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IN THE COMMONWEALTH COURT OF PENNSYLVANIA

In Re: Legion Insurance Company, : No. 1 LEG 2002
(In Liquidation) :

QUARTERLY REPORT OF THE LIQUIDATOR
ON THE STATUS OF THE LIQUIDATION OF
LEGION INSURANCE COMPANY AS OF SEPTEMBER 30, 2017

L INTRODUCTION

Jessica K. Altman, Acting Commissioner of the Commonwealth of Pennsylvania, in her
official capacity as Statutory Liquidator (the “Liquidator”) of Legion Insurance Company
(“Legion or Estate”), through her undersigned counsel, hereby submits this Quarterly Report on
the status of the liquidation of Legion for the period from January 1, 2017 through September 30,
2017 ("Report™).

IL REPORT

A. Financial Statements.

Legion has prepared the Special Purpose Statement of Assets and Liabilities, Statutory
Capital and Surplus Account and Cash Flow Summary (“Statements”). The Statements include
many estimates as noted below and may not fully reflect the effects of the liquidation.
Consequently, the ultimate distribution to creditors is unknown at this time. For this reason,
third parties should not rely on the financial information contained herein as providing any
certainty or clear indication as to the ultimate distribution that will be made from Legion. The

Notes to the Special Purpose Statement of Assets and Liabilities, attached as Exhibit D, describes




the nature of the line items on the Statements and should be included in any review of Legion’s
financial information.
The Statements are addressed in more detail in sections 1 through 4 below.

1. Special Purpose Statement of Assets and Liabilities — Assets —

EXHIBIT A.

As of September 30, 2017, the attached Special Purpose Statement of Assets and
Liabilities shows estimated total assets were $2,150.2 million including $457.4 million of cash
and liquid investments.

Early access advances to Guaranty Associations (“GAs”) totaled $1,690.6 million.

a. Cash and Investments.

Legion had a cash and investment portfolio of $457.4 million as of September 30, 2017.
Refer to the Cash Flow Summary (Exhibit C) for major components of change for the current
year. Excess cash flows over and above the immediate operating needs of the Estate are
transferred to money market deposits. Legion’s investment manager, Delaware Investments,
utilized Legion’s approved investment policy to trade specific securities held in the fixed income
securities portfolio and to generally monitor and manage the portfolio in accordance with the
guidelines. The contract with Delaware Investment Advisors expired effective June 30, 2017,
and subsequently BNY Mellon Bank transferred the cash and securities in the portfolio to
Morgan Stanley, which has provided financial advisory services to the Estate since 2009. The
securities will be held by Morgan Stanley until maturity, and all proceeds will be placed in
money market accounts in the Estate’s account with Morgan Stanley. All securities will mature
on or before December 31, 2017. All marketable securities are booked to the market values

provided by Morgan Stanley as of the end of each month. Of the $457.4 million cash and




investments available, $65.8 million is being reserved as it may be potentially distributed for
Early Access funds currently held. (See Section 1(b) below.)

b. Early Access Advances.

Workers’ compensation claims paid by Legion on behalf of the GAs during the first 90
days after the date of the Liquidation and pursuant to the Court’s Order are considered part of
early access monies.

On August 7, 2014, the Court approved the Liquidator’s Ninth Proposal to Distribute
Assets ($130.0 million) to the State Guaranty Associations (“Liquidator’s Ninth Proposal”)
bringing the total authorized by the Court to $1.76 billion for early access distributions. Legion
has distributed all of these funds via cash payments and reductions of statutory deposits, except
for $65.8 million which is currently being held. In September 2017, $2.9 million which was
previously approved was distributed to a GA from funds held.

On April 24, 2017, the Court approved a $6.4 million early access distribution to the
Oregon Insurance Guaranty Association (OIGA) as discussed in more detail in section 1(c)
below.

c. State Deposits and Unapplied State Deposits.

On October 28, 2016, the Circuit Court of the State of Oregon for the County of Marion
entered an Order approving the closure of the Ancillary Receivership of Legion in Oregon and
the transfer of the remaining assets of the Ancillary Receivership to the Estate. On November
29, 2016, the OIGA entered into a refunding agreement with Legion, pursuant to which $7.4
million in funds received by OIGA from the Ancillary Receivership shall be applied against any
Early Access distributions and the final distribution. On December 27, 2016, the Ancillary

Receiver transferred $5.8 million of cash and securities to Legion, with an additional $.1 million




transferred in 2017. The Liquidator filed a proposal with the Court on March 10, 2017, to make
OIGA eligible for early access distributions which was approved by the Court on April 24, 2017.
As a result, $6.4 million of funds previously received by the OIGA were treated as an early
access distribution, and $1 million was treated as an unapplied state deposit pending the final
distribution.

2. Special Purpose Statement of Assets and Liabilities — Liabilities —
EXHIBIT A.

Total estimated liabilities at September 30, 2017, were $2.5 billion. The Statement
includes an estimate of the liquidation expenses that have been incurred by the GAs in
administering the Estate and a reserve for the costs of their ongoing administration of open
claims from the Claims Bar Date. It does not include an estimate of the cost that wi11> be
incurred by Legion in administrating the Estate over time. Legion liquidation expenses are class
(a) priority payments under the Insurance Department Act of 1921, 40 P.S. § 221.44 (“Act”), as
are certain GA expenses, to the extent permitted by the Act. Both Liquidator and GA expenses
will be paid before distributions for claims under policies for losses, class (b) priority, and other
lower class creditors. As of September 30, 2017, there was $4.8 million in reserves for unpaid
liquidator and GA administrative expenses.

However, the most significant liability is the $2.2 billion assigned to class (b) proofs of
claim (“POCs”). This category includes Legion’s estimates of direct insurance policy holder
benefits reported as paid ($1.1 billion) and reserves ($.3 billion) by those GAs for which no
notice of determination (“NOD”) has yet been issued, as reflected on the attached Exhibit H,
Guaranty Fund Claim Overview Report. The liability also includes Legion’s estimated reserves

— other ($34.1 million). It also includes Legion’s liability for GA-accepted NODs of $779.9




million and for non-guaranty fund-accepted NODs of $58.9 million. A reduction of $29.4
million is shown for distribution payments issued to class (b) claimants as of September 30,
2017.

On April 29, 2015, the Court entered an Order establishing a Claims Bar Date. The
Order provides that all claims must have matured into a legal cause of action and a Proof of
Claim filed with the Estate by July 28, 2015. The estate has continued to accept information on
losses reported to the GAs up through the Claims Bar Date.

a. Priority Class A.

Prior to receivership, Legion, Villanova Insurance Company (“Villanova™) and Legion
Indemnity Company (“Indemnity”) operated with an expense sharing agreement pursuant to
which Legion paid the common expenses for all three companies through July 2003. Under the
expense sharing agreement, common expenses were allocated 80% to Legion, 10% to Villanova
and 10% to Indemnity. Following entry of the Court’s Orders placing Legion and Villanova into
liquidation in July 2003, the expenses were allocated 90% to Legion and 10% to Villanova. The
several schedules attached to this Report relating to expenses (Exhibits E and F) represent the
expenses paid or incurred by Legion and Villanova on a consolidated basis, including all
common expenses, before any allocation. The Liquidator’s Petition for Approval of
Administrative Expenses Paid for the Period January 1, 2017 through June 30, 2017 was
approved by the Court on September 19, 2017,

The Combined Expense Detail attached as Exhibit E lists $6.8 million of statutory
liquidator administrative operating expenses incurred by Légion and Villanova for the period

January 1, 2017 through September 30, 2017.




The GAs report their administrative expenses to Legion via financial reports generally
received quarterly from most GAs. Attached as Exhibit H is the Guaranty Fund Claim Overview
Report showing by GA the total of $148.9 million in administrative expenses reported to Legion
as paid by GAs through the Claims Bar Date. = Legion reviews such expenses as part of the
formal NOD process. In addition, Legion has established a reserve of $4.0 million for the costs
of the GAs of administering the open claims after the Claims Bar Date, which is not included in
Exhibit H but is reflected in Exhibit A. Subsequent to the Claims Bar Date, Legion began
issuing NODs for GA administrative expense POCs based on Legion’s continuing review of
each GA’s reported expenses. As of September 30, 2017, Legion’s liability for GA
administrative expense as reflected in NODs issued by Legion and accepted by GAs was $61.8
million.

b. Priority Class B.

The amounts set forth on this Statement for losses and loss adjustment expenses as of the
Claims Bar Date are based primarily upon GA paid claims, POCs and NODs issued and the
estimated value of known case reserves established by actuarial estimates of expected losses on
an undiscounted basis as of the Claims Bar Date. Due to the inherent complexity of the loss
reserving process, the potential variability of the assumptions used and the variability resulting
from the effect of the liquidation process, the final ultimate liability for losses and loss
adjustment expenses will be determined through the NOD evaluation process, and may be
significantly different from the estimate of loss and ALAE reserves included in the statements.
As of September 30, 2017, Legion’s liability for GA policyholder benefit claims as reflected in

NODs issued by Legion and accepted by GAs was $779.9 million.




c. Priority Classes Below Class B.

Also included in total liabilities are estimated liabilities for POCs assigned to priority
classifications below class (b), which aggregate to $121.0 million. (See the accompanying notes |
for a brief description of each line item.)

Throughout the liquidation period it has been anticipated that Legion would not make
distributions to claimants whose claims were classified (c) or below. In order to maximize the
Estates’ resources and assets, Legion decided to issue “Class Only” NODs for class (e), (f) and
(g) levels. These NODs acknowledged the legitimacy of a claim but assigned no dollar value to
the claim. In the event it was determined that Legion would be able to make distributions to
claimants in levels below class (b), the Class Only NODs for those classes where distributions
might be made would be valued and issued an amended NOD. When the Court amended its
rules for the summary and formal proceedings against insurers effective July 30, 2012, all class
(e), (f) and (g) claims valued after that date were assigned a dollar value. While it is still not
anticipated that Legion will pay out below a class (b) claim, as a result of the issuance of Class
Only NODs, total liabilities in those classes may be substantially understated.

3. Statement of Statutory Capital and Surplus Account — EXHIBIT B.

Attached to this report is a special purpose Statement of Statutory Capital and Surplus
Account for the period from December 31, 2001 to September 30, 2017. The estimated net

deficit at September 30, 2017, was $381.8 million.

4, Statement of Cash Flow Summary — EXHIBIT C.

Attached to this report is a Statement of Cash Flow Summary (“Cash Flow Summary”)
for the period January 1, 2017 through September 30, 2017. Total sources of cash and

investments for the period were $7.5 million.




Total uses of cash and investments were $12.4 million for the period.

a. Reinsurance Collections.

Although Reinsurance recoverables have been a significant asset of Legion, the
reinsurance recovery effort has been completed. During the period January 1, 2017 through
September 30, 2017, $1.2 million of reinsurance was collected. Legion does not expect any
further material reinsurance collections.

b. Operating Expenses.

Refer to Exhibit E, Combined Expense Detail, for line item detail of major components
of operating expenses incurred by Legion and Villanova for the period January 1, 2017 through
September 30, 2017. Operating expenses paid per the Cash Flow Summary and Administrative
Expenses Incurred per the Combined Expense Detail differs somewhat because of accruals. For
most operating expenses, Legion pays the invoice and is reimbursed from Villanova for its share
through an intercompany transfer. (Please refer to the explanation of expense allocation included
under Section 2a.)

c. Federal Income Tax Refund.

In January 2017, Legion received a $1.1 million refund related to the 2014 tax year. (For
further information, see Paragraph 5(e).)

d. Guaranty Association Transactions.

As of September 30, 2017, the Court has authorized $1.76 billion in total for early access
distributions. Legion has distributed via cash payments and reductions of statutory deposits all
of these funds, except for $65.8 million which is currently being held. A distribution of $6.4

million was made to the OIGA in 2017, via a reduction of statutory deposits as discussed in more




detail in section 1(c) above. In September 2017, $2.9 million which was previously approved
was distributed to a GA from funds held.

e. Interim Distribution.

On February 27, 2012, the Court approved the Liquidator’s Amended Petition for First
Interim Distribution allowing a 50% distribution to all class (b) claimants whose NOD is
approved by the Court. As of September 30, 2017, Legion has made distribution payments of
$29.4 million.

5. Combined Expense Detail — EXHIBIT E.

The operating expenses of Legion relate to efforts by the Liquidator to marshal and
maximize the assets of the Estate for the benefit of all Legion policyholders and claimants, as
well as to review and determine the ultimate liabilities of the Estate, to fulfill the public policies
and purposes of the Act and the liquidation process, and to investigate and hold accountable
those third parties alleged to contribute to the insolvency of Legion.

Exhibit E is a schedule reflecting the combined incurred expenses of Legion and
Villanova from January 1, 2017 through September 30, 2017, together with a comparison, by
category of expense, between 2017 YTD actual and 2017 YTD budget and between 2017 YTD
actual and 2016 YTD actual. As reflected in the Statement, the total operating expenses through
September 30, 2017, are $6.8 million, which is 8.0% lower than the 2017 budget and is 13.9%
less than the 2016 actual. There have been no significant unfavorable variances between the
budgeted and actual accrued expenses. The GAs also incurred operating expenses, which are
reported cumulatively on Exhibit H.  (Please refer to Section 2a for an explanation of the

expense allocation.)




a. Labor, Benefits and Payroll Taxes.

As of September 30, 2017, Legion had a total of 25.5 employees. In addition, Legion
utilizes temporary/contractor workers when needed. Current plans dictate that this mix will
fluctuate as Legion implements a more flexible staffing model designed to ensure continuity of
specialized and institutional knowledge critical to the Estate.

b. Occupancy.

Legion currently leases office space in Philadelphia. The lease term has been extended
through June 30, 2018, with monthly base lease payments of $24,750 from July 1, 2017 through
June 30, 2018. |

c. Legal Fees and Expenses.

Attached as Exhibit F is a schedule containing the legal expense paid detail by firm for
the period January 1, 2017 through September 30, 2017 by month. Legal expenses generally
pertained to NOD objections and liquidation matters.

d. Professional Services.

Attached as Exhibit F is a schedule containing the professional service expense paid
detail by vendor name for the period January 1, 2017 through September 30, 2017 by month. The
individual professionals and firms listed in the schedule include auditing services, tax services
and consulting fees.

e. Federal Income Taxes.

Legion made federal income tax payments of $2.9 million in 2016 and $1.6 million in
2015, which were recorded as income tax expenses in the year ended December 31, 2015. In
July 2016, Legion’s parent company filed a request with the IRS for permission to retroactively

make an election on its 2009 tax return under Reg. §1.1502-21T(b)(3)(v)(A)(i), the effect of
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which would be to allow the consolidated group to utilize additional net operating losses to offset
income for purposes of calculating alternative minimum tax due. In October 2016, the IRS
granted the request, and $4.5 million was recorded as a Federal tax refund in 2016. In December
2016, Legion received a $3.4 million refund for the 2015 tax return, and in January 2017, Legion
received a $1.1 million refund for the 2014 tax return. In 2017, Legion’s parent company elected
to deconsolidate the tax group. Legion expects no additional tax liabilities or refunds in future
years.

6. Guaranty Fund Claims and Expense Information.

The GAs are an essential part of the liquidation safety net, providing significant coverage
to certain policyholders and paying covered claims as defined and required by their respective
statutes. Legion has continuously worked with the National Conference of Insurance Guaranty
Funds (“NCIGF”) to assure the smooth interaction between the Estate and the state guaranty
funds. The NCIGF’s members include almost all of the state property and casualty insurance
GAs in the United States. All aspects of cooperation between the Estate and GAs are discussed
with the NCIGF. Discussions and correspondence included matters such as Legion claim file
distribution, claim handling procedures, communication protocdls, GA data reporting and
Uniform Data Standards protocol, Legion product and policy information, and deductible and
policy aggregate tracking. Legion personnel have worked with specific NCIGF groups and
committees on specific areas, such as large deductible recoveries.

a, Status of Uniform Data Standards (“UDS”).

A unit within Legion coordinates with the GAs and their vendors in managing the data

reporting process and the quality of data reported by GAs. As of the Claims Bar Date, 48 GAs

reported paid and outstanding loss information via electronic UDS files, either sent directly to
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Legion or submitted to the NCIGF secure FTP website. The electronic files received from GAs
are interfaced to a processing application at Legion, where the data is parsed and edited.
Resolution of data errors is coordinated with the respective GA. The data is then interfaced to
Legion’s policy/claim system to support Estate functions.

Data quality is additionally monitored through various reports and procedures, which
specifically address aspects of the UDS data, such as Net Worth recoveries and large deductible

recoveries.

b. Guaranty Fund Claim Overview — EXHIBIT H.

The Guaranty Fund Claim Overview Report (“COR”) summarizes by state the
policyholder benefit claims and administrative expenses received and applied by Legion from
those GAs whose proofs of claim have not yet been evaluated. The Guaranty Fund NODs
Accepted Report (“NAR”) summarizes by state the policyholder benefit claims and
administrative expenses for those GAs where NODs have been issued.

The COR data represents UDS claims paid inception-to-date and claim reserve
information on claims incurred through the Claims Bar Date for the 8 GAs which have not yet
been issued NODs on their proofs of claim. Administrative expenses were updated from the
quarterly Financial Information Questionnaires through the Claims Bar Date. Legion adjusted the
COR for states which triggered the estate’s liquidation prior to July 28, 2003, post-liquidation
claim payments made on behalf of GAs, questionable settlements and deductible recoveries
Legion also adjusted for disallowed administrative expenses.

The COR is a summary of the GAs’ preliminary documentation supporting their proofs
of claim against the Estate. Based on the documentation provided, Legion provides the GAs

with early access monies to help fund the administrative and policyholder benefit payments
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made by the GAs on Legion’s behalf. Through the formal NOD process, all such claims and
expenses are being finally settled.

Subsequent to the Claims Bar Date, Legion began issuing NODs for GA administrative
expense and for GA loss and loss adjustment expense POCs based on Legion’s continuing
review of each GA’s reported amounts. As of September 30, 2017, NODs for $61.8 million of
GA administrative expense and $779.9 million of loss and loss adjustment expense have been
issued and accepted by 51 GAs. The NAR data summarizes by state the confirmed and agreed
valuations of the class (a) administrative expense and class (b) policyholder benefit claims as
reflected on the NODs issued to those GAs.

7. Claims Process.

The deadline for filing POCs was June 30, 2005. As of September 30, 2017, Legion and
Villanova combined had received a total of 46,149 POC claims. Of those, 2,765 were received
after the claim filing deadline. On April 29, 2015, the Court entered an Order establishing a
Claims Bar Date. The Order provides that all claims must have matured into a legal cause of
action and a Proof of Claim filed with the Estate by July 28, 2015. POCs filed prior to the
Claims Bar Date will be evaluated consistent with the Order and the late filing provisions of the

Act.

a. Proofs of Claim Statistics — EXHIBIT I (Inception-to-Date).

As of September 30, 2017, Legion had issued and accepted NODs for 41,466 of the
41,484 POC claims assigned to it for a total allowed amount of $1.0 billion. Accepted NODs
accounted for approximately 99.9% of the POC claims filed with the Estate. The Court has

approved 41,363 of these NODs, as of September 30, 2017, for a total allowed amount of $179.7
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million. Exhibit I breaks down this information by priority class. NODs will be issued for all
POCs received.

b. Proofs of Claim Statistics - EXHIBIT J (Quarter—to-Date).

During the quarter ended September 30, 2017, Legion completed reclassifications and/or
set-up new suffixes for multiple claims on individual POCs received prior to the Claims Bar
Date resulting in a net increase of 1 POC suffix for the quarter. An additional 21 NODs were
issued during the period and 25 were accepted.

c. Notice of Determination Objection Statistics — EXHIBIT K.

As of September 30, 2017, the Liquidator had received a total of 943 objections on the
41,469 NODs issued. As of September 30, 2017, Legion had resolved 941 objections. The 2
unresolved objections were assigned to referees as of September 30, 2017. Exhibit K indicates
the status of all objections received through September 30, 2017, breaks down this information
by priority class and includes the Allowed Amounts for objections in each priority class.

d. Status of Distribution.

Since February 2008, on a semi-annual basis the Liquidator has filed a Petition for
Approval of Report and Recommendations on Legion Insurance Company Claims Undisputed
and Resolved (“Report of Claims™). The Report of Claims lists the allowed amounts of non-GA
claimant NODs that had been accepted or assumed accepted in the prior six month period. On
July 24, 2017, the Liquidator filed the most recent Report of Claims for the period January 1,
2017 to June 30, 2017. The Court granted the petition on September 15, 2017. The allowed
amounts on NODs approved for distribution are listed by priority class on Exhibit I.

On December 2, 2011, the Liquidator filed an Amended Petition for First Interim

Distribution Pursuant to 40 P.S. § 221.46, in which, inter alia, the Liquidator petitioned the
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Court for an Order allowing the Liquidator to hold i)ack from interim distributions to claimants
which have made claims against the Estate under policies having aggregate limits of liability,
and have received approved notices of determination a “certain portion of the aggregate limits to
address any future developments with Unevaluated POCs.” The purpose of the “Safety Factor
Percentage” of 50% of each aggregate limit held back from such interim distributions was to
ensure that all claimants under the same policy’s aggregate limits would receive the same
percentage of the policy’s limit. The Petition was granted by Court Order dated February 27,
2012. Legion has now determined that no non-GA POC claims have exceeded the aggregate
limits of any affected policies. On June 1, 2017, the Liquidator filed an application with the
Court seeking elimination of the Safety Factor Percentage. The Court granted the application on
July 11, 2017. In September 2017, the Estate released approximately $1.9 million in funds

previously withheld pursuant to the February 27, 2012 order.

Respectfully submitted,

Kot 1o

AMY L. WEBER (1.D. #45447)

Insurance Department Counsel

Office of Liquidations, Rehabilitations and
Special Funds

Capitol Associates Building

901 North 7th Street

Harrisburg, PA 17102

(717) 787-6009

Counsel for Jessica K. Altman, Acting Insurance
Commissioner of the Commonwealth of
Pennsylvania, in her official capacity as Statutory
Liquidator of Legion Insurance Company (In
Liquidation)

DATED: ___1/9 [12
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IN THE COMMONWEALTH COURT OF PENNSYLVANIA

In Re: Legion Insurance Company : No. I LEG 2002
(In Liquidation) :

AFFIDAVIT OF ROBERT E. HABERLE
IN SUPPORT OF THE THIRD QUARTER 2017
FINANCIAL REPORT OF THE LIQUIDATOR

I, ROBERT E. HABERLE, hereby depose and state as follows:

1. I 'am Chief Liquidation Officer of Legion Insurance Company (In
Liquidation) and Villanova Insurance Company (In Liquidation)(“the Estates™), and am
responsible for overseeing their daily business operations.

2. I directed the preparation of and have reviewed the Third Quarter 2017
Financial Report of the Liquidator (“the Report™).

3. Based on my knowledge, the financial information included in the Report
fairly presents in all material respects the financial condition, results of operations and
cash flows for the Third Quarter of 2017.

4. My certification is made in reasonable reliance on the work of qualified

staff and the Estates’ internal procedures for financial operations.

[The Rest of This Page Intentionally Left Blank]




5. I verify that the matters stated therein are true and correct to the best of my
knowledge, information and belief, and make these statements subject to the penalties of

18 Pa.C.S. § 4904 relating to unsworn falsification to authorities.

X & ) e’ -
A2 \\l;v}“

ROBERT E. HABERLE

Sworn to and subscribed before me
this 77 th day of November, 2017.

NOTARY PUBLIC
ALTH OF PENNSYLVANIA

NOTARIAL SEAL
ROBERT J. LENAHAN, Notary Public
City of Phitadelphia, Phila, County
Commission Expires December 14, 2019
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IN THE COMMONWEALTH COURT OF PENNSYLVANIA

In Re: Legion Insurance Company : No. 1LEG 2002
(In Liquidation) :

AFFIDAVIT OF GERALD V. BEHR
IN SUPPORT OF THE THIRD QUARTER 2017
FINANCIAL REPORT OF THE LIQUIDATOR

I, GERALD V. BEHR, hereby depose and state as follows:

1. I'am Vice President and Chief Financial Officer of Legion Insurance Company
(In Liquidation)(“Legion”) and Villanova Insurance Company (In Liquidation)
(“Villanova”) (collectively, “the Estates™), am a currently licensed Certified
Public Accountant, and am responsible for overseeing all aspects of the Estate’s
financial operations.

2. lassisted in the direction of the preparation of the Third Quarter 2017 Financial
Report of the Liquidator (“the Report™), and make this certification in reliance on
the assistance and support of qualified staff and the Estates’ internal procedures
for financial operations.

3. I certify that the Exhibits attached to the Report fairly present the following:

A. Special Purpose Statement of Assets and Liabilities: Exhibit “A” to the

Report is the Special Purpose Statement of Assets and Liabilities for the

Estates as of September 30, 2017. As reflected in the Note accompanying




these Statements, it has been prepared on a unique financial reporting basis,
subject to the several assumptions and qualifications stated therein.

. Statement Reflecting Statutory Capital and Surplus Account: Exhibit “B” to

the Report is the Statement reflecting the Statutory Capital and Surplus
Account for the Estates for the period December 31, 2001 through September
30, 2017.

. Monthly Cash Flow Summary: Exhibit “C” is the cash flow summary on a

monthly basis for the Estate including investment transactions for the period
January 1, 2017 through September 30, 2017.

. Notes to Special Purpose Statement of Assets and Liabilities: Exhibit “D”

contains information explaining the unique financial reporting basis used to

prepare the Special Purpose Statement.

. Combined Expense Analysis: Prior to receivership, Legion, Villanova and

Legion Indemnity Company (“Indemnity”) operated with an expense sharing
agreement pursuant to which Legion paid the common expenses for all three
companies through July 2003. Under the expense sharing agreement,
common expenses were allocated 80% to Legion, 10% to Villanova and 10%
to Indemnity. Following entry of the Court’s Orders placing Legion and
Villanova into liquidation in July, 2003, the expenses were allocated 90% to
Legion and 10% to Villanova. The schedules attached to the Report relating
to expenses represent the expenses paid or incurred by the Estates on a
consolidated basis, including all common expenses, before any allocation.

Exhibit “E” is a schedule reflecting the combined incurred expenses of the




Estates from January 1, 2017 through September 30, 2017 together with a
comparison, by category of expense, between 2017 and the 2017 budget and
between 2016 and 2017 actuals. There have been no significant unfavorable
variances between the budgeted and actual accrued expenses. Exhibit E
provides the accrued administrative expenses of the Estates including salaries
and employee benefits for the period of January 1, 2017 through September
30,2017 except for certain guaranty association expenses that may qualify as
administrative expenses of the Estates.

. Professional Services Paid and Incurred: Exhibit “F” is a schedule reflecting

the amounts which the Liquidator paid to or amounts which the Liquidator has
incurred as a result of the performance of services by various professional
vendors, including accounting and actuarial firms, consultants on reinsurance
and other matters, premium audit and collection services, and other support
service providers, during the period January 1, 2017 through September 30,
2017. Legal vendors, including law firms and other litigation and support
service providers, are broken out separately on Exhibit “F.”

. Reinsurance Recoverables due or Billable Net: Detailed information relating

to reinsurance recoverables of the Estate due or billable net as of September
30, 2017 is submitted as Exhibit “G.”

. Guaranty Fund Claim Overview Report: Summary information for

liquidation class (“Class”) A and B claims at a state guaranty association level
is provided in Exhibit “H.” This information may include adjustments for

inaccuracies in GA data reporting or material expenses, as appropriate. This




information excludes any state guaranty associations which have formed an
ancillary to administer their claims.

I.  Proof of Claim Statistics Inception to Date: Exhibit “I” provides inception to

date summary information at a Class level of various proof of claims statistics.

J. Proof of Claim Statistics Quarter to Date: Exhibit “J” provides quarter to date

summary information at a Class level of various proofs of claims statistics.

K. Notice of Determination Objection Statistics: Summary information at a class

level of Notice of Determination Objections received, resolved and unresolved
is provided in Exhibit “K”. Additional summary information is also provided
related to unresolved objections.
Based on my knowledge, the financial information included in the Report fairly
presents in all material respects the financial condition, results of operations and

cash flows for the Third Quarter of 2017.

[The Rest of This Page Intentionally Left Blank]




5. Twverify that the matters stated herein are true and correct to the best of my
knowledge, information and belief, and make these statements subject to the

penalties of 18 Pa.C.S. § 4904 relating to unsworn falsification to authorities.

Ak ’w’l

GERALD V. BEHR

Sworn to and subscribed before me
This ¢ th day of November, 2017.

T2odboe (A —

NOTARY PUBLIC
EXOMTRORNCEAL T OF PEMMSYLY ANLA
( HOTARIAL SEAL Wﬂ
COBEIT 4 LENAHAN, Notary Publiz )

g

aty 7 n fordelphin, Phlla. Coumty
My Commission Dxplres Oecemiber 14, 2004
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CERTIFICATION

I, Amy L. Weber, Governor’s Office of General Counsel, assigned to the Office of
Liquidations, Rehabilitations and Special Funds of the Pennsylvania Insurance Department, am
duly authorized to make this Certification for and on behalf of Jessica K. Altman, Acting
Insurance Commissioner of the Commonwealth of Pennsylvania, in her official capacity as
Statutory Liquidator (“Liquidator”) of Legion Insurance Company. I am responsible for
reviewing the invoices and documents received from outside counsel supporting the legal fees
and expenses for Exhibit F to the Quarterly Report of the Liquidator on the Status of the
Liquidation of Legion Insurance Company as of September 30, 2017, and I certify that these
legal fees and expenses are reasonable and necessary. I also have reviewed Exhibit E, the
Combined Expense Analysis for Legion Insurance Company (In Liquidation) and Villanova
Insurance Company (In Liquidation) and certify that the legal fees and expenses stated therein
have been reflected accurately. I understand that this Certification is made subject to the

penalties of 18 Pa. C.S. § 4904 relating to unsworn falsification to authorities.

Koot (S

Amy L. @er
Insurance Bepartment Counsel

Dated: ‘" /9 /1—0 (7




IN THE COMMONWEALTH COURT OF PENNSYLVANIA

In Re: Legion Insurance Company, : No. 1 LEG 2002
(In Liquidation) :

EXHIBITS A -K
QUARTERLY REPORT OF THE LIQUIDATOR
ON THE STATUS OF THE LIQUIDATION
OF LEGION INSURANCE COMPANY
AS OF SEPTEMBER 30, 2017
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Legion Insurance Company (In Liquidation)
Special Purpose Statement of Assets and Liabilities*
September 30, 2017 and December 31, 2016
(In Millions of Dollars)

ASSETS

Cash investments:

Fixed income securites

Money market deposits

Total cash and invested assets

Estimated losses and loss adjustment expense reserves - ceded
Reinsurance recoverables due or billable, net

Early access advances

State deposits and unapplied state deposits available for early access
Other assets

Total Assets

LIABILITIES
Estimated Priority Class

A - Administrative expenses:
Liquidator expenses incurred since liquidation
Liquidator expenses paid since liquidation
Liquidator expenses
Guaranty associations paid ULAE reported
Guaranty associations NODs accepted
Guaranty associations' reserves ULAE
Total

B - Claims for policy benefits:
Guaranty associations paid (including large deductible)
Guaranty associations NODs accepted
Liquidator valued NODs accepted
Asset distribution payments, net
Estimated reserves - guaranty associations
Estimated reserves - other
Total

C - Federai government claims
Liquidator valued NODs accepted

D - Certain employee claims

E - General creditor claims
Liquidator valued NODs accepted
Estimated value
Total

F - State and locai government claims
Liquidator valued NODs accepted

G - Late filed claims
Liquidator valued NODs accepted

Total liabilities

Net surplus (deficit)
Total Liabilities and Surplus (Deficit)

* See Notes to Special Purpose Statement of Assets and Liabilities

Exhibit A

9/30/2017 12/31/2016
$ 177.3 $ 184.0
280.1 278.3
457.4 462.3
- 0.4
i 0.9
1,690.6 1,681.3
1.0 7.5
1.2 2.3
$ 21502 $ 21547
$ 4541 $ 4478
(453.3) (446.9)
0.8 0.9
148.9 193.2
61.8 18.9
4.0 6.3
$ 215.5 $ 2193
1,078.0 1,487.9
779.9 229.2
58.9 58.1
(29.4) (27.1)
274.0 448.8
34.1 130.8
T 2,195.5 ‘ 2,327.7
0.9 0.9
89.5 89.5
0.3 0.3
89.8 89.8
26.9 26.9
3.4 3.4
2,532.0 2,668.0
(381.8) (513.3)
$ 21502 $§ 21547




EXHIBIT
B




Legion Insurance Company (In Liquidation)
Statutory Capital and Surplus Account
For the various periods
(in millions of Dollars)

Surplus as regards to policyholders, as of December 31, 2001
Net loss:
Underwriting loss, net
Investment income, net
Other income (expenses), net
Loss before income taxes
Federal & foreign income taxes
Net loss

Change in net unrealized capital gains (losses)
Change in net deferred income tax

Change in non-admitted assets

Change in provision for reinsurance

Change in surplus for the period

Surplus as regards to policyholders, as of March 31, 2002

Surplus activity during Rehabilitation Period:

Net loss:
Underwriting loss, net
Investment income, net
Other income (expenses), net
Net loss

Change in net unrealized capital gains (losses)
Change in net deferred income tax

Change in non-admitted assets

Change in provision for reinsurance

Change in surplus for the period

Surplus as regards to policyholders, as of July 28, 2003

Surplus activity during Liguidation:

Net loss:
Underwriting gain, net
Class A - Administrative expenses
Class A - Investment expense
Investment income '
Other income (expenses), net
Net loss

Change in net unrealized capital gains (losses)
Change in non-admitted assets

Change in surplus for the period

Surplus as regards to policyholders, as of September 30, 2017

$ 298.3

(30.6)
(0.8)
34
(28.0)

(28.0)

3.2
(42.3)
47.7

(19.4)
278.9

(279.0)
10.5

(5.1)

(273.6)
(25.6)

(18.5)
227

(295.0)
(16.1)

6.6
(664.2)
4.6)

195.2

37.0
(430.0)

21
62.2

(365.7)
$ (381.8)

Exhibit B
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Exhibit D

Legion Insurance Company (In Liquidation)
Notes to Special Purpose Statement of Assets and Liabilities

The Special Purpose Statement of Assets and Liabilities of Legion Insurance Company (In
Liguidation) is prepared on a unique financial reporting basis in that the statement does not reflect
the effect of the companies’ liquidation. The liquidation process will result in the realization of
amounts on transfer or disposition of assets and in the satisfaction of liabilities at amounts that
may be substantially different than those reflected in the accompanying statement of assets and
liabilities. The statement does not include any adjustments that might result from outcomes of the
uncertainties related to the future effects of the liquidation and various potential exposures,
recoveries or benefits. Specifically, the following facts should be noted in reviewing the
accompanying Special Purpose Statement of Assets and Liabilities:

« Estimated priority class of claims from the insurers’ estates is set forth in detail in Article
V of the Commonwealth of Pennsylvania Insurance Department Act of 1921 at 40 P.S. §
221.44, The classes are;

A Administrative expenses

B Claims for policy benefits

C Federal government claims

D Certain employee claims

E General creditor claims

F State and local government claims
G Late filed claims

Note: Administrative expenses include both the guaranty associations’ expenses
related to administering the claims of the companies in liquidation and the
Liquidator's expenses.

» The recorded priority class B reflected on the Special Purpose Statement of Assets and
Liabilities is based primarily on guaranty association paid claims, POCs and NODs
issued, any known case reserves and actuarial estimates of expected losses on an
undiscounted basis;

- There is an estimated provision for current guaranty association costs that have been
incurred by the estates and for the open claim runoff as of the Claims Bar Date;

= There is no provision for future internal operating costs to execute the activities and
responsibilities of the estates in the liquidation process through the date of the final
liquidation of the estates;

= There is no provision for potential federal income tax liabilities in future years, if any;

« Forclasses below (b), liabilities are carried at NOD accepted value, except for NODs
issued on a “Class Only” basis, which are carried at $0.

The Special Purpose Statement of Assets and Liabilities is not intended to be in conformity with
and may vary significantly from generally accepted accounting principles and statutory accounting
practices for a property and casualty insurance company as prescribed by the National
Association of Insurance Commissioners. Certain presentation reclassifications have been made
to reflect the estimated priority classes.
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Exhibit G

Legion Insurance Company (In Liquidation)
Reinsurance Recoverables Due or Billable, Net
September 30, 2017

Reinsurer Amount

NONE




EXHIBIT
H




8v/.'6€0'v.C $ 189C66°2.0°1L $ Ll0Sv06'8¥L ¢ 6SZC ¥€.'6S £66°L9
EL9CIE VL Lyy's9l'ov L16°1S0'V ¥9 €51LT YANArA ve XL
0€0'661 Leg’Lzy'sol 0 ol ¥9z's vie's Ley AN
112'€9.'8. SlL.L'8¥i ‘2ol 0S5°18L'9e YA 4 L0S°C vsL'c Lee AN
9e/'6.2'0¢ 88/.°105'85 162°285C 29 Vi) 9eg’} 6¢¢c N
Lov'Le6ClL 2L6'0es ey zeeiese's 19 889'¢ 6v.Lc oce YIN
96¥'L10'G 78e'v.E'8¢ 66S'€EVL'9 cl STAVNA 2€0°C cle il
9.0'09%'61 9/6'v69'¢8 9191589 Ll ¥60°c LLL'e ol¢ VO
G90'9v0°9cCL 2£9'v58'909 1621088 98/'L 622'6¢€ SL0'LY 09€ vO

SOAIOSIY 9Se) sosuadxg dx3 ulwupy Buipuejsino 99|dwon paubissy Vo ajels

uMou)| A9 -g [py sso1 pue pied |[9A97 -y S9[I4 JoquinN so|i4 s9|i4 J8quinN
S9SS0 pied [9A9] - g lsquinN

Zjo L sbeqd Huaqyx3g

2102 ‘0 19quiaydag jo se [pas g

S10Z ‘0¢ Joquiaydag Jo se [aAs] Y

Hoday melAleAQ wiel) pund fjuelens
(uonepinbi ul) Auedwog asueinsuj uoibo]



Legion Insurance Company (in Liquidation)

Guaranty Fund - NODs Accepted
As of September 30, 2017

Number Files

B - Level Paid Losses and
A- Level Paid Known Case Reserves, and

State GA Assigned Admin Exp Loss Adj Expenses
AK 354 35 § 23,458 § 1,850,911
AL 301 617 3,421,600 58,646,249
AR 303 241 269,798 3,866,118
AZ-PC 402 117 460,941 1,156,247
AZ - SFIC 302 352 914,638 10,071,164
AZ- WC 402 42 162,312 8,529,954
co 305 413 966,994 12,449,795
CcT 306 1,342 4,126,177 33,461,051
DC 308 60 599,803 5,016,559
DE 307 116 393,994 2,664,241
FL 309 753 1,997,848 54,504,843
FL 409 680 1,447,918 27,920,365
Hi 352 45 163,112 1,705,381
1A 314 145 389,745 2,626,535
D 311 67 145,226 1,665,894
IN 313 204 594,900 2,599,673
KS 315 326 659,783 13,411,110
KY 316 456 1,689,874 25,411,385
LA 317 292 902,428 8,785,929
MD 319 430 2,085,460 12,885,355
ME 318 262 789,915 4,222,095
Mi 321 652 1,962,955 23,364,347
MN 322 197 510,723 5,405,806
MO 324 683 1,206,707 16,642,306
MS 323 1,352 4,491,632 59,625,187
MT 325 100 678,948 5,198,260
NC 332 1,600 3,659,552 40,265,420
ND 333 7 84,757 416,975
NE 326 112 451,515 6,639,406
NH 328 544 987,584 7,136,412
NJ 429 1,836 1,562,585 37,006,096
NM 330 98 415,100 4,630,767
NOLHGA 370 424 1,659,145 2,786,023
NV 327 1,130 1,850,360 10,888,083
OH 334 121 660,490 1,637,666
OK 335 717 2,115,955 16,928,254
OR 336 177 575,170 8,229,670
PA 337 999 2,998,512 70,744,451
PA 437 701 961,238 13,744,910
PR 358 - 0 0
RI 338 302 506,485 3,824,823
sC 339 1442 2,822,535 48,161,345
SD 340 32 87,925 623,360
TN 341 1,609 4,878,323 51,597,608
uT 343 65 221,632 842,706
VA 345 632 2,709,760 35,943,419
vT 344 319 588,678 6,494,308
WA 346 84 125,976 718,122
Wi 348 194 625,934 4,995,526
wv 347 34 170,000 1,097,509
WYy 349 8 44,941 1,094,336
GA NODs accepted $ 61,820,941 $ 779,933,955

Exhibit H Page 2 of 2




EXHIBIT
I




XWNs pifeA Yyoes 10 panssi st GQON ¥V "00d SJBuls e u) pajussaid swieo ojdinw SSaIppe 0} XWns suo uelyy
alow aAeY Aew J0d V "6102/82/. 40 S1eq Jeg Swie|D sy} o} Joud paninosl )04 Uo dn-jes saxyyns mau sspnpouj ,

616/89'6LL $ €9e'ly G182rp'ieo’L 99¥'Ly 69V'LY 9ls'z 8Py SIviol
- - - - - - - sse| oN
- - - - - - - SIBUMQ JaY)O/sioployaleys -|
- - - - - - - spunjay "wald ‘snjding - H|

000'8vi'e 1629 000°8v¥'e 862'9 862'9 o'l 862'9 uoneboigng/pajid s3e] -9

£9€'506'92 (342 £9€'506'9¢ 741 1143 S Lcl JUSWIUIBA0Y) [B207Y/53E)S 4}

Sye's/y'e8 Z50'61 Sve's.y'e8 2s0'sl £50'61 9.¢ €50'61 d3aNAIPaID jelsusy - 3
- - - - - - - seafojdwz -q

69'0€6 l 679'0€6 l l L 4 JUSWIUIBA0Y jeldpad - O
- - SS6°€€6'6.L 3] 1§ - 8S VO - sune|g sepjoHAdlod - g

855°826'8S 98.'vL 856'826'8S 98.'%1 1841 S50°L 182'v1 VO uou - sune|g JepjoHAdlod - g
- - Lv6'028'19 3] 1S - 8G V9 - sesuadx3 eAjessivIwpy - vy

0 $ Q041 0 0L} 0L 1 L0L°1 VO uou - sesuadx3 sAgesSIuIWPY - ¥
uonnqgiisiqg 104 uonnquasig SAON pajdedoy panssj S0/0€/9 1oV * POAIRISY

paaosddy sQON uo 10} paaoaddy pejdedoy uo SAONjo # SAON o # poAladaYy suned 20d suonduaseq sse|n

Sjunowy pamojly SAON 40 # Sjunowy pamoljly Swirejd 90d Jo # J0 #8301

13qiyx3

£10Z ‘0g Joquisydag sjeq 03 uondasu)

SINSHE)S WIEID JO S}00id

(uonepinbr uj) Auedwos asueinsuj uoibo]



EXHIBIT
J




Z8E'vL8 zzl'99z'9le $ 14 1Z SIviOoL

- - - - - - sse|) oN

- - - - - - SI9UMQ J8Y3JQ/SIapioyaieys -

- - - - - - spunjay "wald ‘snjding - H

- - - l - - uopeboiqng/pai] 3] -9

- - - - - - JUBWIUIDAOY) [BD07/33E)S -4

- - - - - - d3nApaiID jessusn - 3

- - - - - - seafojdwiz -q

- - - - - - JUSWUIBA0Y) |el1apad - 9

- - 06.'86.'¥5¢2 cl oL - V9 - swie|d JspjoHAdlod - 9

28e'vL8 - - 1 VO uou - sunejd JopjoHAsod - g

- - cee’lov'ie 4} ol - VO - sasuadxg sAnjessuIwpy -

0 - 0 $ - - - VO uou - sesuadxg sARenSIuIWPY - Y
uonnquysiq 10} uonnquysig SQON pajdaosoy panss] poAaleoay

panoiddy sgoN uo 10} panoiddy pajdasoy uo SAON J0 # SAONJ0 # swiej) 50d suonduosaq ssejn

Ssjunowy pamojly SAON 40 # Sjunowy pamojly jo#lejol

IREIE

2102 ‘0 1oquisdsg sjeq 0} Jopend
SJljspels wie) jo sjoold
(uonepinbi uj) Auedwog asueinsuj uoibo]




EXHIBIT
K




> nayx3

SIV.1O01|

0 $ 4 0 Z
- - - - SIBUMQ J3YJO/sIaployaleys |
- - - - Spunyay "wald ‘sniding -
- - - - uoneboiqns/pald s3e -9
- - - - JUSWILIDAOL) [B207)/21e)S -4
- 0 2 0 3 dINAIPSL] Jeseues - 3
- - - - - saakojdwiz -q
- - - - - JUSLLILLIBAOS) [RI3P3 - O
- - - - - swire}d JepjoHAslod - g
o] $ } o] A sasuadx3g aanensuLLpY - V|
soalajey saala)ay soatajey Soalajey paAjosaiuf paAjosasun
0} paubissy 03 paubissy JoN 03 paubissy 0} paubissy Bo3lqo uo suonasfqo suondussag ssejn
JON paAjosalun paAjosaluf paAjosaiun peAjosalufny Ssjunoury pamojiy jejol
suopaalqo uo suonpaalqo suopoeiqQ uo suopnoelqo
sjunoury pamojly Jo # SjUNoury pamoly jo #
112'619'81 $ v6 11z'619'sl £v6 SIViOoL
- - - - SIBUMQ JoYjO/sIaployaieys -
- - - - Spunyay "waid ‘sniding - 4
220'9v0°L 89 220'910'L 89 uoneboiqng/paji4 a3e -5
12611 14 126°L) 14 JUBWWIBAOD) [e207/3)e)S -4
102'T5¥'pL 8LS 102'25v'vL 6lS d3ANAIPIIY jelsueD - 3
- - - - seakojdwiz -q
- - - - JUSWILLIBAOD) [elapad - 9,
Lis'gol'e eve 115'80L'E £ve swiejo JspjoHAatied - g}
0 $ 8 o] [ sosuadx3y sApeHSIUILPY - V|
paAjosay paAjosay suoRa3lqQ uo paAladay
suonoalqQ uo suonasiqo sjunowry pamojly suonaalqo suonduasaq ssejn
sjunoury pamojy Jo# JON # |ejoL

102 ‘0g Jaquuay ajeq 03 uondasuj

Bst §o3[q0 uogeuLLIR}RQ JO 92)ON
{uogepinbi uj) Auedwos soueinsuj uoibay



