeals process.
11.  Thereisoneappea pendingwiththeVirginiaSupreme Court of a$439,375.20 claim
against ROA that the Deputy Receiver (and the Commission, on appeal) determined is a general
creditor claim, but which certain Kentucky hospitals (“Kentucky Hospitals’) assert on apped is

entitled to payment as an Administrative Claim (i.e., higher in priority to all pending claims).®

® On August 15, 2016, in Case No. Case No. INS-2014-00244, the Commission entered its
final order on the Kentucky Hospitals' appeal, and on September 13, 2016, the claimant filed a
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12. Pursuant to paragraph 6(c) of the 2003 Order Setting Bar Date, the Deputy Receiver
would have paidin full al approved timely-filed claims of secured creditors of the Companieswith
anon-voidable perfected security interest. However, no such claims were presented.

13. Pursuant to paragraph 6(d) of the 2003 Order Setting Bar Date, and the 2014 Final
Order Approving 100% Payment of Policy Claims, the Deputy Receiver haspaidinfull all approved
timely-liquidated claims of the insurance guaranty associations in affected states for “covered
claims’ asdefinedinVa. Code Ann. 8 38.2-1603 and other similar provisionsunder other applicable
statutes, and all approved timely-liquidated claims of policyholders arising out of ROA insurance
contracts (including Direct Claims and Indirect Claims).

14. Pursuant to paragraph 6(e) of the 2003 Order Setting Bar Date, the Deputy Receiver
has paid in full al known taxes through 2015 owed by the Companies to the United States and all
other debts owed by the Companies to any person, including the United States, which by the laws
of the United States are entitled to priority.

15.  Withregardto paragraph 6(f) of the 2003 Order Setting Bar Date, thereareno claims
for wages entitled to priority under Va. Code Ann. § 38.2-1514.

16. TRG's subsidiaries, which were not themselves in receivership, were sold or
dissolved, paid their approved creditor claims, and distributed any residual assetsto TRG, their sole
shareholder.

17. On June 21, 2016, the United States granted the requested Federal Release to the

Companies.

notice of appeal to the Virginia Supreme Court. As of thisfiling the case remains pending in that
Court.
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II. DISCUSSION
A. Proposed Contingent Hearing, Response Dates, and Notice

18. The Deputy Recelver requests that the Commission issue a scheduling order
(“ Scheduling Order”) setting a contingent hearing for the consideration of this Application, such
hearing to be held only in the event that written objection istimely filed pursuant to the procedures
and schedule established by the Commission as requested below (“Contingent Hearing”). The
Deputy Recelver requests that in the event it is necessary for the Contingent Hearing to be held, no
other issues other than the relief requested herein be considered at that time.

19.  The Deputy Receiver requests that the Scheduling Order require any person who
opposes the relief requested by this Application to serve upon the Deputy Receiver and all other
parties of record, a Notice of Objection no later than forty-five (45) days before the scheduled date
of the Contingent Hearing, containing: (i) a precise statement of the interest of the person, (ii) a
statement of the specific relief sought to the extent then known, and (iii) the factual and legal basis
for the objection.

20.  TheDeputy Receiver requests that each person filing a Notice of Objection also be
required to present their objections at the Contingent Hearing.

21.  The Deputy Receiver requeststhat al persons other than the Deputy Receiver who
expect to appear at the Contingent Hearing in support of, or opposition to, the Application, be
required to file with the Commission and simultaneously serve upon the Deputy Receiver, no later
than thirty (30) days before the Contingent Hearing, the prepared testimony and exhibits of each

witness expecting to present direct testimony in support of, or in opposition to, the Application.
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22.  The Deputy Receiver requests that service of all Notices of Objection and other
documents upon her be required to be directed to John O. Cox, Special Deputy Receiver, Office of
Genera Counsel, State Corporation Commission, 1300 E. Main Street, Richmond, Virginia 23219,
and to the Deputy Receiver’s counsel, Patrick H. Cantilo, CANTILO & BENNETT, L.L.P., 11401
Century Oaks Terrace, Suite 300, Austin, Texas 78758, and also berequired to be provided to said

counsel on the day of filing by electronic mail to service@chb-firm.com.

23.  TheDeputy Receiver requeststhat if no persontimely filesaNotice of Objection, the
Commission grant the Application without a Contingent Hearing.

24.  The Deputy Recelver proposes to cause her counsel to provide notice of the
Application and Scheduling Order by First-Class United States mail to all persons with claims
against TRG or ROA as to which gppeal is pending before the Commission or the Supreme Court
of theCommonwealth of Virginia, to all personswith approved non-contingent andtimely-liquidated
claims against ROA, TRG, or TRG's subsidiaries that have not yet been paid in full, to all
subscribersof ROA who had positive Equity Account balanceswith ROA asof December 31, 2002,
to all those who were current subscribers of ROA as of December 31, 2002, and to the United States
Department of Justice (enclosing a description of the materia provisions of the Application, the
Application’s Exhibits, and the Scheduling Order, and instructions on how to view them on the
Companies’ web site or request copies). However, the Deputy Recelver requests that her counsel
not be required to mail anotice to any such person if she reasonably believes that the person’s last
known addressis no longer valid. In addition, the Deputy Receiver proposes to cause her counsel
to provide such noticeto the United States Department of Justice by the additional meansof courier,

electronic mail, or both.
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25.  The Deputy Receiver also proposes to publish notice one day each week for two

consecutive weeks in the Richmond Times-Dispatch, The Wall Street Journal, and USA Today, in

aform reasonably calculated to provide sufficient notice of the Application and Scheduling Order
to all personswho might beinterested inthe affairsof ROA, TRG, or TRG’ ssubsidiaries, including
instructions on how to obtain copies of this Application and the Scheduling Order.

26.  TheDeputy Receiver requeststhat the Commission confirm that the proposed notice
by mail and publication would satisfy the requirementsto provide notice of the Application and the
Scheduling Order.

B. The November 25, 2013, Settlement of the PBGC’s Claims Against TRG and its
Subsidiaries

27. On September 20, 2004, the PBGC timely-submitted proofs of claim against TRG
and itssubsidiaries, jointly and severally, asserting: (@) ageneral unsecured claim under 29 U.S.C.
§ 1307 for premiums, penalties, and interest in the amount of $13,690.48 on account of the TRG
pension plan (“Premiums Claim”); (b) a general unsecured claim under 29 U.S.C. 88 1362, 1368,
for unfunded benefit liabilities of the TRG pension plan in the amount of $10,501,500, asto which
the PBGC asserted a lien, entitled to the same priority as a tax owed to the United States in the
amount of 30% of the net worth of TRG and its subsidiaries (“UBL Claim”); and (c) aclaimin the
amount of $1,824,644 for minimum funding contributions of the TRG pension plan under 29 U.S.C.
88412()(11), 1082(c)(11), 1362(c), of whichit asserted $1,052,065 was payable asan administrative
expense and $772,579 was a general unsecured claim (“Missed Minimum Funding Contribution
Claim”) (collectively, “PBGC Claims”).

28.  The Deputy Receiver and PBGC executed a settlement agreement regarding the

PBGC Claims, which became effective on December 10, 2013, when a Notice of Claim
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Determination (*“NCD”) was issued approving the PBGC Claims pursuant to the terms of the
settlement agreement (“PBGC Settlement Agreement”). The PBGC did not object to or appeal this
NCD and it istherefore final.

29. ThePBGC Settlement Agreement provided, as respects the approved amounts and
priorities of the PBGC Claims, that (a) the PBGC waived the Premiums Claim; (b) the Deputy
Receiver would pay the Missed Minimum Funding Contribution Claim in full within fifteen (15)
days after the effective date of December 10, 2013 (which the Deputy Receiver paid accordingly);
and (c) the UBL Claim would be allowed as a general creditor claim in the amount of $8,676,856
(which, asistrue of all other general creditor claims, has not yet been paid).

C. The December 8, 2015, Commutation of the General Re Settlement Trust Agreement

30. Aslong ago as 2004, the Deputy Receiver’s predecessor had hoped to be able to
commute certain General Re reinsurance agreements. Instead, as part of a settlement approved by
the Commission in 2010 (“Genera Re-Milliman-PwC Settlement”), the Deputy Receiver's
predecessor and General Re entered into asettlement trust agreement (“ General Re Settlement Trust

Agreement”).’

" The Genera Re-Milliman-PwC Settlement was effectuated by a confidential mediated
settlement agreement signed by the Deputy Recelver’ s predecessor, General Re, Milliman, Inc., and
PricewaterhouseCoopersLLP (“PwC”) (“Genera Re-Milliman-PwC Settlement Agreement”), and
the General Re Settlement Trust Agreement, which wasaconfidential trust agreement signed by the
Deputy Receiver’'s predecessor and Genera Re. The General Re-Milliman-PwC Settlement
Agreement and the General Re Settlement Trust Agreement each specifiesthat it shall be governed
by, and construed in accordance with, the laws of Virginia. Under Virginialaw, parties may agree
inwriting, asthey did in the General Re-Milliman-PwC Settlement Agreement and the General Re
Settlement Trust Agreement, that a written confidential mediated agreement signed by them shall
be confidential. Va. Code Ann. 8§ 8.01-581.22. Assuch, the General Re-Milliman-PwC Settlement
Agreement and the General Re Settlement Trust Agreement, and the terms thereof, are not subject
to disclosure in discovery or in any judicial or administrative proceeding except to the extent that
the parties to each of those agreements have agreed, inwriting, to permit disclosure. 1d. Theorigin
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31. The 2014 Final Order Approving 100% Payment of Policy Claims authorized the
Deputy Receiver to continue seeking an agreement to commute or assign the General Re Settlement
Trust Agreement and, if successful in those efforts, to make the corresponding adjustmentsin the
LPT agreement with PWIC.

32. While the Deputy Receiver had long pursued efforts to commute or assign, for
reasonableconsideration, ROA’ sinterestsunder the General Re Settlement Trust Agreement, it was
understood that such a transaction would be easier after al claims under the reinsured insurance
policieshad been liquidated, on or beforethe ClaimsLiquidation Date. Otherwise, therewould have
been a risk that the consideration received for any such commutation or assignment could in
hindsight prove to have been inadequate.

33.  OncetheClaimsLiquidation Date passed without any appeal having beenfiled of the
Commission’s Final Order in Case No. INS-2013-00190, the Deputy Receiver exercised her
authority to executean agreement commuting the General Re Settlement Trust Agreement, effective
December 8, 2015 (“General Re Commutation Agreement”).

34.  Although the Deputy Receiver had solicited proposals for the purchase of ROA’s
rightsunder the General Re Settlement Trust Agreement, thetermsof the General Re Commutation
Agreement were materially superior to al proposals received by the Deputy Receiver for such

purchase.

of the Genera Re-Milliman-PwC Settlement Agreement and the General Re Settlement Trust
Agreement was discussed in the Application filed on September 17, 2009, in Case No.
INS-2009-00212. The Commission approved the General Re-Milliman-PwC Settlement, including
the Genera Re-Milliman-PwC Settlement Agreement and the General Re Settlement Trust
Agreement, by its Final Order entered in that case on January 7, 2010.
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35.  Accordingly, the Deputy Recelver executed the Generd ReCommutation Agreement,
having concluded that it: (@) would facilitate materially the successful wind down of the
receivership, by converting amulti-decade stream of potential future paymentstoa$20 millionlump
sum payment available for distribution to ROA’ s creditors and subscribers; (b) would eliminate a
costly reinsurance reporting function; and (¢) wasfair and reasonable to, and in the best interests of,

ROA’s policyholders, creditors and subscribers.

36. Under the terms of the General Re Commutation Agreement, General Re made a
commutation payment of $20 million to ROA on December 15, 2015, which served to release and
discharge all of General Re' sliabilities and obligations to ROA, whether contractual or otherwise,
including but not limited to General Re’ sobligationsto ROA under the General Re Settlement Trust
Agreement.

D. The 2016 Settlement of Claims Against the Tennessee Risk Retention Groups

37.  On or about August 26, 2004, the Deputy Receiver submitted proofs of claim on
behalf of ROA and TRG in the receiverships of Doctors Insurance Reciprocal, Risk Retention
Group, American National Lawyers Insurance Reciprocal, Risk Retention Group, and The
Reciprocal Alliance, Risk Retention Group, each arisk retention group in liquidation in the State of
Tennessee (collectively, “RRGS,”).

38.  The specia deputy receivers (“SDRS’) for the RRGs asserted a variety of defenses
and claimed offsets against those claims.

39.  OnJune8, 2016, the Deputy Receiver and the SDRs executed a settlement agreement
pursuant to which ROA and TRG were to receive a total of $1,000,000 ($144,412 to TRG in

settlement of its proofs of claims and those of its subsidiaries, and $855,588 to ROA in settlement

APPLICATION FOR FINAL ORDER APPROVING VARIOUSWIND-DOWN MATTERS Page 12




of its proofs of claims), in compromise of the respective proofs of claims that they filed in the
liguidation of the RRGs (“ Tennessee Settlement”).

40. Giventhecosts, delay, and uncertainly of litigation and thefinancial condition of the
RRGs, the Deputy Receiver concluded that the Tennessee Settlement was reasonable under the
circumstances and in the best interest of TRG’s creditors and ROA’s policyholders and other
creditors.

41. Payment of the consideration pursuant to the Tennessee Settlement was conditioned
on the Tennessee receivership court entering orders approving payment of the proofs of clamsin
the negotiated amounts aggregating to $1,000,000, and on that order becoming no longer appeal abl e.

42. The Tennesseereceivership court’ s orders approving the negotiated payments were
entered on July 25, 2016, beginning athirty (30) day appea period which expired without appeal.

43. On September 27, 2016, the Deputy Recelver received the payments provided for by
the Tennessee Settlement and approved by the Tennesseereceivership court, inthe aggregate amount
of $1,000,000 (i.e., $855,588 for ROA’s estate and $144,412 for TRG's estate).

E. The Filing Of the Companies Recent Federal Income Tax Returns and Requests for
Prompt Assessment

44.  On September 15, 2016, the Deputy Receiver filed ROA’ sfederal incometax return
for the tax year ending December 31, 2015, which reflected no tax liability.
45.  On November 23, 2016, the Deputy Receiver filed ROA’ s amended federal income

tax return for the tax year ending December 31, 2015, which reflected no tax liability.

8 ROA filesfederal income tax returns on afiscal year basis.
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46. On December 14, 2016, the Deputy Recelver filed TRG' sfederal incometax return

for the tax year ending March 31, 2016, which reflected no tax liability.
47.  Pursuant to 26 U.S.C. § 6501(d), except as otherwise provided in subsection (c),*
(e)," or (f),”? in the case of federal incometax for which returnis required by a corporation, the tax
shall be assessed within 18 months after written request therefore filed by the corporation or its
representative after (but within 3 year of) thereturn beingfiled, but only if one of thefollowing three

circumstances applies:

. Such written request notifies the Secretary of the Treasury that the
corporation contemplates dissolution at or before the expiration of such
18-month period, the dissolution isin good faith begun before the expiration

of such eighteen (18) month period, and the dissolution is compl eted;

. Such written request notifies the Secretary of the Treasury that a dissolution
has in good faith been begun, and the dissolution is completed; or

. A dissolution has been completed at the time such written request is made.
48.  On December 8, 2016, pursuant to 26 U.S.C. § 6501(d), the Deputy Receiver filed
with the |.R.S. arequest for prompt assessment of ROA’s federal income tax liabilities for the tax

years ending December 31 of 2013, 2014, and 2015, notifying the Secretary of the Treasury that the

® TRG files federal income tax returns on a calendar year basis.

19 Applicableto listed circumstances (including fal se return, willful attempt to evadetax, no
return, among others).

11 Applicable to substantial omission of items (e.g., the omission from grossincome of an
amount properly includable therein that exceeds 25% of the amount of grossincome stated in the
return).

12 Applicable to personal holding company tax.
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dissolution of ROA had not begun but would begin within eighteen (18) months (“ROA Request
for Prompt Assessment 2013-2015%).

49.  OnJanuary 20, 2017, pursuantto 26 U.S.C. 8 6501(d), the Deputy Receiver filed with
thel.R.S. arequest for prompt assessment of TRG’ sfederal income tax liabilities for the tax years
ending March 31 of 2014, 2015, and 2016, notifying the Secretary of the Treasury that the
dissolution of TRG had not begun but would begin within eighteen (18) months (“ TRG Request for
Prompt Assessment 2014-2016*).

50. OnFebruary 17,2017, inresponseto the ROA Request for Prompt A ssessment 2013-
2015, thel.R.Sissued letters stating that: (@) thetax year ending December 31, 2013, will be closed
as of July 18, 2017, if ROA does not receive before that date a notice of tax due; (b) the tax year
ending December 31, 2014, will be closed as of May 8, 2018, if ROA does not receive before that
date anotice of tax due; and (c) the tax year ending December 31, 2015, will be closed as of June
2, 2018, if ROA does not receive before that date a notice of tax due.

51 On March 8, 2017, in response to the TRG Request for Prompt Assessment 2014-
2016, the |.R.Sissued letters stating that: (a) the tax year ending March 31, 2014, will be closed as
of September 4, 2017, if TRG does not receive before that date a notice of tax due; (b) the tax year
ending March 31, 2015, will be closed as of July 24, 2018, if TRG does not receive before that date
anotice of tax due; and (c) the tax year ending March 31, 2016, will be closed as of July 24, 2018,
if TRG does not receive before that date a notice of tax due.

52.  TheDeputy Receiver anticipates that in mid-2017, in response to the ROA Request

for Prompt Assessment 2013-2015, the I.R.S. will issue letters providing that ROA’s tax years
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ending December 31, 2013, December 31, 2014, and December 31, 2015, will be closed as of a
specified date in the third quarter of 2018.

53.  TheDeputy Receiver anticipates that in mid-2017, in response to the TRG Request
for Prompt Assessment 2014-2016, the I.R.S. will issue letters providing that TRG's tax years
ending March 31, 2014, March 31, 2015, and March 31, 2016, will be closed as of a specified date
in the third quarter of 2018.

54. PursuanttoVa. Code Ann. 8 38.2-1509(B)(1) andfederal caselaw (i.e., United States
v. Fabe, 508 U.S. 491 (1993)), taxes owed to the United States are inferior in priority to
administrative expenses claims, secured creditor claims, and the claims of policyholders and
guaranty associationson insurance policies, but superior in priority to the claimsof general creditors
(and, of course, to the interests of equity holders).

55. Because ROA does not have any known unpaid tax liabilitiesfor the tax yearsending
December 31 of 2013, 2014, or 2015, and because TRG does not have any known unpaid tax
liabilities for the tax years ending March 31 of 2014, 2015, or 2016, Va. Code Ann. 8 38.2-
1509(B)(1) should not apply to those open tax years.

56.  Moreover, as of March 31, 2016, TRG had carried forward $6,559,927 of net
operating losses (“NOLS’), which would be applied to reduce any unanticipated I.R.S. upward
adjustment of TRG’ staxableincomein responseto the TRG Request for Prompt A ssessment 2014-
2016 or the TRG Request for Prompt Assessment 2017-2019.

57.  Also, as of December 31, 2015, ROA had carried forward $109,186,657 of NOLS,

which would be applied to reduce any unanticipated |.R.S. upward adjustment of ROA’s taxable
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incomein responseto the ROA Request for Prompt A ssessment 2013-2015 or the ROA Request for
Prompt Assessment 2016-2018.%
F. The Proposed Reservefor TRG Final Expenses and Contingencies

58.  Asof March 31,2017, TRG had net admitted assetsof $1,152,254 and total liabilities
of $15,647,895.

59. Pursuant to paragraph 6(g) of the 2003 Order Setting Final Bar Date, the Deputy
Receiver proposes to establish areserve in an amount sufficient to ensure that, after she makes pro
ratapaymentsto TRG creditors as proposed below, neither subsequent Administrative Claims nor
any potential federal income tax liabilities assessed in response to the TRG Request for Prompt
Assessment 2014-2016 or the TRG Request for Prompt Assessment 2017-2019 would go unpaid
(Reserve for TRG Fina Expenses and Contingencies).

60. As part of the Reserve for TRG Final Expenses and Contingencies, the Deputy
Receiver proposesto include areasonablereserve of $350,000 for estimated Administrative Claims
of TRG (and TRG-related administrative expenses of the liquidating trust) through the liquidation
of TRG, thetermination of theliquidating trust, and theclose of therecei vership, including provision
for the expenseof preparing final reportsfor the Commission and making afinal proratadistribution
of any TRG assets remaining at that time.

61. As part of the Reserve for TRG Final Expenses and Contingencies, the Deputy
Recelver also proposes to include a reasonable reserve in the amount of $150,000 for potential

unanticipated assessments of additional federal income tax, penalties, and interest by the |.R.S. in

¥ ROA'’ s taxable income or loss for the year ending December 31, 2016, has not yet been
determined.
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response to the TRG Request for Prompt Assessment 2014-2016 or the TRG Request for Prompt
Assessment 2017-2019.

62.  Accordingly, the Deputy Receiver proposesto maintain atotal Reservefor TRG Final
Expenses and Contingencies in the amount of $500,000 (i.e., $350,000 plus $150,000).

63. Pursuant to theterms of the proposed Liquidating Trust, any portion of the aggregate
Reservefor TRG Fina Expensesand Contingenciesthat eventually provesto benolonger necessary
would be distributed in the form of increased pro rata paymentsto TRG’ s creditors.

G. The Reserve Proposed to Be Held for ROA Final Expenses and Contingencies

64.  Asof December 31, 2016, ROA had net admitted assets of $63,608,017 and total
liabilities of $10,759,576. In addition, as discussed in greater detail below, ROA has approved
claims for the return of approximately $36.5 million of funds advanced by TRG and certain
subscribers for ROA’s operations pursuant to Va. Code Ann. § 38.2-1225, for approximately $2
million in contractual interest and commitment fees on some of those funds advanced, and for
approximately $77.5 million in unused subscriber deposits, savings or credits, all of which claims

areinferior in priority to the claims of general creditors.

4 In the event of any unanticipated determination by the|.R.S. that TRG had understated its
income by not more than $6,559,927 (i.e., the amount of NOLSs carried forward as of March 31,
2017), there would be an effective 2% AMT tax rate on the amount of newly determined income
(i.e., a20% tax on 10% of the newly determined income). For purposes of establishing this portion
of the Reservefor TRG Fina Expensesand Contingencies, a conservative assumption was made of
a scenario in which the I.R.S. would determine that TRG’s income had been understated by
$6,559,927 (i.e., theentireamount of the NOL scarried forward), whichwould result in an additional
tax liability of $131,199 (i.e., 2% of $6,559,927). That number was rounded up to $150,000 to
provide an additional cushion against potential unanticipated adverse determinations by the I.R.S.
in response to TRG’ s request for prompt assessment.
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65.  TheDeputy Receiver proposesto make pro ratapaymentsto ROA’ sgeneral creditors
to the extent prudently possible without waiting eighteen (18) monthsfor the I.R.S. responseto the
ROA Request for Prompt Assessment 2013-2015.

66. However, because ROA does not have sufficient assets to pay all claims of its
creditorsin full, the Deputy Recelver must take care not to inadvertently give any of ROA’sgeneral
creditorsan unlawful preferenceover estimated reasonably anticipated future Administrative Claims
or potential future claims of the United States for federal income taxes.

67.  Therefore, pursuant to paragraph 6(g) of the 2003 Order Setting Final Bar Date, the
Deputy Receiver proposes to maintain a reserve in an amount sufficient to ensure that, after she
makespro ratapaymentsto ROA general creditorsas proposed below, neither future Administrative
Claims nor any potential federal incometax liabilities assessed in response to the ROA Request for
Prompt Assessment 2013-2015 or the ROA Request for Prompt Assessment 2016-2018 would go
unpaid (Reserve for ROA Fina Expenses and Contingencies).

68. As part of the Reserve for ROA Final Expenses and Contingencies, the Deputy
Receiver proposestoincludeareasonabl e reserve of $5,000,000 for estimated future Administrative
Claims for ROA (and ROA-related administrative expenses of the liquidating trust) through the
liguidation of ROA, the termination of the liquidating trust, and the close of the receivership,
including provisionfor theexpense of preparing final reportsfor the Commission and making afinal
pro rata distribution of any ROA assets remaining at that time.

69. As part of the Reserve for ROA Final Expenses and Contingencies, the Deputy
Receiver also proposes to include a reasonabl e reserve in the amount of $2,200,000 for a potential

unanticipated assessment of additional federal income tax, penalties, and interest by the I.R.S. in
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response to the ROA Request for Prompt Assessment 2013-2015 or the ROA Request for Prompt
Assessment 2016-2018.7

70.  TheDeputy Recelver also proposesto include, as part of the Reservefor ROA Finad
Expenses and Contingencies, a reasonable provision of $300,000 for defending the Kentucky
Hospitals' appeal, plus $500,000 in the event that the K entucky Hospital swereto succeed on appeal
in having their claim re-classified as an Administrative Claim superior in priority to the claims of
ROA' s general creditors (for atotal provision of reservesin the amount of $800,000 related to the
pending Kentucky Hospitals appeal).

71. Finally, the Deputy Receiver proposes to include a $2,000,000 reserve against
contingencies. Accordingly, the Deputy Receiver proposes to maintain a total Reserve for ROA
Final Expensesand Contingenciesin the amount of $10,000,000 (i.e., $5,000,000, plus $2,200,000,
plus $800,000, plus $2,000,000).

72.  Anyportion of theaggregate Reservefor ROA Fina Expensesand Contingenciesthat
eventually proves to be no longer necessary (e.g., after the I.R.S. responds to al TRG and ROA
requests for prompt assessment, or if the final expenses of administration proveto be less than had

been estimated) would bedistributed in theform of increased pro ratapaymentsto ROA’ screditors.

> |n the event of any unanticipated determination by the I.R.S. that ROA had understated
itsincome by not morethan $109,186,657 (i.e., theamount of NOL scarried forward asof December
31, 2015), therewould be an effective 2% AMT tax rate on the amount of newly determined income
(i.e., a20% tax on 10% of the newly determined income). For purposes of establishing this portion
of the Reserve for ROA Final Expenses and Contingencies, a conservative assumption was made
of a scenario in which the I.R.S. would determine that ROA’s income had been understated by
$109,186,657 (i.e., the entire amount of the NOLs carried forward), which would result in an
additional tax liability of $131,199 (i.e., 2% of $2,183,733). That number was rounded up to
$2,200,000 to provide an additional cushion against potential unanticipated adverse determinations
by the I.R.S. in response to ROA’ s Request for Prompt Assessment 2013-2015.
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H. The Necessity and Propriety of a Liquidating Trust to Expedite the Liquidations of
the Companies

73. Paragraph 6(j) of the 2003 Order Setting Final Bar Date authorizes the Deputy
Receiver to create atrust to hold any unclaimed funds if the applicable State unclaimed property
laws does not permit her to deliver any such unclaimed fundsto the relevant States prior to the date
that ROA and TRG would cease to exist and the receivership would terminate. In addition,
paragraph 6(1) of the same order authorizes the Deputy Receiver to “[t]ake all steps necessary and
appropriate to liquidate and dissolve ROA and TRG as soon as reasonably practicable.” As
discussed below, the Deputy Receiver intends to exercise her authority to create aliquidating trust
for those purposes (“Liquidating Trust”).

74.  The Deputy Receiver anticipates that she would serve as or designate the trustee of
the Liquidating Trust (“Liquidating Trustee”).

75.  Apart from unclaimed funds that cannot yet be escheated under the laws of the
relevant states, liquidating the Companies is complicated by the following aspects of aspects of
federal and state law:

. Pursuant to 31 U.S.C. § 3713 (“Federa Priority Act”), “[&] representative of
... an estate (except atrustee acting under title 11) paying any part of a debt
of the person or estate before paying a claim of the Government isliable to
the extent of the payment for unpaid claims of the Government”;

. As construed by the United States Supreme Court in light of the McCarran-
Ferguson Act, the Federal Priority Act doesnot, inaninsurancereceivership,
give claims of the United States priority over administrative expenses or

policy claims;®

. However, claims of the United States (including assessments for additional
federal income taxes owed) are entitled to priority ahead of general creditor

16 See United Statesv. Fabe, 508 U.S. 491 (1993).
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claimsor therights of those entitled to the distribution of residual assets (see
Va Code Ann. § 28.2-38.2-1509);

. Asnoted above, the Federal Rel ease does not extend to Claims of the United
States for federal income taxes;

. ROA and TRG cannot calculate and pay federal income taxes until after the
close of thetax year or partial tax year in which thetax liability wasincurred;

. Even if a dissolved corporation files a request for prompt assessment of
federal income tax liabilities after filing atax return, the I.R.S. has eighteen
(18) months within which to assess additional taxes (see Section 6501(d) of
the Internal Revenue Code);

. If the |.R.S. were to assess additional federal income taxes against ROA or
TRG after thedistribution of all of their assets, no assetswould remain to pay
the taxes;

. Therefore, some ROA and TRG assets must be retained for potential
assessments of additional federal income taxes, until all tax years for ROA
and TRG are closed;

. However, retaining assetsin ROA and TRG for that purpose would result in
ROA and TRG being required to continuein perpetuity filing annual federal
income tax returns and being subject to potential assessments of additional
tax, because adissolved corporation continuesto exist for purposesof federal
income reporting and taxation for so long asthe dissolved corporation retains
any assets. See 26 C.F.R. § 1.6012-2(a)(2) (providing that “[a] corporation
in existence during any portion of a taxable year is required to make a
return,” and that acorporation “isnot in existence after it ceases business and
dissolves, retaining no assets’) (emphasis added); United States v.
McDonad & Eide, Inc.,865F.2d 73, 77 (3rd Cir. 1989) (finding for purposes
of 26 C.F.R. § 1.6012-2(a)(2) that the period for winding down a
corporation’ saffairsended when the process of transferring the corporation’s
assetswas complete); Va. CodeAnn. 8 13.1-750(D) (“ Thestatement * that all
the assets of the corporation have been distributed to its creditors and
sharehol ders meansthat the corporation has divested itself of all its assets by
the payment of claims or liquidating dividends or by assignment to atrustee
or trustees for the benefit of claimants or shareholders.”).

76.  Asdiscussed above, each of the Companieshasasubstantial carry-forward of NOLS,

which would reduce the magnitude of, but not entirely eliminate, any potential future assessment by
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thel.R.S. of additional federal income tax liabilities. The Deputy Receiver has concluded that the
only practicable manner inwhich to terminate the existence of ROA and TRG for purposesof federal
income reporting and taxation is to:

a Establish a reserve for costs, expenses and contingencies until final
liquidation of TRG (Reserve for TRG Final Expenses and Contingencies);

b. Establish a reserve for costs, expenses and contingencies until final
liquidation of ROA (Reserve for ROA Final Expenses and Contingencies);

C. Cause TRG to assign to ROA, and ROA to assume (to the extent of assets
transferred), TRG's liabilities underlying the Reserve for TRG Fina
Expenses and Contingencies, non-distributed assets in the amount of the
Reserve for TRG Final Expenses and Contingencies, any TRG unclaimed
property, and TRG’s liabilities to pay to found owners or escheat the
unclaimed property;

d. Distribute the remainder of TRG's assets and ROA’s assets, other than
unclaimed property, the Reservefor TRG Final Expensesand Contingencies,
and the Reserve for ROA Fina Expenses and Contingencies, to their
respective creditors via pro rata payments of approved claims in order of
priority; and

e Establish the Liquidating Trust into which to transfer:

I any ROA unclaimed property;

ii. ROA'’s liahility to pay to found owners or escheat the unclaimed
property;

iii. ROA’s liabilities underlying the Reserve for ROA Fina Expenses
and Contingencies,

iv. non-distributed assets in the amount of the Reserve for ROA Final
Expenses and Contingencies; and

V. the assets and liabilities that ROA assumed from TRG.
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77.  This would end the existence of ROA and TRG for purposes of federal income
taxation. However, asdiscussed below, ROA and TRG would remain subject to potential additional
assessments of federal income taxes until their final tax years are closed.

78. The Deputy Receiver anticipates that either she or the Liquidating Trustee will file
federal income tax returns for TRG and ROA through their final year or partial year as taxable
entities, which will likely be the tax years ending March 31 of 2019 for TRG and December 31,
2019, for ROA.

79. The Deputy Recelver anticipates that either she or the Liquidating Trustee will file
requests for prompt assessment of ROA’s federal income tax liabilities for the tax years ending
December 31 of 2016, 2017, and 2018 (“ROA Request for Prompt Assessment 2016-2018").

80.  The Deputy Recelver anticipates that either she or the Liquidating Trustee will file
requests for prompt assessment of TRG’s federal income tax liabilities for the tax years ending
March 31 of 2017, 2018, and 2019 (“TRG Request for Prompt Assessment 2017-2019").

81.  The Deputy Receiver anticipates that, in response to the ROA Request for Prompt
Assessment 2016-2018, the I.R.S. will deem ROA’sfinal tax year to be closed in 2020.

82.  The Deputy Receiver anticipates that, in response to the TRG Request for Prompt
Assessment 2017-2019, the I.R.S. will deem TRG' sfinal tax year to be closed in 2020.

83.  ThelLiquidating Trust would be subject to federal income taxation.

TheLaw Governing the Disposition of ROA’s Assets Upon Liquidation, asApplied to

So-Called “ Equity Accounts, and to Advancesof Fundsto ROA” (by TRG in 1992 and

2001, and by Subscribersin 2002)

84. Because ROA was a domestic insurance reciprocal, the sequence of disbursing its

assetsupon liquidation isgoverned not only by the Virginiainsuranceliquidation priority schedule,
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Va. Code Ann. § 38.2-1509, but also by two statutes addressing specifically the liquidation of
domestic insurance reciprocals. Va. Code Ann. 8§ 38.2-1228 provides, in full:

Upon the liquidation of a domestic reciprocal, the assets remaining
after discharge of its (i) indebtedness and policy obligations, (ii) the return of
any contributions of the attorney or other person made as providedin § 38.2-
1225, and (iii) the return of any unused deposits, savings or credits, shall be
distributed. Thedistribution shall be accordingto aformulaapproved by the
Commission or the court to the persons who were its subscribers within the
twelve (12) months prior to the final termination of its license.

85. Va Code Ann. § 38.2-1225 provides, in relevant part:

The attorney or other interested persons may advance to a domestic
reciprocal any funds required in its operations. NoO repayment of the
principal, or any payment of interest thereon, in whole or in part, shall be
made without the approval of the Commission. . . . In the event of a
liquidation . . ., al claims under the instrument shall be subordinated to
subscriber, claimant and beneficiary claimsaswell asdebtsowed to all other
classesof creditors. The principal advanced shall not bewithdrawn or repaid
and no payments of interest thereon shall be made unless the reciprocal has
sufficient earned surplus in excess of its minimum required surplus. . . .
Interest on the principal advanced shall beat arate not exceeding the oneyear
treasury bill interest rates plus three percentage points at the time theloanis
made or renewed.

86. Inaddition, theVirginiaSupremeCourt hasheldthat “ Virginialaw prohibitscreditors
of an insolvent insurance estate from earning interest on their clams,” even where the payment of

interest is provided by contract. See SwissReLifeCo. Am. v. Gross, 253 Va. 139, 147,479 SE.2d

857, 861 (1997) (denying reinsurer’ s claim in the estate of an insolvent insurer for the payment of
interest on amounts owed under a reinsurance treaty, notwithstanding the provision for interest in

the treaty itself) (citing Metompkin Bank & Trust Co. v. Bronson, 172 Va. 494, 500, 2 S.E.2d 323,

325 (1939)); see dso Metompkin, 172 Va. at 500 (*Interest ceases upon unsecured claims against

assetsinsufficient to pay all claimsin full on the date of the declaration of insolvency.”) (dictum);

Va. Code Ann. § 38.2-1512 (providing that the rights and liabilities of creditors, policyholders,
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stockholders, members, and all other personsinterested in the assets of aninsurer arefixed as of the

date of the entry of an order of liquidation); Cf. id. at 504 (quoting Peter A. Frasse & Co. V.

Hartford Automotive Parts Co., 300 F. 876, 880 (D. Conn. 1924), for “the generd rule relating to

theunsecured claimsagainst insol vent estates, that interest ceases on the appointment of areceiver”)
(dicta).”

87. ReadingVa. CodeAnn. 838.2-1512, SwissRe, and M etompkintogether, the Deputy

Receiver concludesthat, for purposes of claimsfor interest provided by contract, the general rulein
Virginiainsurancereceivershipsisthat interest accrues pre-receivership at the contractual rate until
the date of entry of an order of liquidation, as of which date the amount of interest payable on the
contract is fixed and interest ceases to accrue.

88. Finaly, Va Code Ann. § 38.2-1509(B)(1) appliesto the disbursement of the assets
of ROA, areciproca insurer that wrote hospital liability insurance and workers' compensation
insurance, which the Commission found to beinsolvent and ordered liquidated. SeeVa. Code Ann.
88 38.2-1500, 38.2-1509(A). Therefore, Sections38.2-1228 and 38.2-1509(B)(1) must be construed

together in determining the order of distribution of ROA’sassets. See Granado v. Commonwealth,

292 Va. 402, 408-09, 790 S.E.2d 233, 236 (Va. 2016) (noting that when two statutes clearly address
the same subject matter, they must be construed together under the in pari materia canon of
construction) (citations omitted).

89. The term “indebtedness and policy obligations’ in Section 38.2-1228 can be

construed as a reference to the categories of indebtedness and policy obligations listed in Section

7 The statements of law quoted from Metompkin were dictabecausethe creditor in that case
was a secured creditor, not an unsecured creditor.
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38.2-1509(B)(1) (i.e., claims of policyholders, specifically identified types of creditors, and “ other
creditors’).

90.  After the payment of “indebtedness and policy obligations,” the return of any
contributions of the attorney or other persons made pursuant to Section 38.2-1225 isthe next priority
of distribution when areciprocal isliquidated. Va. Code Ann. 8 38.2-1228; seealso Va. Code Ann.
§ 38.2-1225 (“In the event of a liquidation or dissolution, all claims under the [agreement for
advance of funds] shall be subordinated to subscriber, claimant and other beneficiary clamsaswell
as debts owed to al other classes of creditors.”).

91.  Thenext priority of distributionintheliquidation of areciprocal is“thereturn of any
unused deposits, savings or credits.” Va. Code Ann. § 38.2-1228.

92. Finaly, if there are any residual assets, they are to be distributed to the persons who
were the reciprocal’ s subscribers within the twelve (12) months prior to the final termination of its
license. 1d.

93.  Thedistribution prioritiesset forthinVVa. Code Ann. § 38.2-1228 wereincorporated
in ROA’s bylaws.

94.  ArticleVII, Section 4 of ROA’ s bylaws provided:

Section 4. Distribution of Savings to Subscribers. At such time,
subsequent to the second annual meeting of Subscribersof the Reciprocal, as
the Board of Directors determines, in its reasonable discretion, that the
surplus of the Reciprocal, as set forth in Section 2 of Article VI, isadequate
for the estimated continuing operating requirements of the Reciprocal andthe
protection of the Subscribers, and that additional surplus is available for
distribution to Subscribers of the Reciprocal, the Board of Directors may
declareareturn of savingsto the Subscribers of the Reciprocal inthe amount
of such additional surplus available for distribution, or any portion thereof,
and each Subscriber’ s share of such distribution shall bein such amount and

in such proportion as shall be determined by the Board of Directors and in
conformity with the Subscriber’s Agreement and Power of Attorney and
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applicable law. In determining whether surplusis available for distribution
to Subscribers, the Board of Directors shall takeinto account any reservesfor
suture repayment of contributions, advances, or borrowings from its
Subscribers and other interested parties that are permitted by applicable law
to betreated as surplus of the Reciprocal. No such distribution of savingsto
Subscribers shall be made prior to the repayment of contributions,
borrowings, or advancesof other interested personswho may have advanced
fundsto the Reciprocal. Suchdistribution of savingsshall becredited at |east
annually to the individual Subscriber’s surplus account and returned or
credited, in whole or in part, to the Subscriber at the discretion of the Board
of Directors, subject to such limitations herein contained. The distribution
as herein provided shall be only from the Subscriber’'s earned surplus in
excess of its contributed surplus.

95.  Article VI, Section 1 of ROA’s bylaws provided in relevant part:

Section 1. Liquidation. . . . [I]n the event of an involuntary
liquidation by the Virginia State Corporation Commission, the liabilities of
the Reciprocal shall besatisfied or provided for asrequired by applicablelaw.
If any surplus exists after the payment of or provision for all liabilities,
including for purposes of Article VIII obligations of the Reciprocal under
contribution certificates or similar instruments and surplus deposits
maintained with the Reciprocal, such surplus shall be distributed to its
Subscribers who were such Subscribers of the Reciprocal within twelve
months prior to . . . a. .. liquidator is appointed in case of an involuntary
liquidation. Each such Subscriber’s share of such distribution shall be in
such amount and in such proportion as shall be determined . . . by the State
Corporation Commission. . . intheevent a. . . liquidator is appointed in the
case of an involuntary liquidation. In the event such liquidation and
distribution of assetsasprovided herein shall bein conflict with existing state
or federal law at the time of such liquidation, then such liquidation and
distribution shall be conducted in conformity with then existing law.

1 Advances of Fundsto ROA by TRG and Subscribers
96.  Therearetwo loan agreements pursuant to which TRG advanced funds required for
ROA'’ s operations, as contemplated by Va. Code Ann. § 38.2-1225:

a A Loan Agreement effective March 31, 1992 (and First Amendment to Loan
Agreement, made on December 31, 1994), and a related promissory note,
which provided for the payment of interest, did not address subordination of
claims, but provided that they were to be governed by Virginialaw (*1992
Loan Agreement”). $1,875,000in principal remainsoutstanding onthat | oan.
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From inception through June 19, 2003 (the day prior to entry of the 2003
Liquidation Order with Finding of Insolvency), $1,139,127.34 ininterest had
accrued at the contractual and legal rate, of which ROA had pad TRG
$39,019.76 prior to receivership and $1,100,107.58 remains unpaid. In
addition, $165,045.81 in commitment feeshad accrued, none of which ROA
had been paid prior to receivership and all of which remains unpaid.

b. A Subordinated Loan Agreement effective March 29, 2001, and a related
promissory note, which provided for the payment of interest, expressly
addressed subordination, and provided that they were to be governed by
Virginia law (“2001 Loan Agreement”). $5,000,000 in principal remains
outstanding on that loan. From inception through June 19, 2003 (the day
prior to entry of the 2003 Liquidation Order with Finding of Insolvency),
$793,625.86 ininterest had accrued at the contractual and legal rate, of which
ROA had paid TRG $76,224.52 prior to receivership and $717,401.34
remains unpaid. With regard to subordination, the Subordinated Loan
Agreement provided, in relevant part:

Intheevent of aliquidation or dissolution, the repayment of the Loan
and payment of accrued interest thereon shall be subordinated to
subscribers, claimants and beneficiary claims as well as debts owed
to all other classes of creditors. In no event shall any repayment of
the Loan or payment of accrued interest thereon, whether in whole or
in part, be made by ROA unless and until the prior approval of the
Commission has been obtained and no portion of the Loan or accrued
interest thereon shall at any time or in any way represent a legal
liability of ROA unless and until the Commission so approves the
repayment of the Loan or accrued interest thereon under this
Aqgreement.

Subordinated Loan Agreement effective March 29, 2001, § 2.3.

97.  Thesubordination provision in the 2001 Subordinated Loan Agreement mirrorsthe
subordination language in Va. Code Ann. 8§ 38.2-1225, which governs both the 1992 Loan
Agreement and the 2001 Subordinated L oan Agreement, eventhough the earlier agreement doesnot

expressly address subordination.
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98. By resolution on April 16, 2002, ROA’s board of directors implemented a plan to
raiseapproximately $60 millionin capital by June 30, 2002, through mandatory capital contributions
by renewing subscribers (*ROA Capital Call”).

99. ROA sent each subscriber an invoicefor its share of the $60 million contribution to
surplus pursuant to the ROA Capital Call, payment of which was required by June 30, 2002, as a
condition of continued participation as an active subscriber of ROA.

100. The ROA Capital Call did not provide for the payment of any interest on funds
advanced by responding subscribers.

101. BecauseVa CodeAnn. §38.2-1228 addresses* contributions of theattorney or other
person[to areciproca of fundsneeded for its operations]” separately from “the return of any unused
deposits, savingsor credits,” the Deputy Receiver decided to account for thecontributions(i.e., TRG
loans and ROA Capital Call) separately from the unused credits (i.e., Equity Accounts balances).

102. Accordingly, Recelvership staff cal culated Equity Accountsba ancesasof December
31, 2002 (theend of thelast full calendar year prior to receivership), excluding the ROA Capital Call
contributions, which were accounted for separately.

2. ROA * Equity Accounts’

103.  PursuanttoArticleVII, Section 4 of ROA’sbylaws, quoted above, ROA determined
each subscriber’s earned surplus in excess of its contributed surplus annualy, as of the previous
December 31, which ROA referred to variously as subscriber equity accounts, subscriber surplus
accounts, or subscriber savings accounts (“ Equity Accounts”).

104. Thecalculation of individual Equity Account balances was based on the cumulative

profits and losses attributable to each subscriber or withdrawn subscriber.
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105. Positive Equity Account balancesarein the category that Va Code Ann. 8 38.2-1228
refersto as “unused deposits, savings or credits.”

106. Neither Va. Code Ann. § 38.2-1228, nor Article VI, Section 4 of ROA’s bylaws,
specifieswhether distributionsfrom Equity Accounts(i.e., “ unused deposits, savingsor credits’) are
to be made solely to current subscribers, or also to former subscribers.*®

107. Nevertheless, for at least some period prior to 2002, ROA’ s policy wasto treat both
current and former subscribers as eligible for discretionary distributions declared by the Board of
Directors to those with positive Equity Account balances.

108. Incertainyearswhen ROA’sfinancial resultsweregood, ROA’sBoard of Directors
returned surplus by way of equity returns reducing current insurance costs (i.e., by applying acredit
against renewal insurance premiums to current subscribers with positive Equity Account balances,
and by making payments to withdrawn subscribers with positive Equity Account balances).

109. In2002, ROA’sfinancid conditionwasdeterioratinganditsBest’ sInsurance Reports
Rating, which had been A for at least the previous six years, had been reduced to A- as of July 20,

2001.

8 For purposes of the distribution of any residual assets remaining after the distribution of
“any unused deposits, savingsor credits,” however, Va. Code Ann. § 38.2-1228 specifiesthat assets
remaining shall be distributed “to personswho were. . . subscribers within the twelve months prior
to thefinal termination of itslicense.” Asnoted in paragraph 3 of this Application, ROA’slicense
has not yet been terminated. When it isterminated, the persons who can be considered subscribers
would be those subscribers who responded to the ROA Capital Call, continued as subscribers, and
were therefore subscribers as of December 31, 2002, as of the entry of the “2003 Receivership
Order,” and as of the entry of the “2003 Liquidation Order with Finding of Insolvency,” and who
therefore can be deemed to be those who were subscriberswithin thetwelvemonthsprior to thefinal
termination of ROA’ s license.
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110. Byresolutionsof TRG’ sBoard of Directorson March 22, 2002, and of ROA’ sBoard
of Directors on March 26, 2002, ROA prohibited Equity Account distributions to withdrawn
subscribersif ROA’s surplus was less than 400% of RBC.

111. No distributions of Equity Account balances were made after March 22, 2002, to
either non-withdrawn or withdrawn subscribers.

112.  Subscribers who did not respond to the ROA Capital Call as requested were non-
renewed in 2002.

113. ROA’sBest’s Insurance Reports rating fell to B- on July 11, 2002.

114. ROA did not have any new subscribers after 2002.

115. ROA'’s reported surplus fell from $37,578,805 as of December 31, 2001, to
($209,593,228) as of December 31, 2002, and ($468,941,434) as of December 31, 2003.

116. Information sent to subscribers regarding the ROA Capital Call stated that ROA
would account for each subscriber’ scontribution by crediting such amount to the subscriber’ sEquity
Account.

117. However, the June 30, 2002, capital call contributions were not credited to
subscribers' Equity Accounts prior to receivership.

118. Management’s next calculation of Equality Account balances would have beenin
20083, calculated as of December 31, 2002, but the 2003 Recelvership Order intervened on January
29, 2003.

119. Thecalculation of Equity Account balances as of December 31, 2002, would have

been the annual calculation closest in time to June 20, 2003, the date when the rights of all persons
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interestedin ROA’ sassetswerefixed under § 38.2-1512 by entry of the 2003 Liquidation Order with
Finding of Insolvency.

120. Asof that date, ROA’sinsolvency would have precluded any distribution of Equity
Account balances to either withdrawn subscribers or current subscribers.

121. Subsequently, the Deputy Receiver caused receivership staff to calculate positive
Equity Account balances as of December 31, 2002, both including withdrawn subscribers
($77,498,931.47)," and excluding withdrawn subscribers ($57,422,259.39).%

122.  However, because Section 38.2-1228 treats “the return of any contributions of the
attorney or other person” as a separate and higher priority category of distribution than “the return
of any unused deposits, savingsor credits,” the Deputy Receiver kept aseparate account of the ROA
Capital Call contributionsrather than crediting them to the respective subscribers’ Equity Accounts
(as ROA’s Board of Directors had stated its intention to do).

123.  Although proofsof claim wererequired for subscribersasserting aright to the return
of any capital contributions, subscribers were not required to file proofs of claim for equity.

124. In the years that have passed since the 2003 Liquidation Order with Finding of
Insolvency, asset recoveries, returns on investments, and the liquidation of all claims have resulted
inROA’ sfinancial conditionimproving to the point where, asof December 31, 2016, ROA reported

asurplus of $52,448,842.

19 See Exhibit 2 hereto. Subscribers (as of December 31, 2002) or former subscribers (as of
the same date) not listed on Exhibit 2 either did not have a positive Equity Account balance or had
been refunded 100% of their positive Equity Account balance prior to December 31, 2002.

% See Exhibit 3 hereto. Subscribers (asof December 31, 2002) not listed on Exhibit 3 either
did not have apositive Equity Account balance or had been refunded 100% of their positive Equity
Account balance prior to December 31, 2002.
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125. TheDeputy Receiver recommendsthat the Commission direct that returns of Equity
Account Balancesbe madeto both withdrawn and current subscribers (Exhibit 2), which seemsmost
consistent with the language of both sentences of Va. Code Ann. § 38.2-1228.

J. Proposed Distribution of TRG’s Assets and ROA’s Assets™

126. The Deputy Receiver plans to accomplish the dissolutions of ROA and TRG soon
after afinal order granting the relief requested by this Application becomes no longer appealable,
but in any case no later than eighteen (18) months after the filing of the ROA Request for Prompt
Assessment 2013-2015 (i.e., no later than May 7, 2018), by executing awritten consent to dissolve
ROA; (2) executing awritten consent to dissolve TRG; (3) filing TRG’ sarticles of dissolution with
the Commission; and (4) upon receipt from the Commission of a certificate of TRG’ s dissolution,
issuing adirective that ROA is “hereby dissolved.”*

127. There are no known claims of the United States remaining unpaid by TRG, and the
Reserve for TRG Final Expenses and Contingencies would make reasonable provision for any
potential but unlikely additional federal incometax liability that could result fromthel.R.S. response
to the TRG Request for Prompt Assessment 2014-2016 or the TRG Request for Prompt A ssessment

2017-20109.

2 Exhibit 5is adiagram of the proposed distribution of TRG's and ROA’s assets.

2 ROA, asareciprocal insurer, is an unincorporated association rather than a corporation,
and prior to receivership acted solely through TRG, its attorney-in-fact. SeeVVa. Code Ann. § 38.2-
1201. Virginialaw does not require or provide for the filing of articles of dissolution on behalf of
an unincorporated association. As such, ROA’s quasi dissolution will be accomplished in the
manner described. Cf. Labor Youth League v. Subversive Activities Control Bd., 322 F.2d 364,
368-70 (D.C. Cir. 1963) (finding that an unincorporated association was“ factually dissolved” upon
the adoption of aresolution that the association was “hereby dissolved.”).
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128. Thereare no known claims of the United States remaining unpaid by ROA, and the
Reserve for ROA Final Expenses and Contingencies would make reasonable provision for any
potential but unlikely additional federal income tax liability that could result from the |.R.S.
response to the ROA Request for Prompt Assessment 2013-2015 or the ROA Request for Prompt
Assessment 2016-2018.

129. TheDeputy Receiver proposes, pursuant to paragraph 6(h) of the 2003 Order Setting
Bar Date, to pay pro rata, to the extent of ROA’s available assets, al approved timely-filed and
timely-liquidated claims of ROA’ s genera creditors, which totaled $7,965,465 as of December 31,
2016.

130. Next, the Deputy Receiver proposes, and requests the Commission’s approva
pursuant to Va. Code Ann. § 38.2-1225, to pay as equal in priority and pro rata to the extent of
ROA’s available assets: (@) approved claims for the return of non-interest bearing capital call
contributions made by subscribers pursuant to the ROA Capital Call;? and (b) approved claimsfor
amountsthat TRG advanced to ROA pursuant to the above-described |oan agreements of 1992 and
2001.** The Deputy Receiver anticipates being able to make those paymentsin full.

131. Next, the Deputy Receiver proposes, and requests the Commission’s approval
pursuant to Va. Code Ann. § 38.2-1225, to pay interest and commitment fees accrued on the 1992
and 2001 advances of funds to ROA by TRG through June 19, 2003 (the day prior to entry of the

2003 Liquidation Order with Finding of Insolvency), but remaining unpaid.®

% Those claimstotal $29,705,897. See Exhibit 1 (excluding third entry from the bottom).
# Those claimstotal $6,875,000. See Exhibit 1 (third entry from the bottom).

% Those claimstotal $1,982,554.73.
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132. Next, the Deputy Receiver proposesto pay pro ratato the extent of TRG' savailable
assets and subject to the Reserve for TRG Final Expenses and Contingencies, all approved timely-
filed and timely-liquidated claims of TRG’s creditors.® The Deputy Receiver does not anticipate
being able to pay those claimsin full.

133. There are no approved late-filed but timely-liquidated claims of TRG creditors.

134. Neither TRG's articles of incorporation nor its bylaws included any provision
regarding thedistribution of any residual assetsof TRG upon dissolution. Therefore, pursuanttoVa.
Code Ann. 8§ 13.1-907(A)(5), the Commission may direct how any residual assets of TRG should
be distributed.

135. If, subject to the Reserve for TRG Final Expenses and Contingencies, the Deputy
Receiver were to be able to pay in full al approved claims of TRG creditors, she proposes to
distribute any residual TRG assetsto ROA, given that TRG was established and existed to serve as
ROA’ sattorney-in-fact for purposes of Chapter 12 (Reciprocal Insurance) of the Virginialnsurance
Code.”’

136. TRG would aso transfer or assign to ROA, and ROA would assume from TRG:
(@) TRG's rights under contracts and bank accounts; (b) any TRG Unclaimed Property for
escheatment if their owners cannot be found; (c¢) the Reserve for TRG Final Expenses and
Contingencies;, and (d) assets in the amount of the Reserve for TRG Final Expenses and

Contingencies.

% Asof March 31, 2007, those claims totaled $17,503,455 (including $1,855,560 recorded
as anegative asset that TRG owed to ROA under certain loans).

2 The Deputy Receiver does not anticipate that TRG will have any residual assets to
distribute to ROA.
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137. Thedistributionof al of TRG’ sassetswould terminate TRG’ sexistencefor purposes
of federal income taxes.

138. There are no approved late-filed but timely-liquidated claims against ROA.

139. Pursuant to Va. Code Ann. § 38.2-1228, quoted above, after discharging ROA
indebtedness and policy obligations, and returning any contributions of TRG or other persons made
asprovidedin 8 38.2-1225 (without interest, for the reasons explained above), the Deputy Receiver
proposes to return, pro rata to the extent of ROA’s available assets, any unused deposits, savings,
or credits (i.e., positive balances in subscriber Equity Accounts).”? As discussed above, the Deputy
Receiver proposes to make such a distribution to all subscribers with positive Equity Account
balances, whether they were withdrawn or current subscribers as of December 31, 2002 (and,
therefore, as of the date of entry of the 2003 Liquidation Order with Finding of Insolvency).

140. Next,theDeputy Receiver setsforth her conclusionsand recommendationsregarding
the persons eligible to share in the distribution of any ROA assets remaining after the discharge of
theitemslistedin subsections (i), (ii), and (iii) of Va. Code Ann. § 38.2-1228 (“ Residual Assets’).?
The Deputy Receiver also sets forth below her conclusions and recommendations regarding the
formula by which any Residual Assets should be allocated and distributed.

141. Traditionally, in the rare cases in which a receivership is concluded with assets
remaining after satisfaction of all liabilities, such assets are allocated among, and delivered to, the

owners of theenterprise. Indetermining who would be the ownersof any Residual Assets,Va. Code

% For purposes of Va. Code Ann. § 38.2-1228, the Equity Accounts were an annual
accounting of deposits, savings, or credits attributable to each subscriber for earned surplus.

# The Deputy Receiver does not anticipate that ROA will have any Residual Assets.
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Ann. 8§ 38.2-1512, provides that the rights and liabilities of subscribers, insureds, policyholders,
creditors, and al other personsinterestedin the property and assets of ROA werefixed asof the date
of the 2003 Liquidation Order with Finding of Insolvency. Inaddition, Va. Code Ann. § 38.2-1228
specifically provides that any residual assets are to be distributed, pursuant to a formula approved
by the Commission, to those who were subscribers within the twelve (12) months prior to thefinal
termination of the license of areciprocal that is being liquidated.

142. Sections 38.2-1512 and 38.2-1228 are easily reconciled for purposes of the
distribution of any residual assets. Becausetherewereno new subscribersafter December 31, 2002,
ROA will have the same subscriberswhenitslicenseisfinally terminated asit had on December 31,
2002, and asit had on the date of the 2003 Liquidation Order with Finding of Insolvency. Therefore,
the Deputy Receiver recommends that the Commission find that the owners of any Residual Assets
arethosewhowere ROA subscribers (asdistingui shed from withdrawn subscribers) as of December
31, 2002, and who had positive Equity Account balances as of that date (“ Eligible Subscribers’).*

143. Based ontheforegoinglaw and facts, the Deputy Receiver proposes, for purposes of
Va Code Ann. § 38.2-1228, to allocate any Residual Assets among the Eligible Subscribersin
proportion to each Eligible Subscriber’ s share of the total Equity Account balances. Algebraically,
this would be expresses as $ES where:

ES = an individual Eligible Subscriber
$SRA total Residual Assets available for distribution to ESs, in dollars
$ESEAB

an ES s positive Equity Account balance as of 12/31/02, in dollars

% See Exhibit 3 hereto. Subscribers (asof December 31, 2002) not listed on Exhibit 3 either
did not have apositive Equity Account balance or had been refunded 100% of their positive Equity
Account balance prior to December 31, 2002.
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Y $ESEAB the sum of al $ESEABs
%ES $ESEAB/Y $ESEAB (an ES's percentage share of Residual Assets)
$ES = $BRA * %ES (an ES s share of $$RA, in dollars)

144. Exhibit 3, in addition to listing the Equity Account balances of those who were
subscribers as of December 31, 2002, lists their anticipated respective percentage interests in any
Residual Assets.

K. Establishment, Duration, Administration, and Termination of the Liquidating Trust

145.  After thefina distribution of TRG’ s assets and ROA’s assets (other than the TRG
unclaimed property, the unspent assets underlying the Reserve for TRG Final Expenses and
Contingencies, theROA unclaimed property, and theunspent assetsunderlying the Reservefor ROA
Final Expenses and Contingencies), the Deputy Receiver would establish the Liquidating Trust.

146. Upontheeffectivedateof the Liquidating Trust, the Deputy Recelver would transfer
the TRG unclaimed property, the Reserve for TRG Final Expenses and Contingencies, the ROA
unclaimed property, and the Reservefor ROA Final Expensesand Contingenciesto the Liquidating
Trust, and file TRG' s articles of termination with the Commission.**

147. TheLiquidating Trusteewould continueto administer thetransferred assetsuntil such
time as all TRG unclaimed property and ROA unclaimed property have been escheated, all fina
expenses of TRG and ROA have been paid or provided for from the Reserve for TRG Final
Expenses and Contingencies and the Reserve for ROA Final Expenses and Contingencies, any
remainder of the Reserve for TRG Final Expenses and Contingencieswould be distributed pro rata

to TRG' s creditors, and any remainder of the Reserve for ROA Final Expenses and Contingencies

¥ Filing TRG's articles of termination would also effectively terminate ROA, an
unincorporated association that acted solely through its attorney-in-fact, TRG.
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would bedistributed pro ratain themanner proposed abovefor purposesof the pre-Liquidating Trust
distribution of ROA assets.

148. The Liquidating Trust would then terminate.

149. The Deputy Receiver requests that the Commission provide that if the Liquidating
Trustee estimatesthat the costs of distributing any remainder of the Reservefor TRG Final Expenses
and Contingencies or the Reserve for ROA Final Expenses and Contingencies pro rata to ROA
creditors would exceed the amount of those remaining assets, the Liquidating Trustee shall instead
pay those assets to the Treasurer of the Commonwealth of Virginia.

150. Among thefinal expensesthat the Liquidating Trustee would pre-pay, or for which
the Liquidating Trustee would make provision (e.g., by escrow account), would be the filing of the
federal income tax return for the Liquidating Trust’ sfinal tax year, the payment of the Liquidating
Trust’s federal income tax liability for the Liquidating Trust's final tax year,* and the estimated
expenses of preparing final closing reports for the Commission.

L. Processing of Unclaimed Funds

151. Any ROA or TRG distributions for which the payee cannot be found will be
processed in accordance with the applicable escheat |aws of the various states, either by the Deputy
Receiver (beforetheeffectivedate of the Liquidating Trust) or by the Liquidating Trustee (beginning

as of the effective date of the Liquidating Trust).

¥ Thereis no provision under federal tax law for requesting prompt assessment of the tax
liabilities of atrust.
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M. Destruction or Retention of Records

152.  Paragraph (j) on page 7 of the 2003 Receivership Order authorized the Receiver,

Deputy Receiver, and Special Deputy Receiver:
toremoveany or al recordsand other property of Respondentsto the offices
of the Deputy Receiver or Special Deputy Receiver or to such other place as
may be convenient for the purposes of efficient and orderly execution of the
receivership, and to dispose of or destroy, in the usual and ordinary course,
such of those records and property as they may deem or determine to be
unnecessary for the receivership.

153. Subject to any requirement to retain for a longer period any records relevant to
pending or anticipated litigation, the Deputy Receiver requeststhat the Commissionratify therecord
retention schedule attached hereto as Exhibit 4 (“Record Retention Schedule’). The Deputy
Receiver believes that the Record Retention Schedule provides, in furtherance of the efficient and
orderly wind down of the receivership, for the destruction in the usual and ordinary course of such
recordsasare unnecessary to thereceivership, subject to any requirement toretainfor alonger period
any records relevant to pending or anticipated litigation.

154. Documentswould be handled in accordance with the Record Retention Schedule by
the Deputy Recelver (before the effective date of the Liquidating Trust) and by the Liquidating
Trustee (beginning as of the effective date of the Liquidating Trust).

N. Closing Report

If the Commission approves of the plans proposed herein, the Deputy Receiver proposesto
execute those plans and, upon the completion thereof, file a closing report with the Commission to
close the receivership without need of any further application or hearing.

WHEREFORE, PREMISES CONSIDERED, the Deputy Recelver respectful ly requeststhat

the Commission enter:
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A. A scheduling order:

1 Providing for a Contingent Hearing, to be held only in the event that
written objection to the Application istimely filed.

2. Establishing response procedures as proposed herein.

3. Approving notice procedures as proposed herein.

B. After the Contingent Hearing, or after the deadline for filing Notices of
Objection, if none arefiled, afina order:

1 Ratifying:

a

b.

The PBGC Settlement Agreement;
The General Re Commutation Agreement;
The Tennessee Settlement;

TheRecord Retention Schedul g, attached hereto as Exhibit 4;
and

Theconduct and wind down of thereceivership by the Deputy
Receiver, her predecessor and their deputies, counsel and
consultants heretofore; and

2. Authorizing the Deputy Receiver, without need for further action by
the Commission, to:

a

Establish the Reserve for TRG Fina Expenses and
Contingenciesfor the purposesand in the manner and amount
proposed herein;

Establish the Reserve for ROA Fina Expensesand
Contingenciesfor the purposesandinthe manner and amount
proposed herein;

Establish the proposed Liquidating Trust, for the purposes set
forth herein;

Distribute TRG's assets and ROA’s assets in the manner
proposed herein;
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e Take any other necessary or appropriate steps, not contrary to
the Commission’s Final Order, to facilitate and expedite the
closing of the receivership; and

f. File a closing report with the Commission, along with a
recommendation that this receivership proceeding be closed,
after the purposes of the Liquidating Trust have been
accomplished, any remaining assets in the Liquidating Trust
have been distributed, and the Liquidating Trust has
terminated (including providing that if the Liquidating
Trustee estimates that the costs of distributing any remainder
of the Reserve for TRG Final Expenses and Contingencies
pro ratato TRG’s creditors, or that the costs of distributing
any remainder of the Reserve for ROA Final Expenses and
Contingencies pro ratato ROA creditors, would exceed the
amount of those remaining assets, the Liquidating Trustee
shall instead pay thoseremaining fundsto the Treasurer of the
Commonwealth of Virginia).

Respectfully submitted,
JacquelineK. Cunningham, Commissioner of Insurance, State

Corporation Commission, Bureau of Insurance, as Deputy
Receiver of Reciprocal of Americaand TheReciprocal Group

By: ¢/ Patrick H. Cantilo
Patrick H. Cantilo

Patrick H. Cantilo (Pro Hac Vice)
Pierre J. Riou (Pro Hac Vice)

CANTILO & BENNETT, L.L.P.

11401 Century Oaks Terrace, Suite 300
Austin, Texas 78758

(512) 478-6000

(512) 404-6550 Fax
phcantilo@cb-firm.com
pjriou@ch-firm.com
service@cb-firm.com
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CERTIFICATE OF SERVICE

| hereby certify that on June 15, 2017, theforegoing document was sent for filing to the Clerk
of the Commission via overnight delivery:

Mr. Joel Peck

Clerk of the Commission

STATE CORPORATION COMMISSION
Tyler Building

1300 E. Main Street

Richmond, Virginia 23219

and one copy was sent viae-mail to:

John O. Cox, Special Deputy Recelver
Office of General Counsel

STATE CORPORATION COMMISSION
1300 E. Main Street

P.O. Box 1197

Richmond, Virginia 23218
john.cox@scc.virginia.gov

and one copy was sent via overnight delivery to:

William C. Gullett, Esqg.

FROST BROWN TODD LLC
The Pinnacle at Symphony Place
150 3" Avenue South, Suite 1900
Nashville, Tennessee 37201

Greg E. Mitchell, Esg.

William J. George, Esq.
FROST BROWN TODD LLC
250 W. Main Street, Suite 2800
Lexington, Kentucky 40507

5 Patrick H. Cantilo
Patrick H. Cantilo
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EXHIBIT 1 - APPROVED CLAIMS FOR REFUND OF ADVANCES OF FUNDS TO ROA (VA. CODE ANN. SECTION 38.2-1225)

Name of Attorney-in-Fact or Interested Person Who Advanced Funds to ROA

ANDERSON INFIRMARY BENEVOLENT ASSOCIATION

Amount
Approved

$1,334,342.00

AUGUSTA HEALTH CARE, INC.

$414,653.00

BAPTIST MEMORIAL HEALTHCARE CORPORATION

$3,186,074.00

BRECKINRIDGE MEMORIAL HOSPITAL, INC. $29,842.00
CAVERNA MEMORIAL HOSPITAL $43,052.00
CLINTON COUNTY HOSPITAL $72,400.00
COMMUNITY MEMORIAL HEALTHCENTER $318,863.00

DANVILLE REGIONAL HEALTH SYSTEM

$1,056,152.00

GATEWAY REGIONAL HEALTH SYSTEM $192,534.00
GREEN RIVER REGIONAL MENTAL HEALTH/MENTAL RETARDATION

BOARD INC. $156,655.00
HALIFAX REGIONAL HEALTH SYSTEMS, INC. $367,740.00
HARDIN MEMORIAL HOSPITAL $516,289.00
HARRISON MEMORIAL HOSPITAL $138,972.00
HIGHLANDS REGIONAL MEDICAL CENTER $498,590.00
JANE TODD CRAWFORD MEMORIAL HOSPITAL $81,686.00
JOHNSTON MEMORIAL HOSPITAL $93,391.00
LIVINGSTON HOSPITAL & HEALTHCARE SERVICES, INC. $53,444.00
MEDICORP HEALTH SYSTEM $559,859.00

MEMBERS OF HEALTHCARE PROVIDERS, INC.
RISK PURCHASING GROUP

$11,618,606.00

MISSISSIPPI BAPTIST MEDICAL CENTER

$2,628,913.00

MURRAY-CALLOWAY COUNTY HOSPITAL $409,798.00
OWENSBORO MEDICAL HEALTH SYSTEM, INC. $952,557.00
PATTI A. CLAY REGIONAL MEDICAL CENTER $229,891.00

RIVERSIDE HEALTHCARE ASSOCIATION, INC.

$1,897,442.00

SHENANDOAH MEMORIAL HOSPITAL $188,141.00
SUMNER REGIONAL HEALTH SYSTEMS $739,448.00
T.J. SAMSON COMMUNITY HOSPITAL $308,517.00
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EXHIBIT 1 - APPROVED CLAIMS FOR REFUND OF ADVANCES OF FUNDS TO ROA (VA. CODE ANN. SECTION 38.2-1225)

Name of Attorney-in-Fact or Interested Person Who Advanced Funds to ROA App\)r;rooli/r:d

THE FAUQUIER HOSPITAL, INC. $301,795.00
THE HOSPITAL AUTHORITY OF NORFOLK $87,039.00
THE JAMES B. HAGGIN MEMORIAL HOSPITAL $93,927.00
THE RECIPROCAL GROUP - PRINCIPAL ADVANCED UNDER INTEREST-BEARING NOTES $6,875,000.00
TWIN LAKES REGIONAL MEDICAL CENTER $169,827.00
VALLEY HEALTH SYSTEM $965,458.00

$36,580,897.00

20f2
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