GOVERNOR'S OFFICE OF GENERAL COUNSEL

May 21, 2009

Michael F. Krimmel, Chief Clerk
Commonwealth Court of Pennsylvania
628 South Office Building

Harrisburg, PA 17120-0001

Re:  Joel S. Ario, Insurance Commissioner of the Commonwealth of
Pennsylvania v. Legion Insurance Company
No. 183 M.D. 2002

Dear Mr. Krimmel:

Enclosed for filing, please find an original and two (2) copies of the Liquidator’s 2009
Budget and Petition for Approval of Administrative Expenses Paid for the Period July 1, 2008
through December 31, 2008.

As directed by the Court’s Order we are also enclosing copies of the documents on a
computer disk.

~ Thank you for your courtesies in filing the documents.

Very truly yours,

3,

Amy j\;eber

Insurance Department Counsel

ALW:jlh
Encs.

CAPITOL ASSOGIATES BUILDING | 901 NORTH 7™ STREET | HARRISBURG, PA 17102 * . pennsylvania
Ph; 717-787-6009 | Fx: 717-772-4543 | www.insurance.state.pa.us INSURANCE DEVARTMERT




IN THE COMMONWEALTH COURT OF PENNSYLVANIA

Joel S. Ario, Insurance Commissioner of :
"'the Commonwealth of Pennsylvania,

Plaintiff,

v. : Docket No. 183 M.D. 2002

Legion Insurance Company,

Defendant.
ORDER

AND NOW, this day of | ., 2009, upon consideration of the

Statutory Liquidator’s 2009 Budget and Petition for Approval of Administrative Expenses Paid
for the Period July 1, 2008 through December 31, 2008, the Petition is hereby GRANTED.

BY THE COURT:

MARY HANNAH LEAVITT, J.




IN THE COMMONWEALTH COURT OF PENNSYLVANIA

Joel S. Ario, Insurance Commissioner of : .
the Commonwealth of Pennsylvania, :

gl

Plaintiff, :

v. : Docket No. 183 M.D. 2002 «

Legion Insurance Company,
Defendant.
LIQUIDATOR’S SUBMISSION OF 2009 BUDGET

AND PETITION FOR APPROVAL OF ADMINISTRATIVE
EXPENSES PAID FOR THE PERIOD JULY 1, 2008 THROUGH DECEMBER 31, 2008

Joel S. Ario, Insurance Commissioner of the Commonwealth of Pennsylvania
(“Commissioner™), in his official capacity as Statutory Liquidator (“Liquidator”) for Legion
Insurance Company (“Legion”), by and through his counsel, respectfully submits his 2009
Budget pursuant to this Court’s Order dated January 8, 2004 and his Petition for Approval of
Administrative Expenses Paid for the Period July 1, 2008 through December 3 1,2008.

SUBMISSION OF 2009 BUDGET

1. On January 8, 2004, the Court entered an Order requiring the Liquidator, inter

alia, to provide the budget for the cost of professional services including expense




reimbursements and necessary administrative expenses for Legion.

2. The Liquidator respectfully attaches as Exhibit A to this submission the
Combined Operating Expenses (Budget) for Legion Insurance Company (In Liquidation) and
Villanova Insurance Company (In Liquidation), which includes the Liquidator’s budgeted items
for the cost of professional services, including Legal Fees, IT Services, and Professional and
other Services, as well as the necessary administrative expenses for Legion, which include,
among other items, salarieg, benefits and rent (collectively “the 2009 Budget”).

PETITION FOR APPROVAL OF ADMINISTRATIVE EXPENSES PAID

3. 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 werf; 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 Petitién represent the expenses paid by Legion
and Villanova on a consolidated basis, including all common expenses, before any allocation.

4. Pursuant to the Court’s Order of January 8, 2004, the Liquidator previously filed
petitions for approval of administrative exbenses paid beginning on July 29, 2003, which have
been approved by the Court. Most recently, the petition for approval of administrative expenses
paid for the period January 1, 2008 through June 30, 2008 was approved by the Court on October
21, 2008. |

5. The Liquidator respectfully petitions the Court for approval of his administrative

expenses paid for the period July 1, 2008 through December 31, 2008, as set forth on the




attached Exhibit B, Combined Cash Basis Analysis, which were reasonable and necessary
expenses for the administration of the Legion liquidation. An illustration of the expenditures as a
percentage of the total expenditures paid is attached as Exhibit C, including Combined Cash
Basis Analysis, Professional Fees & Expenses and Legal Fees & Expenses for the period July 1,

2008 through December 31, 2008.

6. The Affidavits of the Chief Liquidation Officer and the Vice President and Chief
Financial Officer in support of the Liquidator’s submission of the Petition for Approval of
Administrative Expenses Paid, and the Certification of Department Counsel related to legal

expenses paid are attached to this Petition.

WHEREFORE, the Liquidator requests that the Court enter the Order attached hereto

approving the administrative expenses paid.

Respectfully submitted,

Wl‘/. /1)264"«/
Amy L. Wéber (L.D. No, 45447)
Department Counsel for Insurance Department
Governor’s Office of General Counsel
Capitol Associates Building
Office of Liquidations, Rehabilitations
and Special Funds
901 North 7™ Street
Harrisburg, PA 17102
(717) 787-6009

Attorney for Joel S. Ario, Insurance
Commissioner of the Commonwealth of
Pennsylvania, in his official capacity

as Statutory Liquidator of Legion
Insurance Company (In Liquidation)

DATED: S/L‘ /°‘)




IN THE COMMONWEALTH COURT OF PENNSYLVANIA

Joel S. Ario,
Insurance Commissioner of the
Commonwealth of Pennsylvania

Plaintiff,

V. : Docket No. 183 M.D. 2002

Legion Insurance Company :
One Logan Square, Suite 1400 :
Philadelphia, PA 19103

Defendant. :

AFFIDAVIT OF JOSEPH ZARANDONA IN SUPPORT
OF THE LIQUIDATOR’S PETITION FOR APPROVAL OF ADMINISTRATIVE
EXPENSES PAID FOR THE PERIOD JULY 1-DECEMBER 31, 2008

I, JOSEPH ZARANDONA, 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 Liquidator’s 2009
Budget for the Estates (the “Budget”) and Petition for Approval of Administrative
Expenses paid for the period Julyl-Deéember 31, 2008.

3. Based on my review of the Budget, my personal knowledge and business
experience, and having considered information that I believe necessary to assess the
Estates’ projected expenses for 2008, including significant business developments and
trends, cash flow expectations, capital build projects, and fixed overhead costs such as
compensation and rent, I certify that the Budget is appropriate and fairly presents in all

material respects the Estates’ expected expenses for 2009.




4, I know of no significant expenses or outlays for 2009 that are not included

in the Budget.
5. Based on my knowledge, the Petition for Approval of Administrative
Expenses paid for the period July 1- December 31, 2008 fairly presents in all material

respects the administrative expenses paid by the Estates for the period July 1-December

31, 2008.

6. ‘My certification is made in reasonable reliance on the work of qualified
staff and the Estates’ internal procedures for financial operations, planning and
budgeting.

7. 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.

o

Sworn to and subsg¢ribed before me
this 20 th day @j{%ﬁ, 2009.

Notarial Seal
Mauresn Greonfield, Notary Public
City Of Phitadolphia, Philadelphia County
My Commission Expires Dec. 23, 2010

Member, Pannavivanis Acsociation of Notarics




IN THE COMMONWEALTH COURT OF PENNSYLVANIA

Joel S. Ario,
Insurance Commissioner of the
Commonwealth of Pennsylvania

Plaintiff,

V. : Docket No. 183 ML.D. 2002

Legion Insurance Company
One Logan Square, Suite 1400
Philadelphia, PA 19103

Defendant.
AFFIDAVIT OF GERALD V. BEHR IN SUPPORT OF THE

LIQUIDATOR’S PETITION FOR APPROVAL OF ADMINISTRATIVE
EXPENSES PAID FOR THE PERIOD JULY 1-DECEMBER 31, 2008

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

1. I am Vice President and Chief Financial Officer for Legion Insurance
Company (In Liquidation) and Villanova Insurance Company (In Liquidation)(“the
Estates™), am currently licensed as Certified Public Accountant, and am responsible for
* overseeing all aspects of the Estates’ financial operations.
2. I assisted in and directed the preparation of the Liquidator’s 2009 Budget

for the Estates (the “Budget”), and make this certification in reliance on the assistance

and support of qualified staff and the Estates’ internal procedures for financial operations,

planning and budgeting.
3. I certify that the Budget is appropriate and fairly presents in all materials

respects the Estates’ anticipated expenses for 2009 for the following areas of expected

expenditure:

A. Salaries: “Salaries” includes expenses for salary and overtime




compensation for all the Estates’ employees, the cost of temporary help and
contractor services, the performance compensation program, and a compensation
program for displaced employees of the Estates.

B. Benefits: “Benefits” includes expenses for employee group health,
life and disability programs, 401(k) contributions, employee training, workers'
compensation insurance, FICA and federal and state unemployment taxes.

C. Occupancy: “Occupancy” includes expenditures for lease expenses
in Philadelphia and Milwaukee, utility and office maintenance expenses for leased
premises, records retention, furniture repair and maintenance expenses and rental
costs for postage and copier/fax equipment.

D. Equipment: “Equipment” includes depreciation expenses for EDP
equipment, operating and applications systems software, office furniture and
fixtures and leasehold improvements, and expenditures for purchases and repairs
of all other equipment used by the Estates.

| E. Legal Fees and Expenses: “Legal Fees anci Expenses” includes

expenditures to outside law firms for matters related to reinsurance litigation,

policyholder collections, managing general agent and third party administrators,

the Estates’ defendant issues and liquidation issues.

F. Professional Services: “Professional Services” includes

expenditures for outsourced reinsurance services, audit and tax consulting fees of
independent CPA firms, actuarial consulting services, management consulting

services, fees for collection of overdue premium and other fees and fees to outside

firms for technology support and outsourcing.




G. Other: “Other” includes expenditures for telephone, postage,
express mail, printing and freight expenses, letterhead, envelopes and other office
supplies; transportation, meals, lodging and other costs of employees while
traveling; costs of the Pennsylvania Insurance Department for the oversight of the
Estates; and insurance for fidelity and surety bonds on employees, general
liability insurance, Directors and Officers and omissions coverage for directors
and personal property coverage.

4, I know of no significant expenses or outlays for 2009 that are not included
in the Budget.

5. I certify that the Petition for Approval of Administrative Expenses paid for
the period July 1-December 31, 2008 fairly presents in all material respects the Estates’

paid administrative expenses for the period July 1-December 31, 2008 for the following

areas of expenditure:

A. Salaries: “Salaries” includes expenses for salary and overtime
compensation for all the Estates’ employees, the cost of temporary help and
contractor services, the performance compensation program, and a compensation
program for displaced employees of the Estates.

B. Benefits: “Benefits” includes expenses for employee group health,
life and disability programs, 401(k) contributions, employee training, workers'
compensation insurance, FICA and federal and state unemployment taxes.

C. Occupancy: “Occupancy” includes expenditures for lease expenses
in Philadelphia and Milwaukee, utility and office maintenance expenses for leased

premises, records retention, furniture repair and maintenance expenses and rental




costs for postage and copier/fax equipment.'

D. Equipment: “Equipment” includes depreciation expenses for EDP
equipment, operating and applications systems software, office furniture and
fixtures and leasehold improvements, and expenditures for purchases and repairs

of all other equipment used by the Estates.

E. Legal Fees and Expenses: “Legal Fees and Expenses” includes

expenditures to outside law firms for matters related to reinsurance litigation,
policyholder collections, managing general agent and third party administrators,

the Estates’ defendant issues and liquidation issues.

F. Professional Services: “Professional Services” includes

expenditures for outsourced reinsurance services, audit and tax consulting fees of
independent CPA firms, actuarial consulting services, management consulting
services, fees for collection of overdue premium and other fees and fees to outside
firms for technology suppott and outsourcing.

- G. Other: “Other” includes expenditures for telephone, postage,
express mail, printing and freight expenses, letterhead, envelopes and other office
supplies; transportation, meals, lodging and other costs of employees while
traveling; costs of the Pennsylvania Insurance Department for the oversight of the
Estates; and insurance for fidelity and surety bonds on employees, general
liability insurance, Directors and Officers and omissions coverage for directors
and personal property coverage.

6. Based on my knowledge, the Petition for Apﬁroval of Administrative

Expenses paid for the period July 1-December 31, 2008 fairly presents in all material




respects the administrative expenses paid by the Estates for the period July 1-December

31, 2008.

7. 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.

@L/g@&

GERALD V. BEHR

Sworn to and supscribed before me
this20 th day of 7/1LY , 2009.

C}/’(mﬂmszé@w/

NOTARY PUBLIC

DUMMONWEALTH OF PENNSYLYANIA
Notarial Seal
Mewr=en Grasnfisld, Notary Public
Gy 5 & hliu.df‘;}:}hl i, Phifacelphia County
Mv rmmmia slon Expires Dec. 28, 2010

e wivanta Assoclation of Molarics




CERTIFICATION

I, Amy L. Weber, Office of General Counsel, assigned to the Office of Liquidations,
Rehabilitations and Special Funds of the Pennsylvania Insurance Department, am duly
authotized to make this Certification for and on behalf of Joel S. Atio, Insurance Commissioner
of the Commonwealth of Pennsylvania, in his official capacity as Statutory Liquidator
(“Liquidator”) of Legion Insurance Company (In Liquidation). 1 have read the Combined Cash
Basis Analysis for Legion Insurance Company (In Liquidation) and Villanova Insurance
Company (In Liquidation) and certify that the Legal Fees and Expenses stated therein for the
period July 1, 2008 through December 31, 2008 are reasonable and necessary expenses to the
best of my knowledge, information and belief. Iunderstand that this Certification is made

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

%%L/&JQLAW

Amy L/ Weber
Insurane€ Department Counsel

Dated: \f’/ 2/09




EXHIBIT
A




Legion Insurance Company (In Liquidation)
Villanova Insurance Company (In Liquldation)
COMBINED OPERATING EXPENSES (BUDGET)
($ In Thousands)

2008 2009
Staffing
Full Time 208 179
Part Time - -
Contractor Help 18 23
Total Staffing 226 IS 202
|
Yearto Date % of Total ;i Year to Date % of Total
2008 Budget  Operating i 2009 Budget Operating
G & A Expenges
Salaries $ 25,900 $ 29,648 631%
Salary and overtime compensation for all Legion employees and the cost of temporary help and contractor
services utilized, Also includes the performance compensalion program and compensation program for
displaced Legion employees.
Benefits 4,500 4,100 7.3%
Expenses incurred for employee group health, life and disability programs, 401(k) contributions, employee
training, workers' compensation insurance and FICA and Federal and stare unemployment taxes.
Occupancy 3,400 2,945 6.3%
Lease expenses for both Milwaukes and Philadelphia locations, utility and office maintenance expenses for
leased premises, records retention, fumiture repair and maintenance expenses and renlal costs for postage
and copler/fax equipment.
Equipment 4,400 3,706 6.86%
Deprecialion expense for EDP equipment, operaling and applications systems software and depreclation of
office fumniture and fixtures and leasehold Improvements. Also includes purchases and repairs for all other
equipment used by Legion.
Legal Fees and Expenses 6,200 5,600 9.8%
Legal retainers and fees to outslde law firms for matters related to reinsurance litigation, policyholders
collections, managing general agent and third party administralors, Leglon defendant issues and liquidation
Issues,
Professional Services 7,700 6,117 10.9%
Fees for outsourced reinsurance services, audit and tax consulting fees of independent CPA firms, fees to
outside firms for actuarial consulling services, management consulting services, fees for collection of overdue
premium and other fees and fees fo oulside firms for technolog. y support and oulsourcing.
Other 3,700 3,859 6.9%
Telephone, postage, express mall, printing and freight expenses, Also includes cost of lelterhead, envelopes
and other office supplies, transportation, meals, lodging and other costs of employees while traveling, costs of
the PA Insurance Department for the oversight of the Legion and Villanova estates and i € exp for
fidelity and sursty bonds on employees, general liability insurance, Directors and Officers and omissions
coverage for directors and personal property coverage.
Total Expenses 55,800 100.0% 55,876 100.0%
Large Deductible Collection Revenus
Revenue from the estate received for the collection of large deductible recoveries on behalf of the guaranly
assoclations. (300) (400)
Net Budget $ 65,500 4§ 55476




EXHIBIT
B




Legion Insurance Company (In Liquidation)
Viltanova Insurance Company (In Liquidation)
COMBINED CASH BASIS ANALYSIS
July 1, 2008 to December 31, 2008

Staffing - Average for the Period
Full Time 199
1

Part Time
28

Contractor Help
Total Staffing - Average 227

For the Period

% of Total
Operating

G & A Expenses

Salaries $ 11,230,231

Salary and overtime ¢ompensation for all Legion employees and the cost of temporary help and
contractor services utilized, Also includes the performance compensation program and compens ation
program for displaced Legion em ployees.

Benefits
Expenses Incurred for employee group health, life and disability programs, 401(k) ¢ ontributions,
employee fraining, workers' compensation insurance and F ICA and Federal and s tate unemploy ment
faxes.

Occupancy
Lease expenses for both Milwaukee and Philadelphia locations, utility and office maintenance
expenses for leased premises, records refention, furniture repair and maintenance ex penses and
rental costs for postage and copier/fax equipment,

Equipment

1,370,460

1,333,609

1,446,657

Depreciation expense for EDP equipmen t, operating and appli cations systems software and
depreciation of office fumiture and fix tures and leasehold improvements. Also includes purchases and
repairs for all other equipment used by Legion.

Legal Fees and Expenses
Legal retainers and fees to outs ide law firms for matters refated to reins urance litigation, policyholders
collections, managing general age nt and third party administrators, Legion defendant is sues and
liquidation issues.

Professlonal Services
Fees for outsourced reinsurance services, audit and tax consulting fees of independent CPA firms,

fees to outside firms for actuarial consulting services, management cons ulting services, fees for
collection of overdue premium and other fees and fees to outside firms for technology support and

outsourcing.

2,043,910

2,525,208

Other 1,021,516
Telephone, postage, express mail, printing and freig ht expenses. Also includes cost of letterhead,
envelopes and other office supplies, transportation, meal s, lodging and other cos ts of employees
while traveling, costs of the PA Insurance Department for the oversi ght of the Legion and V illanova
estates and insurance expenses for fidelity and surety bonds on employees, general liability

insurance, Directors and Officers and omissions coverage for directors and pers onal property
coverage.

53.5%

6.5%

6.4%

6.9%

9.7%

12.0%

4.9%

Total Expenses 20,971,592

100.0%

Capital Expenditures 35,060

Purchases of personal computer equi pment, operation software and other data pr ocessing equipment

Investment Expenses 382,652

Banking, management and custodial fees

TPA Payments 62,909

Payments made to ex termal TPAs for services rendered during rehabllitation period.

Total $ 21,452,212
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