oF Cly

EFiled: May 26 2010 9: 32AMI EE)T"
Transaction ID 31311172 §~fs!5 E i |
Case No. 12789-VCL H‘-\:W" _-;

..\

*vi:-'.“

"JI m‘-

IN THE COURT OF CHANCERY OF THE STATE OF DELAWARE

IN THE MATTER OF )
THE LIQUIDATION OF ) C.A.No.12789-VCL
CONSUMERS UNITED INSURANCE COMPANY )

ORDER TO SHOW CAUSE CONCERNING RECEIVER’S
TENTH CLAIM RECOMMENDATION REPORT AND
PETITION FOR APPROVAL OF PLAN FOR FINALIZATION OF
EARLY ACCESS DISTRIBUTIONS FOR CLASS II GUARANTY
ASSOCIATION ADMINISTRATIVE CLAIMS, AND FOR PARTIAL
DISTRIBUTION TO CLASS ITT ALL.OWED POLICY LEVEL CLAIMS

PLEASE READ THIS ORDER CAREFULLY AS IT AFFECTS YOUR
RIGHTS REGARDING A CLAIM YOU FILED AGAINST CONSUMERS
UNITED INSURANCE COMPANY IN LIQUIDATION (“CUIC”). IF YOU DO
NOT FILE A TIMELY RESPONSE TO THE RECEIVER’S PETITION
FOLLOWING THE INSTRUCTIONS IN THIS ORDER YOUR CLAIM
AGAINST THE CUIC ESTATE SHALL BE DETERMINED BY THE COURT TO
HAVE THE PRIORITY CLASSIFICATION AND VALUE AS SET FORTH ON
EXHIBITS 1 THROUGH 8 TO THE PETITION, AND THE RECEIVER WILL
MAKE THE PARTIAL DISTRIBUTION TO THE UNDISPUTED ALLOWED
CLASS III CLAIMS AS SET FORTH IN THE PETITION AND THE EXHIBITS
THERETO. (If you agree with the recommendation as to your claim’s priority
classification(s) and dollar value and the Receiver’s Partial Distribution Plan, you
do not need to take any further action in response to this Order to Show Cause.)

WHEREAS, pursuant to 18 Del. C. § 5917(c), the Receiver of Consumers United

Insurance Company filed the “Receiver’s Tenth Claim Recommendation Report and
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Petition for Approval of Plan for Finalization of Early Access Distributions for Class I
Guaranty Association Administrative Claims, and for Partial Distribution to Class III
Allowed Policy Level Claims” (the “Recommendation Report and Petition”) seeking to
have the Court allow, allow in part, or disallow claims against the CUIC estate which
have not already been adjudicated by the Court, and seeking approval of a plan to finalize
the early access distributions to the Guaranty Associations affected by the CUIC
receivership for their Class 11 (administrative expense) claims, to finalize certain early
access distributions to the Guaranty Associations on their Class III (policy level) claims,
to make a partial distribution of additional funds to assure that each Guaranty Association
listed on Exhibit 2 to the Recommendation Report and Petition has received at least
thirty-two percent (32%) of their Allowed Class III claim, and to make a partial
distribution to the claimants with undisputed Allowed Uncovered Class III claims listed
in Exhibits 3A and 3B to the Petition so that each such claimant will have received thirty-
five percent (35%) of their Allowed Uncovered Class 11 claim;

NOW, THEREFORE, 1T IS HEREBY ORDERED THAT:

HEARING

1. A hearing on the Recommendation Report and Petition has been scheduled
before this Court for Thursday, July 15, 2010, at 10:00 a.m., at the Court of Chancery,
500 King Street, Wilmington, Delaware.

PURPOSES OF THE INITIAL HEARING

2. The hearing on the date and at the time established in this Order to Show

Cause shall be for the purpose of determining whether any Claimant on Exhibits 1



through 8 whose claim has not already been adjudicated by the Court desires to seek the
Court’s review of the Receiver’s recommendation as to the priority classification(s) and

amounts set forth on Exhibit 1 through 8 to the Petition. Any Claimant who desires to

have the Court review the Receiver’s recommendation as to its claim must advise the

Court of its objections to the Receiver’s recommendation and the general basis for its

objection so that such objections are RECEIVED by the Court and the Receiver’s counsel

on ot before Tuesday, July 6. 2010. The hearing shall also be for the purpose of

determining whether the Court will approve the Receiver’s Plan for the Partial
Distribution to certain claimants with undisputed allowed Class IIT claims as set forth in

the Recommendation Report and Petition and the exhibits thereto.

3. ANY CLAIMANT WHOSE CLAIM HAS NOT ALREADY BEEN
ADJUDICATED BY THE COURT PURSUANT TO A PRIOR RECOMMENDATION
REPORT OF THE RECEIVER AND WHO FAILS TO NOTIFY THE COURT OF
THEIR INTENT TO SEEK A COURT REVIEW OF THE RECEIVER’S
RECOMMENDATION OR ANY CLAIMANT WHO FAILS TO OBJECT TO THE
RECEIVER’S PLAN FOR PARTIAL DISTRIBUTION ON OR BEFORE TUESDAY,
JULY 6, 2010, WILL. HAVE BEEN DEEMED TO HAVE WAIVED ANY RIGHT TO
A COURT REVIEW OF THE RECEIVER’S RECOMMENDATION CONCERNING
THEIR CLAIM OR ANY OBJECTION TO THE RECEIVER’S PLAN FOR
PARTIAL DISTRIBUTION, WILL BE DEEMED TO HAVE ABANDONED ANY
OBJECTION TO THE RECEIVER’S RECOMMENDATIONS AND PLAN FOR

PARTIAL DISTRIBUTION, WILL HAVE THEIR CLAIM DETERMINED TO



HAVE THE VALUE(S) IN THE PRIORITY CLASSIFICATION(S) SET FORTH ON
EXHIBITS 1 THROUGH 8 TO THE PETITION, AND WILL RECEIVE, IF AT ALL,
THE AMOUNI, IF ANY, WHICH THFE RECEIVER IS PROPOSING TO
DISTRIBUTE AS A PARTIAL DISTRIBUTION ON THE UNDISPUTED

ALLOWED CLASS Il CLAIMS.

HEARING ON THE MERITS FOR CLAIMANTS
WHO TIMELY SEEK COURT REVIEW

4, For any Claimant for which the Court has not already adjudicated their
claim in response to a prior recommendation report of the Receiver and which Claimant
advises the Court on or before Tuesday, July 6, 2010, that they intend to seek a Court
review of the Receiver’s recommendation concerning their claim, the initial hearing for
this Petition shall not be a hearing on the merits of their claim. For such claimants, the
Court will schedule a date for the submission of exhibits by the Receiver and the
Claimant and a subsequent hearing date on the merits of such claim (the “Hearing on the
Merits”). A form of Order scheduling the subsequent hearing date shall be issued at the
direction of the Court and shall address any special requirements for the submission of
exhibits, such as the filing of confidential health or financial information of the Claimant
under seal, and shall also address the evidentiary procedures and other matters pertinent
to such hearing, if such a hearing is necessary. Claimants will be required to attend the

Hearing on the Merits.



5. The notice of intent to seek a Court review of the Receiver’s
recommendation or notice of an objection to the Receiver’s Plan for Partial Distribution

shall be filed in writing by the Claimant with the Court at the Court’s address at
Register in Chancery
Court of Chancery of the State
of Delaware

500 North King Street
Wilmington, Delaware 19801

and shall include the following information:
a. The caption of these proceedings:

IN THE COURT OF CHANCERY OF THE STATE OF DELAWARE

IN THE MATTER OF )
THE LIQUIDATION OF ) C.A. No. 12789-VCL
CONSUMERS UNITED INSURANCE )
COMPANY )
b. the nature of the document being filed (i.e., Notice of Intent to

Seek Court Review of Receiver’s Claim Recommendation and/or
Objection to Receiver’s Plan for Partial Distribution) and the name of the
party on whose behalf such document is being filed;

C. the name, address and telephone number of the person filing the
document; and

d. the date the document is being filed.

NOTICE OF THIS ORDER TO SHOW CAUSE

6. Within ten (10) calendar days of receipt of this signed Order to Show
Cause, the Receiver shall serve, by U.S. first class mail, with proof of mailing by certified
class mail, return receipt requested, or by Form 3606 Certificate of Bulk Mailing, copies

of this Order to Show Cause, the Petition, Exhibits 1 through 9 to the Petition, and the



proposed Final Order to each Claimant listed on Exhibits 1 through 8 to Petition with a
copy by first class mail to counsel for the National Organization of Life and Health
Insurance Guaranty Associations.

7. If no party files a timely objection to the Recommendation Report and
Petition, the Court may cancel the scheduled hearing and enter an Order granting the

relief sought by the Receiver.

IT IS SO ORDERED.

| ice-Chhncellor
Dated: [/)/IOU?/ 25// 20/0 0)3 o
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IN THE COURT OF CHANCERY OF THE STATE OF DELAWARE

IN THE MATTER OF )
THE LIQUIDATION OF )y C.A. No. 12789-VCL
CONSUMERS UNITED INSURANCE COMPANY )

RECEIVER’S TENTH CLAIM RECOMMENDATION REPORT AND
PETITION FOR APPROVAL OF PLAN FOR FINALIZATION OF
EARLY ACCESS DISTRIBUTIONS FOR CLASS I GUARANTY
ASSOCIATION ADMINISTRATIVE CLAIMS, AND FOR PARTIAL
DISTRIBUTION TQ CLASS HI ALLOWED POLICY LEVEL CLAIMS

COMES NOW, the Honorable Karen Weldin Stewart, Insurance Commissioner of
the State of Delaware, in her capacity as the Receiver (hereinn “Receiver”) of Consumers
United Insurance Company in Liquidation (herein “CUIC”}), who presents this Tenth Claim
Recommendation Report and Petition for Approval of Plan for Finalization of Early Access
Distributions for Class I Guaranty Association Administrative Claims, and for Partial
Distribution to Class III Allowed Policy Level Claims (the “Petition™), pursuant to 18 DEL.

C. §5917(c), and petitions this Honorable Court as follows:

I Relief Requested

In this application, the Receiver seeks:

1. entry of an Order to Show Cause to the Claimants listed on Exhibits 1 through 8 to
the Petition, in the form filed contemporaneously with this Petition, scheduling a hearing and
establishing the procedures for such hearing. The Receiver further requests that the hearing
on the Claims set forth in Exhibits 1 through 8 hereto be scheduled approximately forty—ﬁve.
(45) days after entry of the Order to Show Cause relating to this Petition. The Receiver

believes that any objections by the Claimants have been resolved through negotiation.



Therefore, the Receiver is not seeking a hearing on the merits of any objections to the
Receiver’s Recommendation at this time. If one or more individual Claimants file an
objection to the Receiver’s Recommendation, a hearing on the merits of such claim(s) will be
scheduled at a later date. Therefore, the procedure for this hearing does not require the
Receiver or the Claimants to file substantive arguments, submit exhibits, or submit testimony

in support of their positions at this hearing on the merits of these claims;

2. adjudication of the Claims set forth in Exhibits 3 through 8 hereto at the scheduled
hearing except for those claims which have already been adjudicated by the Court pursuant to
a prior Recommendation Report and except for those claims for which an objection is filed

by a Claimant; and

3. a determination and entry of an Order by this Court pursuant to 18 DEgL. C.
§5917(d):
a) Pursuant to the Stipulation with the Receiver appended hereto as
Exhibit 9, allowing the claim of the CALIFORNIA LIFE AND HEALTH INSURANCE
GUARANTEE ASSOCIATION (“California GA”) for direct and indirect administrative
expenses as a Class Il claim pursuant to 18 DeL. C. §5918(e)(2) (pertaining to guaranty
association administrative expenses) in the amount of $86,219.00, as noted in Column 3
(entitled “Allowed Class II Claims™) on Exhibit 1 hereto, finding that the amount listed as
paid to the California GA for its Class I claim on Exhibit 1 in Column 4 (entitled “Amount
Received to Date™), $86,219.00, has been paid to the California GA, finding thatasa reéult

the Class II claim of the California GA has been fully satisfied, and disallowing any
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administrative expense claim amount of the California GA in excess of the amount listed in
Column 3 in Exhibit 1. This Petition seeks to finalize the early access distributions made to
the Guaranty Associations for their Class IT claims. Therefore, if the Receiver’s Petition is
granted, the early access distributions made to the California GA for their Class Il claim will
no longer be subject to recall or other adjustment under the Early Access Agreement among

the Receiver and the Guaranty Associations;

b) Pursuant to the Stipulation with the Receiver appended hereto as
Exhibit 9, allowing the claim of the Califernia GA for policy benefits paid for covered
cIéims as a Class III claim pursuant to 18 DEL. C. §5918(e)(3) (pertaining to certain policy
claims including claims for coverage provided by the Guaranty Associations) in the amount
of $2,647,488.47, as noted in Column 2 (entitled “Allowed Class III Claims Net of Premium
Collected”) on Exhibit 2 hereto, and finding that the California GA has received $839,186.06
to date in early access payments on its Class II claim. Therefore, if the Receiver’s Petition is
granted, the early access distributions made to the California GA for their Class III claim
will no longer be subject to recall or other adjustment under the Early Access Agreement

among the Receiver and the Guaranty Associations;

c) Except with respect to the New Mexico Life Insurance Guaranty
Association (“New Mexico GA”) and the South Carolina Life and Accident and Health
Insurance Guaranty Association (“South Carolina GA”) for which the Class II claims
were fully satisfied from the statutory deposit, finalizing the early access distributions for the

allowed Guaranty Association Class II administrative expense claims listed on Exhibit 1
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hereto in Column 4 (entitled “Amount Received to Date™) for each such Guaranty
Association in the amount set forth in that column, finding that the amounts paid on Exhibit
1 in Column 4 have been paid to each such Guaranty Association, finding that as a result of
the finalization of those early access payments, the Class 1T administrative expense claim of
each such Guaranty Association pursuant to 18 DEL. C. §5918(e)(2) (pertaining to certain
guaranty association administrative expenses) has been satisfied in full and the Class II
claimants are not entitled to any further distribution of the estate’s assets with respect to their
Class Il Claims. As a result of this Petition, the early access payments already made for the
Guaranty Associations’ early access distributions shall no longer be subject to recall or
other adjustment by the Receiver to the extent needed to repay higher priority claims, such
Class II claims shall be deemed satisfied in full, and such Guaranty Association Claimants
shall receive no further distributions of the estate’s assets or communications from the
CUIC estate regarding their Class II administrative expense claims, and the Receiver shall
be relieved from any further obligation to the Guaranty Associations concerning their Class

II claims;

d} Finding that as to the ALABAMA LIFE & DISABILITY INSURANCE
GUARANTY ASSOCIATION (“Alabama GA”), which has an Allowed Class 11 claim of
$59,922.87, while this Petition allows a partial distribution of 32% to the Guaranty
Associations on their Class III claims, the Alabama GA has already received early access
payments of $19,372.13, which would equate to a distribution to date 0 32.3284%. Asto

that Guaranty Association’s claim, the Receiver seeks to finalize the early access payments to
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the Alabama GA for their Class Il claim up to $19,175.32 (“Alabama GA’s Finalized Class
[II Early Access Payments™), which is 32% of that Guaranty Association’s Class III claim, so
that the Alabama GA’s Finalized Class lII Early Access Payments are no longer subject to
recall or other adjustment by the Receiver. However, the Alabama GA did receive an
additional $196.81 in early access distributions (“Alabama GA’s Excess Early Access
Payment™) in excess of the Alabama GA’s Finalized Class III Farly Access Payments. To
the extent that the early access payments received by such Guaranty Association did not
exceed 35% of their claim, which is the proposed partial distribution percentage to be paid
to the Allowed Uncovered Class III claims, and due to the small amount of the excess
payment, the Receiver will not seek to recall those funds to reallocate funds among the
Guaranty Associations for their Class III claims. However, the Alabama GA’s Excess Early
Access Payment shall be deducted from future distributions, if any, to the Alabama GA onits
Class Il claims. Ifthere are no future distributions to the Class III claims, the Alabama GA
shall not be obligated to return the Alabama GA’s Excess Early Access Payment to the CUIC
estate and the other Guaranty Association claimants in this estate shall have no claim against
the Alabama GA for those funds. As a result of the fact that the Alabama GA has already
received at least 32% of their Allowed Class 11T Claim, the Alabama GA will not be receiving

any distribution from the CUIC estate in this Partial Distribution;

e) Finding that as to the ARKANSAS LIFE AND HEALTH ENSURANCE
GUARANTY ASSOCIATION {“Arkansas GA™), which has an Allowed Class III claim of

$52,598.59, while this Petition allows a partial distribution of 32% to the Guaranty



Associations on their Class III claims, the Arkansas GA has already received early access
payments of $17,090.40, which would equate to a distribution to date of 32.4921%. Asto
that Guaranty Association’s claim, the Receiver seeks to finalize the early access payments to
the Arkansas GA for their Class Il claimup to $16,831.55 (“Arkansas GA’s Finalized Class
T Early Access Payments™), which is 32% of that Guaranty Association’s Class III claim, so
that the Arkansas GA’s Finalized Class Il Early Access Payments are no longer subject to
recall or other adjustment by the Receiver. However, the Arkansas GA did receive an
additional $285.85 in carly access distributions (“Arkansas GA’s Excess Early Access
Payment”) in excess of the Arkansas GA’s Finalized Class III Early Access Payments., To
the extent that the early access payments received by such Guaranty Association did not
exceed 35% of their claim, which 1s the proposed partial distribution percentage to be paid
to the Allowed Uncovered Class 11l claims, and due to the small amount of the excess
payment, the Receiver will not seek to recall those funds to reallocate funds among the
Guaranty Associations for their Class 11l claims. However, the Arkansas GA’s Excess Early
Access Payments shall be deducted from future distributions, if any, to the Arkansas GA on
its Class IlI claims. If there are no future distributions to the Class 11 claims, the Arkansas
GA shall not be obligated to return the Arkansas GA’s Excess Early Access Payment to the
CUIC estate and the other Guaranty Association claimants in this estate shall have no claim
against the Arkansas GA for those funds. As a result of the fact that the Arkansas GA has
already received at least 32% of their Allowed Class ITI Claim, the Arkansas GA will notbe

receiving any distribution from the CUIC estate in this Partial Distribution;



f) Finding that as to the GEORGIA LIFE & HEALTH INSURANCE
GUARANTY ASSOCIATION (“Georgia GA™), which has an Allowed Class III claim of
$174,085.55, while this Petition allows a partial distribution of 32% to the Guaranty
Associations on their Class III claims, the Georgia GA has already received early access
payments of $59,688.00, which would equate to a distribution to date of 34.2866%. As to
that Guaranty Association’s claim, the Receiver seeks to finalize the early access payments to
the Georgia GA for their Class I1I claim up to $55,707.38 (“Georgia GA’s Finalized Class 111
Early Access Payments™), which is 32% of that Guaranty Association’s Class III claim, so
that the Georgia GA’s Finalized Class III Early Access Payments are no longer subject to
recall or other adjustment by the Receiver. However, the Georgia GA did receive an
additional $3,980.62 in early access distributions (“Georgia GA’s Excess Early Access
Payment”) in excess of the Georgia GA’s Finalized Class 11l Early Access Payments. To the
extent that the early access payments received by such Guaranty Association did not exceed
35% of their claim, which is the proposed partial distribution percentage to be paid to the
Allowed Uncovered Class III claims, and due to the amount of the excess payment, the
Receiver will not seek to recall those funds to reallocate funds among the Guaranty
Associations for their Class III claims. However, the Georgia GA’s Excess Early Access
Payment shall be deducted from future distributions, if any, to the Georgia GA on its Class
III claims. If there are no future distributions to the Class I claims, the Georgia GA shall

not be obligated to return the Georgia GA’s Excess Early Access Payment to the CUIC



estate and the other Guaranty Association Claimants in this estate shall have no claim against
the Georgia GA for those funds. As a result of the fact that the Georgia GA has already
received at least 32% of their Allowed Class III Claim, the Georgia GA will not be receiving

any distribution from the CUIC estate in this Partial Distribution;

g) Finding that as to the UTAH LIFE & HEALTH INSURANCE GUARANTY
ASSOCIATION (“Utah GA”), which has an Allowed Class Il claim of $1 2,020.30, while this
Petition allows a partial distribution of 32% to the Guaranty Associations on their Class III
claims, the Utah GA has already received early access payments of $3,848.02, which would
equate to a distribution to date 0of 32.0127%. As to that Guaranty Association’s claim, the
Receiver secks to finalize the early access payments to the Utah GA for their Class 111 claim
up to $3,846.50 (“Utah GA’s Finalized Class IIl Early Access Payments™), which is 32% of
that Guaranty Association’s Class III claim, so that the Utah GA’s Finalized Class 11l Early
Access Payments are no longer subject to recall or other adjustment by the Receiver.
However, the Utah GA did receive an additional $1.52 in early access distributions (“Utah
GA’s Excess Early Access Payment”) in excess of the Utah GA’s Finalized Class III Early
Access Payments. To the extent that the early access payments received by such Guaranty
Association did not exceed 35% of their claim, which is the proposed partial distribution
percentage to be paid to the Allowed Uncovered Class III claims, and due to the very small
amount of the excess payment, the Receiver will not seek to recall those funds to reallocate
funds among the Guaranty Associations for their Class IIl claims. However, the Utah GA’s

Excess Early Access Payment shall be deducted from future distributions, if any, to the Utah
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GA on its Class III claims. If there are no future distributions to the Class III claims, the
Utah GA shall not be obligated to return the Utah GA’s Excess Early Access Payment to the
CUIC estate and the other Guaranty Association Claimants in this estate shall have no claim
against the Utah GA for those funds. As a result of the fact that the Utah GA has already
received at least 32% of their Allowed Class Il Claim, the Utah GA will not be receiving any

distribution from the CUIC estate in this Partial Distribution;

h) Finding that as to the VERMONT LIFE & HEALTH INSURANCE
GUARANTY ASSOCIATION (“Vermont GA”), which has an Allowed Class III claim of
$18,200.81, while this Petition allows a partial distribution of 32% to the Guaranty
Associations on their Class III claims, the Vermont GA has already received early access
payments of $6,138.96, which would equate to a distribution to date of 33.7290%. As to that
Guaranty Association’s claim, the Receiver seeks to finalize the early access payments to the
Vermont GA for their Class III claim up to $5,824.26 (“Vermont GA’s Finalized Class HI
Early Access Payments™), which is 32% of that Guaranty Association’s Class III claim, so
that the Vermont GA’s Finalized Class III Early Access Payments are no longer subject to
recall or other adjustment by the Receiver. However, the Vermont GA did receive an
additional $314.70 in early access distributions (“Vermont GA’s Excess Early Access
Payment”) in excess of the Vermont GA’s Finalized Class Il Early Access Payments. To the
extent that the early access payments received by such Guaranty Association did not exceed
35% of their claim, which is the proposed partial distribution percentage to be paid to the

Allowed Uncovered Class III claims, and due to the small amount of the excess payment, the
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Receiver will not seek to recall those funds to reallocate funds among the Guaranty
Associations for their Class III claims. However, the Vermont GA’s Excess Early Access
Payment shall be deducted from future distributions, if any, to the Vermont GA on its Class
11 claims. If there are no future distributions to the Class III claims, the Vermont GA shall
not be obligated to return the Vermont GA’s Excess Early Access Payment to the CUIC
estate and the other Guaranty Association Claimants in this estate shall have no claim against
the Vermont GA for those funds. As a result of the fact that the Vermont GA has already
received at least 32% of their Allowed Class Il Claim, the Vermont GA will not be receiving

any distribution from the CUIC estate in this Partial Distribution;

1) Finding that as to the WEST VIRGINIA LiFE & HEALTH INSURANCE
GUARANTY ASSOCIATION (“West Virginia GA”™), which has an Allowed Class III claim of
$211,014.74, while this Petition allows a partial distribution of 32% to the Guaranty
Associations on their Class [II claims, the West Virginia GA has already received early
access payments of $68,650.66, which would equate to a distribution to date 0f 32.5336%.
As to that Guaranty Association’s claim, the Receiver seeks to finalize the early access
payments to the West Virginia GA for their Class III claim up to $67,524.72 (“West Virginia
GA’s Finalized Class III Early Access Payments™), which is 32% of that Guaranty
Association’s Class III claim, so that the West Virginia GA’s Finalized Class III Early
Access Payments are no longer subject to recall or other adjustment by the Receiver.
However, the West Virginia GA did receive an additional $1,125.94 in early access

distributions (“West Virginia GA’s Excess Early Access Payment™) in excess of the West
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Virginia GA’s Finalized Class IIl Early Access Payments. To the extent that the early access
payments received by such Guaranty Association did not exceed 35% of their claim, which
is the proposed partial distribution percentage to be paid to the Allowed Uncovered Class III
claims, and due to the amount of the excess payment, the Receiver will not seck to recall
those funds to reallocate funds among the Guaranty Associations for their Class III claims.
However, the West Virginia GA’s Excess Early Access Payment shall be deducted from
future distributions, if any, to the West Virginia GA on its Class III claims. If there are no
future distributions to the Class III claims, the West Virginia GA shall not be obligated to
return the West Virginia GA’s Excess Early Access Payment to the CUIC estate and the
other Guaranty Association Claimants in this estate shall have no claim against the West
Virginia GA for those funds. As a result of the fact that the West Virginia GA has already
received at least 32% of their Allowed Class III Claim, the West Virginia GA will not be

receiving any distribution from the CUIC estate in this Partial Distribution;

1) As to the Other Guaranty Associations {(other than the Alabama GA,
the Arkansas GA, the Georgia GA, the Utah GA, the Vermont GA, and the West Virginia
GA, which six claimants are addressed above, and other than the New Mexico GA and the
South Carolina GA, which two claimants had their Class IT claims fully satisfied from the
statutory deposit in their state), finalizing the early access distributions for the allowed
Guaranty Association Class I policy benefit claims listed on Exhibit 2 hereto in Column 3
(entitled “Class I Early Access Payments Received”™) for each such Guaranty Association in

the amount set forth in that column; finding that as a result of the finalization of those early
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access payments and the partial distribution authorized by this Petition, the Class I1I policy
benefits claim of each such Guaranty Association pursuant to 18 DEL. C. §5918(e)(3)
(pertaining to certain guaranty association administrative expenses) has been partially
satisfied in the amount set forth in Column 7 in Exhibit 2, and for the Guaranty Associations
which have not yet received 32% of their Class III claim through early access distributions,
shall receive the balance due to bring their distribution to date up to 32% of their Class III
claim, as set forth in Column 5 (entitled “Amount to be Distributed”) of Exhibit 2. Asa
result of this Petition, all Class Il early access distributions already made to the Guaranty
Associations’ up to 32% of their Allowed Class I Claims shall no longer be subject to recall

or other adjustment by the Receiver to the extent needed to repay higher priority claims:

k) Allowing the Class Il Uncovered Claims on Exhibit 3A hereto in the
amount set forth in Exhibit 3A hereto in Column 11 (entitled “Receiver’s Recommended
Class Il Claim Amount”) for each such Claimant and disallowing any amount in excess of
the Receiver’s Recommended Class IlI Claim Amount for each such claim. The Receiver’s
Recommended Class III Claim Amount does not include or affect any amount which such
Claimant may have received from the applicable Guaranty Association, either directly or

through an assuming insurer, such as the Unity Mutual Life Insurance Company;

1) Allowing the Class IIl Uncovered Claim listed on Exhibit 3B hereto,
which amount is jointly owned by the Delaware Life and Health Insurance Guaranty
Association (“Delaware GA”) and the Hotel, Restaurant Institutional Employees and

Bartenders Union — Local 26 (“Local 26™) pursuant to an Agreement, Release and
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Assignment dated November 23, 1999, in the total amount of $449,520.26 (“Receiver’s
Recommended Local 26 Class HI Claim Amount™), of which the Delawate GA 1s entitled to
the first $119,780.00 of distributions on the claim, of which the Delaware GA has already
received $29,844.92 in early access distributions to date relating to this claim, and of which
Local 26 is entitled to any distributions in excess of $119,780.00 on the claim, and
disallowing any amount in excess of the Receiver’s Recommended Local 26 Class [II Claim
Amount for such claim. The Receiver’s Recommended Class III Claim Amount does not
include or affect any amount which Local 26 may have received from the Delaware GA,
cither directly or through an assuming insurer, such as the Unity Mutual Life Insurance
Company;

m) Disallowing in their entirety the Uncovered Class Il claims listed in
Exhibit 4 hereto (entitled “Class I Claims Valued at Zero™), and relieving the Receiver from
any further obligation to those Claimants concerning their Class III claims. This
disallowance does not include or affect any amount which such Claimant may have received
from the applicable Guaranty Association, either directly or through an assuming insurer,

such as the Unity Mutual Life Insurance Company;

n) Assigning the claims listed on Exhibit 5 hereto to the Class VI
(general creditor) priority class and assigning each such claim the dollar value in Column 11
(entitled “Receiver’s Recommended Class VI Claim Amount”) on Exhibit 5, except for the

claims listed as “TBD,” for which the amount of the Claimant’s Class VI claim is “to be
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determined” if and only if funds become available to pay claims in Class VI after all higher

priority expenses in Class I and claims in Classes Il through V have been satisfied n full;

0) Disallowing in their entirety the Class VI claims listed in Exhibit 6
hereto, and relieving the Receiver from any further obligation to those Claimants concerning
their Class VI claim numbers 944 and 1344 (the latter of which the Receiver is

recommending be disallowed as a duplicate of claim number 87);

p) Assigning any and all claims of Consumers United Group, Inc., the
sole stockholder of CUIC prior to the entry of the receivership orders, which claims are listed
on Exhibit 8 hereto, to the Class IX (stockholder) priority class. The value, if any, of such
claims cannot be determined until such time as all higher priority expenses in Class I and
higher priority claims in Classes II through VIII have been satisfied in full. The Receiver
anticipates that the higher priority class claims will not all be fully satisfied and, therefore,
the Class IX claim of Consumers United Group, Inc. likely has a value of $0. However, until
that determination can be made, the Receiver is only recommending the assignment of this

claim to priority class IX;

q) Approving the Receiver’s Plan for Partial Distribution to the Guaranty
Associations for their Class I Claims, offsetting such Partial Distribution for amounts
already received by each such Guaranty Association pursuant to the Class Il Early Access
Payments, so that each Guaranty Association shall receive a Supplemental Partial
Distribution, if at all, in the amount set forth in Column 5 (entitled “Amount to be

Distributed™) in Exhibit 2, provided, however, that the Receiver shall within the later of
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thirty (30) days of the Court’s entry of the Final Order approving this Petition or August 31,
2010, issue one check in the aggregate amount of $83,021.09 to the National Organization of
Life and Health Insurance Guaranty Associations (“NOLHGA”) as the Supplemental Partial
Distribution to all of the Guaranty Associations with Class III claims receiving a distribution
as set forth in Column 5 of Exhibit 2 hereto, to bring the distribution amount to date for each
Class [II Guaranty Association claimant to at least 32% of their Allowed Class III claim. The
issuance of the aggregate payment to NOLHGA by the Receiver shall relieve the CUIC
Estate, the Receiver, the Deputy Receiver and their representatives of any and all liability to
the Guaranty Associations listed on Exhibit 2 with respect to the allocation of those funds,
and the Receiver shall be entitled to rely on the allocation of such distributed funds as set
forth in Column 5 of Exhibit 2 hereto with respect to this Partial Distribution and any future
distributions from the CUIC Estate. [t is the Receiver’s understanding that the Guaranty
Associations listed on Exhibit 2 hereto have agreed or may agree with NOLHGA and/or
among themselves on a different allocation of the funds from this Partial Distribution. As
long as the Receiver is entitled to rely upon the allocation set forth in Column 5 of Exhibit 2
for the purpose of determining the amounts distributed from the CUIC Estate for the
Guaranty Association’s Class III claims and to rely upon the aggregate payment to NOLHGA
as proof of payment to each individual Guaranty Associations listed on Exhibit 2 of their
distributive share set forth in Column 5 of that exhibit, NOLHGA may adjust the funds to be
distributed to an individual Guaranty Association provided such individual Guaranty

Association consents in writing to such adjustment, which adjustment shall not bind the
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Receiver or have any effect on the CUIC estate’s rights or obligations, and shall not be
offered in evidence against the Receiver or the CUIC Estate. Under this proposed Partial
Distribution, this Court would retain jurisdiction to resolve any disputes between or among
NOLHGA and the individual Guaranty Associations concerning allocation of the aggregate
distribution payment made by the Receiver to NOLHGA, or concerning any alleged failure of
NOLHGA to pay an individual Guaranty Association its share of this aggregate Partial
Distribution. Under the proposed Order, the Receiver, the Deputy Receiver and the CUIC
Estate shall not be liable to NOLHGA and/or any individual Guaranty Association listed on
Exhibit 2 for any reallocation by NOLHGA and/or the individual Guaranty Associations of
the aggregate amount of this Class III Partial Distribution to the Guaranty Associations, or
for any failure by NOLHGA to pay an individual Guaranty Association its share of the
aggregate payment;

r}  Approving the Receiver’s Plan for Partial Distribution to the Allowed
Uncovered Class III claims listed on Exhibit 3A hereto in an amount equal to 35% of each
such Uncovered Claimant’s Class III Allowed Claim (the “Uncovered Partial Distribution”),
which distribution amount for each such Claimant is set forth in Column 12 (entitled
“Distribution at 35%"") of Exhibit 3A hereto. The Receiver shall issue each such Claimant’s
Uncovered Partial Distribution to such Claimant’s last known address in the Receiver’s
records within the later of thirty (30) days after the Court’s entry of the Final Order
approving this Petition or August 31, 2010. All such checks will be payable for a period of

ninety (90) days, after which a Claimant which has not cashed the check shall be required to
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return the uncashed check and request reissuance of their Uncovered Partial Distribution by
the Receiver. The Receiver further seeks permission to deposit with the Court any
Uncovered Partial Distributions which remain unclaimed after a reasonable period of time

but no later than the closure of the CUIC receivership proceedings; and

s) Approving the Receiver’s Plan for Partial Distribution to the Allowed
Uncovered Local 26 Class III Claim listed on Exhibit 3B hereto in an amount equal to 35%
of each such Uncovered Claimant’s Class III Allowed Claim less early access payments
received to date by the Delaware GA on such claim (the “Uncovered Local 26 Partial
Distribution™), which distribution amount shall be allocated as set forth on Exhibit 3B as
follows: within the later of thirty (30) days after the Court’s entry of the Final Order
approving this Petition or August 31, 2010, the Receiver shail distribute the amount of
$89,936.00 to the Delaware GA, and shall distribute the amount 0f $37,551.17 to Local 26 at
its last known address in the Receiver’s records. The checks will be payable for a period of
ninety (90) days, after which a Claimant which has not cashed the check shall be required to
return the uncashed check and request reissuance of their Uncovered Partial Distribution by
the Receiver. The Receiver further seeks permission to deposit with the Court any such
distribution which remains unclaimed after a reasonable period of time but no later than the

closure of the CUIC receivership proceedings.

IR Background of the Liquidation Proceedings

Prior to receivership CUIC, a Delaware domiciled insurance company, was licensed

to issue life and health insurance policies in forty (40) states and the District of Columbia.
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This Court determined that CUIC was in hazardous financial condition and placed CUIC in
rehabilitation proceedings by Stipulated Rehabilitation and Injunction Order dated February
9, 1993 ("Rehabilitation Order"; Dkt. No. 18). The Court appointed the Delaware Insurance
Commissioner as the statutory receiver of CUIC. By Liquidation and Injunction Order dated
May 5, 1994 ("Liquidation Order"; Dkt. No. 74), the Court declared CUIC insolvent and
ordered that the Delaware Insurance Commissioner continue as Receiver and liquidate CUIC.

By Order dated December 15, 1994 (Dkt. No. 124), the Court approved the Proposed
Plan of Liquidation which provided for, among other things, notice to CUIC's creditors and
other interested parties of the liquidation proceedings and the claims process. The Court also
established a Creditor Bar Date of March 1, 1995 (which was subsequently extended to

December 1, 1995).

111. Guaranty Association Coverage

The entry of the Liquidation Order terminated insurance coverage from CUIC and, at
the same time, triggered certain coverage for many of CUIC’s policyholders from life and
health insurance guaranty associations in the states in which CUIC had been licensed to issue
insurance. Each such state has enacted a statute establishing a life and health insurance
guaranty association (the “Guaranty Association Claimant™ or “Guaranty Association”) to
provide continuing coverage to resident policyholders of insolvent insurers, such as CUIC,
subject to certain statutory limitations (the “Covered Obligations”). The portion of a

policyholder, beneficiary or other non-Guaranty Association claimant’s claim which is not
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covered by a Guaranty Association as a “Covered Obligation” is referred to as that claimant’s

“Uncovered Claim” against the CUIC estate.

IV. Early Access Distributions

Pursuant to the provisions of 18 DEL. C. §5911(c), the Receiver entered into an Early
Access Agreement with the Guaranty Association Claimants to provide them with
provisional access to the estate’s funds in order to minimize the impact of the insolvency on
the sources of the Guaranty Association funding. Generally, the Guaranty Associations
assess their member insurers in their state and the costs of those assessments are passed along
to either the insurers’ policyholders or taxpayers in that state. CUIC received this Court’s
approval of its Early Access Agreement with the Guaranty Association Claimants by Order
dated on or about November 26, 1996. All of the Guaranty Association Claimants with
allowable claims elected to participate in that agreement and executed similar Participation

Certificates.

V. Priority of Claims

The claimants have the burden of proving their claims against the estate. Pursuant to
18 DEL. C. §5917(d), after affording a claimant an opportunity for a hearing, the Court
determines whether a ¢laim should be allowed, allowed in part, or disallowed. Such Order is

deemed to be an appealable Order pursuant to that section.

Section 5918 of the Liquidation Act provides that the distribution of claims from

CUIC's general assets shall be in accordance with statutorily specified classes of claims.
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Every claim in each class shares pro rata in assets available to pay that class. Allclaimsina
higher priority class must be paid in full before the members of the next class receive any
payment. 18 DEL. C. § 5918(e). For purposes of this Petition, the relevant classes of claims

under Section 5918(e) of the Liquidation Act are:

Class I — costs and expenses of administration expressly
approved by the Receiver;

Class H — reasonable and necessary administrative expenses
of the life and health insurance guaranty associations;

Class 111 — certain policyholder and guaranty association
claims for policy benefits;

Class VI - certain general creditor claims;
Class VII — claims not filed by the proof of claim bar date;
Class IX — shareholder claims.

See, 18 DEL. C. §5918, as amended by 72 DEL. LAWS, c. 400.

VI. RECEIVER’S RECOMMENDATIONS BY PRIORITY CLASS

A. CLASS I ESTATE ADMINISTRATIVE EXPENSES

The Receiver has determined that sufficient funds exist to satisfy outstanding and
future administrative expenses, including the estate’s post-liquidation petition tax liabilities.
After the distribution being requested in this Recommendation Report and Petition, the estate
will have approximately $400,000.00 in liquid assets. While a specific reserve amount for

payment and reserving of administrative expenses will likely need to be established before
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making any further distribution to the Class III claims, for the purposes of making the Partial
Distribution proposed in this Petition, the Receiver does not believe that the establishment of
a specific reserve amount for the Class I expenses 1s necessary.
B. CLASS Il CLAIMS (GUARANTY ASSOCIATION EXPENSES)
After payment of and reserving for the estate’s administrative expenses, the next
priority class, Class II, addresses the administrative expenses of the affected Guaranty
Associations. Pursuant to 18 DEL. C. §5918(e)(2), claims against the CUIC estate which

qualify as Class II claims are defined as follows:

(2) ClassIl. -- The reasonable and necessary administrative expenses
of the Delaware Insurance Guaranty Association or the Delaware Life
and Health Insurance Guaranty Association or as the case may be, and
any similar organization in another state. If the receiver determines that
the assets of the estate will be sufficient to pay all Class I claims in full,
Class I claims shall be paid currently, provided that the receiver shall
secure from each of the associations receiving disbursements pursuant
to this section an agreement to return to the receiver such disbursement,
together with investment income actually earned on such disbursement,
as may be required to pay Class I claims.

18 DEL. C. §5918(e)(2).

The Guaranty Associations’ Class II claims were allowed by the Court in response to
the Receiver’s Seventh Claim Recommendation Report (EFiling Nos. 24537349 and
25377718), except for the claim of the California GA, which was resolved by Stipulation
(see Exhibit 9 hereto). As noted herein, the Guaranty Associations” Allowed Class Il claims
have been fully satisfied by the early access distributions being finalized pursuant to this

Petition.
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The Receiver’s recommended values for each of the Class II claims of each of the
Guaranty Associations with allowed Class 1I claims are set forth in Column 3 of Exhibit 1 to
this Recommendation Report and Petition. The Receiver respectfully requests that the Court
allow as the total Class II claim of the California GA the amount set forth in Column 3 in
Exhibit 1, $86,219.00, and find that the claim of the California GA has been fully satisfied.
In the aggregate, the total amount of the Class II claims of the guaranty associations,
excluding the claims of the New Mexico GA and the South Carolina GA which were fully
satisfied from the statutory deposits in their states, is $993,062.37, all of which will be fully
satisfied as a result of the finalization of the early access payments to those Associations in
the same amount.

C. UNDISPUTED CLASS IIT CLAIMS (CERTAIN POLICY CLAIMS)

After payment of and reserving for the Class I estate administrative expenses and
satisfaction in full of the Class Il guaranty association administrative expenses, the next
priority class, Class I, to receive distributions of available assets of the estate consists of the
claims which arise out of the policy obligations of CUIC, including the Covered Obligations
of the Guaranty Associations.

Pursuant to 18 DEL. C. §5918(e)(3), claims against the CUIC estate which qualify as

Class I claims are defined as follows:

(3) Class IIT. -- Claims by policyholders, beneficiaries and
insureds, including the federal or any state or local government if such
government is a named policyholder, beneficiary or insured under the
policy, arising from and within the coverage of and not in excess of the
applicable limits of insurance policiges and insurance contracts 1ssued
by the company; liability claims, including liability claims of the
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federal or any state or local government, against insureds which claims
are within the coverage of and not in excess of the applicable limits of
insurance policies and insurance contracts issued by the company,
including claims for reasonable attorneys' fees incurred by the
policyholder to defend against the liability claim if such attorneys' fees
are covered under the policy, but only to the extent covered;
policyholder's claims for refunds of unearned premium; and claims of
the Delaware Insurance Guaranty Association or the Delaware Life and
Health Insurance Guaranty Association, as the case may be, and any
similar organization in another state for coverage of policy benefits as
required by statute; provided, however, that this paragraph shall not
apply to the following claims:

a. Claims arising under reinsurance contracts, including
any claims for reinsurance premium due;

b. Claims of insurers, insurance pools or underwriting
associations for contribution, indemnity or subrogation, equitable or
otherwise.

Interest shall not be allowed or paid on Class TII claims,
except that the value assigned to Class III claims arising from valid
preliquidation judgments, other than judgments by default or collusion,
may include prejudgment and postjudgment interest up to the date of
liquidation if such interest is required by law or contract.

18 DEL. C. §5918(e)(3). For the purposes of this estate, the policyholder level claims were
originally designated as Class IV. The policyholder level claims are now reclassified as
Class III pursuant to the amendments to the priority statute in 72 DEL. LAWS, ¢. 400.
Generally, the policyholder level claims against CUIC may be characterized in one of
two categories: “Covered Obligations” and “Uncovered Obligations.” The Covered
Obligations are comprised of benefits provided by the Guaranty Association Claimants under
their enabling acts for CUIC’s policyholders. The Uncovered Obligations are comprised of

benefits under CUIC policies which are not covered by a Guaranty Association Claimant.

The Uncovered Obligations are claims of individual policyholders.
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The Covered Obligations of the Guaranty Association Claimants are limited by
statute. For instance, many of CUIC’s policy obligations arose from life insurance policies
or annuity contracts it had issued to its policyholders. The enabling statute of the Delaware
Life and Health Insurance Guaranty Association (“Delaware GA™), one of the Guaranty
Association Claimants, limits benefits that the Delaware GA may provide to $100,000.00 in
net cash values for life insurance and $100,000.00 in the present value of annuity benefits.

See, 18 DEL. C. § 4403(c)(2).!

Applying those statutory limitations, the claim against the CUIC estate generally
would be the Covered Obligation ($100,000.00 in cash value or annuity benefits), subject to
other limits in the guaranty statutes, and the Uncovered Obligation, which would be claim
amounts in excess of the $100,000.00 coverage limit or otherwise not covered by a guaranty
association.

This Class includes not only certain claims of policyholders, beneficiaries and other
claimants against those policyholders’ policies, but also the claims of the affected Guaranty
Associations to the extent of the claims which those Guaranty Associations paid to or on
behalf of policyholders pursuant to the terms of the policies, subject to the coverage

limitations and other requirements and conditions in each Guaranty Association’s enabling

1 The enabling statutes of other Affected Associations contain generally similar coverage
limitations though the maximum benefits may vary.
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statute. As is noted above, a portion of the carly access distributions to the Guaranty
Associations was paid toward the Guaranty Associations’ Class 111 claims.

The Receiver has evaluated all of the Class Tl claimants and notified the Class I1I
claimants concerning the Receiver’s recommendation as to the priority classification and
value of their claims.

With the exception of the Class III claim of the California GA, the Class III claims
of the Guaranty Associations were adjudicated in the Order concerning the Receiver’s
Seventh Claim Recommendation Report (EFiling No. 25377718). Certain of the other Class
[T claimants’ claims were also submitted to the Court in prior Recommendation Reports.
This Petition submits the Receiver’s Recommendation as to any Class III claim which was
not already subject to a prior Recommendation Report for allowance, disallowance in part, or
disallowance in its entirety.

The Receiver respectfully requests that the Court allow as the total Class I1I claim of
the Califernia GA for policy benefits paid for covered claims pursuant to 18 DEL. C.
§5918(e)(3) in the amount 0f $2,647,488.47, as noted in Column 2 (entitled “Allowed Class
III Claims Net of Premium Collected™) on Exhibit 2 hereto, and finding that the California
GA has received $839,186.06 to date in early access payments on its Class I1I ¢laim.

In the aggregate, the total amount of the allowed Class III Guaranty Association
claims is $15,646,493.60, excluding the claims of the New Mexico GA and the South
Carolina GA which were fully satisfied from the statutory deposits in their states. (See

Exhibit 2 hereto).
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In addition, there are 515 Uncovered Class Il claims, with a total Recommended
Allowed Amount of $1,332,488.41 ($449,520.26 for the Local 26 Class III claim and
$882,968.15 for the other Allowed Uncovered Class III Claims. (See Exhibits 3A and 3B
hereto).

The Class III claims listed on Exhibit 4 hereto were either already paid or otherwise
afforded full coverage by a Guaranty Association, or are otherwise invalid. Therefore, the
Receiver respectfully requests that the Court assign the claims listed on Exhibit 4 hereto to
priority Class III, but assign a value of $0 to such claims, thereby disallowing such claims in
their entirety.

D. DEPOSIT OF FUNDS FOR CERTAIN CLASS HI CLAIMS

The Receiver has been unable to locate some of the Claimants in past
communications. It is anticipated that some of the funds to be distributed will ultimately
have to be escheated. Therefore, the Receiver is also seeking permission to deposit such
funds with the Court for Claimants to whom a distribution was undeliverable after a
reasonable time and reasonable efforts to locate such Claimants from readily available
sources.

E. RESERVE FOR DISPUTED CLASS III CLAIMS

While the Receiver has determined or negotiated the recommended priority class and
claim value for most of the Class III claims, if any Class III claimant disputes the value ofhis
or her claim, the Receiver seeks permission to reserve the proposed distribution amount until

such time as the value of such claim has been adjudicated by the Court.
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F. CLASS IV CLATMS (CERTAIN UNITED STATES CLAIMS)

Claims against the CUIC estate which qualify as Class [V claims are defined in 18

DEL. C. §5918(e)(4) as follows:

(4) Class IV, -- Taxes owed to the United States and other debts
owed to the United States which by the laws of the United States are
entitled to priority over the claims in Classes V through IX below and
which claims of the United States are not already included in Class III
above.

18 DEL. C. §5918(e)(4). The Receiver has negotiated a Release Agreement with the United
States. The United States has not identified or filed proofs of claim for, and the Receiver is
not aware of the existence of, any Class [V claims against the CUIC estate.

G. CLASS V CLAIMS (CERTAIN WAGE CLAIMS)

Pursuant to 18 DEL. C. §5918(e)(5), claims against the CUIC estate which qualify

as Class V claims are defined in as follows:

(5) Class V. -- Claims of employees, other than officers or
directors, of the insurer for compensation actually owing to such
employees for services rendered to the insurer within 3 months prior to
the commencement of a proceeding against the insurer under this
chapter but not exceeding $1,000 for each employee. Such priority
shall be in lieu of any other similar priority which may be authorized by
law as to wages or compensation of such employees.

18 DEL. C. §5918(e)(5).

The Receiver 1s not aware of the existence of any Class V claims against the estate
and no proofs of claim were filed for any such claims.

H. CLASS VI CLAIMS (CERTAIN GENERAL CREDITOR CLAIMS)

After payment of and reserving for the Class I estate administrative expenses and

satisfaction in full of the Class II, Class IIl, and any Class IV and Class V claims, the next
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priority class, Class VI, to receive distributions of available assets of the estate consists of the

timely-filed general creditor claims.

Claims against the CUIC estate which qualify as Class VI claims are defined in 18

DEL. C. §5918(c)(6) as follows:

(6) Class VI. -- Claims of general creditors including, but not
fimited to, claims of ceding and assuming insurers in their capacity as
such, and claims of insurers, insurance pools or underwriting
associations for contribution, indemnity or subrogation, equitable or
otherwise. This class shall include any claims of the guaranty
associations, federal or any state or local government to the extent such
claims are not otherwise included in Class II, Class III, Class IV or
Class V in paragraphs {e)}(2) through (5) of this section.

18 DEL. C. §5918(c)(6).

The Receiver has evaluated all of the general creditor claims and notified all of the
general creditors concerning the Receiver’s recommendation as to the priority classification
and the value of their claims. Certain of the general creditors objected to the value assigned
to their claim. As the Receiver does not anticipate that funds will be available to pay the
general creditor claims, certain of those claims have been assigned a value “to be
determined” later if funds become available to pay that class of claims.

The Receiver respectfully requests that the claims listed on Exhibit 5 hereto be
assigned to the priority Class VI and assigned the value listed in Column 11 on Exhibit 5,
except for the claims listed in that Column as “TBD,” for which the value of such claim will
be determined later if and only if funds become available to pay Class VI general creditor

claims.
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The Class VI claims listed on Exhibit 6 hereto were either already paid prior to the
liquidation proceedings or are otherwise invalid. Therefore, the Receiver respectfully
requests that the Court assign the claims listed on Exhibit 6 hereto to priority Class VI, but

assign a value of $0 to such claims, thereby disallowing such claims in their entirety.

1. CrAss VII CLAIMS (LATE-FILED CLAIMS)
Pursuant to 18 DEL. C. §5918(e)(7), claims against the CUIC estate which qualify as
Class VII claims are defined as follows:
(7) Class VIL. -- Claims which would otherwise qualify for
classification under the classes enumerated above, but which are not
filed with the receiver on or before the bar date and which are not

excused from such bar date by the liquidation court.

18 DEL. C. §5918()(7).

The Court established a bar date of March 1, 1995, which was subsequently extended
to December 1, 1995. As was noted in the Receiver’s Seventh Recommendation Report
(EFiling No. 24537349), the District of Columbia Life and Health Insurance Guaranty
Association (“District of Columbia GA”) did not file a proof of claim on or before that date
with the Receiver. Therefore, pursuant to the Court’s Order concerning the Seventh
Recommendation Report and Petition (EFiling No. 25377718), the entire claim of the
District of Columbia GA was assigned to Class VII. This Petition does not alter the
Receiver’s recommendation for the claim of the District of Columbia GA or affect the

premium collection offset addressed in that Order. The Receiver 1s not currently seeking to
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establish a subsequent date for the filing of late claims as the Receiver does not anticipate

that funds will be available to pay claims in that class.

J. CLASS VIII CLAIMS (SURPLUS/CONTRIBUTION NOTES)

The next priority class, Class VIII, is defined as follows:

(8) Class VIII. -- Surplus or contribution notes, or similar
obligations.

18 DEL. C. §5918(e)(8).

No claims which would qualify as Class VIII claims were filed in the CUIC estate.
Even if any such claims were filed, the Receiver does not anticipate that funds will become
available to pay this class of claims.

K. CLASS IX CLAIMS (SHAREHOLDERS/OWNERS)

The next priority class, Class IX, is defined as follows:

(9) Class IX. -- The claims of shareholders or other owners
arising out of such capacity.

18 DEL. C. §5918(e)(9).
At the time the Liquidation Order was entered, CUIC’s sole stockholder was its

parent company, Consumers United Group, Inc., which is believed to be an inactive
corporation. As funds are not likely to be available for this class, the inactive status of that
company is not likely to be an issue.

The Receiver respectfully requests that the Court assign any and all claims which
Consumers United Group, Inc., has or may have as a result of its ownership of the stock of
CUIC to priority Class IX. The value of such stock ownership, if any, cannot be determined

until all other higher priority classes have been resolved. This claim will only have value if
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all higher priority claims have been satisfied in full and residual assets of the CUIC estate
were available, which is highly unlikely in this estate. Therefore, the Receiver does not
believe that a value for this claim needs to be established at this time.

VIL RELEASE AS TO DISALLOWED CLAIMS

The Receiver further requests a provision in the Order with respect to claims in
Exhibits 4 and 6 which are valued at $0 or denied pursuant to this Recommendation Report
and Petition, that upon entry of the Court’s Final Order adopting the Receiver’s
Recommendation Report and Petition, the claimant for each such claim shall be deemed to
have released the CUIC estate, the Receiver, the Deputy Receiver, their agents and
representatives from any and all liability arising out of these receivership proceedings, shall
have no further interest in these proceedings, and shall not receive subsequent
communications from the Court or the CUIC estate or Receiver.

VIIL CLASS II AND CLASS III DISTRIBUTION PLAN

A. FINALIZATION OF DISTRIBUTION TO CLASS IT CLAIMS
As the Class II early access payments as listed on Exhibit 1 hereto to the Guaranty
Associations are sufficient to fully satisfy the guaranty associations’ Class II claims, the
Receiver respectfully requests that the Court Order that the Class I early access distributions
in the amounts set forth on Exhibit 1 in Column 4 be determined to be final distributions to
the guaranty associations on their Class II claims, and that as a result of the early access
distributions being finalized, the Class Il claims of all of the Guaranty Associations listed in

Exhibit 1 have been fully satisfied. As the funds necessary to satisfy the Class Il claims have
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already been paid to these Claimants, no additional funds will actually be distributed to the
Guaranty Associations for their Class II claims. As a result of the finalization of these
claims, the Receiver seeks a finding by the Court that the early access distributions set forth
in Column 4 of Exhibit 1 are no longer subject to recall or other adjustment by the Receiver.

B. PROVISIONS RELATING TO ALL CLAIMANTS RECEIVING A
DISTRIBUTION; RELEASE OF RECEIVERSHIP REPRESENTATIVES

The Receiver respectfully requests that she be granted the authority to require, if she
deems it necessary, a tax identification number or any other lawfully required information
from any claimant receiving a distribution in order to permit the Receiver to comply with
applicable Federal, state or local laws, including but not limited to the Internal Revenue
Code, concerning receipt of such distributions.

The Receiver further requests a provision in the Order with respect to claims in
Exhibit 1 pursuant to the Recommendation Report and Petition, that upon entry of the
Court’s Final Order adopting the Receiver’s Recommendation Report and Petition, the
Guaranty Association Claimants listed on Exhibit 1 shall be deemed to have released the
CUIC estate, the Receiver, the Deputy Receiver, their agents and representatives from any
and al liability arising out of such Guaranty Associations’ Class II claims.

As to any claimants receiving a distribution, if any such claimants can no longer be
located, after a reasonable search by the Receiver’s staff of readily available information, for
the purpose of paying such claimants their distributive share, the Receiver seeks permission
to deposit such claimants’ distributive share with the Court, which deposit shall discharge

the Receiver’s obligation to make payment to such claimants which could not be located.
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The release of the CUIC estate, the Receiver, the Deputy Receiver, their agents and
representatives with respect to claims for which the distributed funds are deposited with the
Court shall be effective upon deposit of the funds with the Court, provided that until the
estate is closed and the Receiver is discharged, the Receiver shall continue to assist the Court
to the extent practicable in preparing to escheat the funds, if necessary, or otherwise resolve
the disposition of such funds.

In order to permit an orderly distribution, the Receiver requests that the Order
adopting this Distribution Plan permit the Receiver until the later of thirty (30) days after
entry of the final Order or August 31, 2010, to issue the distribution checks to the Class III
claimants.

C. DISTRIBUTION TO UNBPISPUTED CLASS ITI CLAIMS
1. Distribution to Guaranty Association Claimants

As noted above, the Receiver seeks approval to distribute on or before the later of
thirty (30) days after entry of the Final Order or August 31, 2010, an aggregate amount of
$83,021.09 to NOLHGA for distribution to the Guaranty Associations, as allocated in
Column 5 of Exhibit 2, not including those Guaranty Association claimants which have
already received at least 32% of their Allowed Class TIl Claims, so that each Guaranty
Association Claimant shall have received at least 32% of their Allowed Class III Claim.
NOLHGA shall allocate the funds to the Guaranty Associations in the amounts set forth in

Column 5 of Exhibit 2 unless an individual Guaranty Association agrees in writing to a
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different allocation of the funds being distributed to the Guaranty Associations for their
Class III claims.

The requested Order would provide that upon payment by the Receiver of the
aggregate amount of $83,021.09 to NOLHGA, the CUIC Estate, the Receiver, the Deputy
Receiver and their agents and representatives shall not be liable and shall be held harmiess
for any failure by NOLHGA to allocate or distribute the funds and as to any dispute between
or among NOLHGA and one or more of the Guaranty Associations concerning such
distribution or allocation.

2. Distribution to Other Undisputed Class I1I Claimants

Excluding the Guaranty Association Class I claims, which are all addressed above,
the Receiver seeks the Court’s approval to distribute on or before the later of thirty (30) days
after entry of the final Order or August 31, 2010, to all other claimants with an allowed Class
I1I claim as listed in Column 11 in Exhibit 3A hereto an amount equal 1o 35% of the allowed
claim amount for such claimant, which distributive share is listed in Column 12 of Exhibit
3A for such claimant; to distribute the amount of $89,936.00 to the Delaware GA on Local
26 claim number 1159 as set forth on Exhibit 3B; and to distribute the amount of $37,551.17
to Local 26 on Local 26 claim number 1159 as set forth on Exhibit 3B.

3. Guaranty Association Consent to Distribution Percentages

The Deputy Receiver has conferred with the Guaranty Associations with Class 111

claims through the NOLHGA Task Force on the CUIC insolvency. NOLHGA

representatives have advised the Deputy Receiver that the Guaranty Associations with Class
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III claims consent to the Uncovered Allowed Class I claims receiving the slightly higher
distribution percentage for this partial distribution than the distribution percentages for the
the Allowed Class Il claims of the Guaranty Associations.  The compromise by the
Guaranty Associations would only apply to this Recommendation Report and Petition and to
the Partial Distribution plan proposed therein.

IX. Receiver’s Reservation of Rights

The Receiver’s recommendations concerning the claims listed on Exhibits 1 through
8 hereto represent compromises of the claims submitted. The Receiver reserves her right to
raise other issues or defenses to such claims if a claimant objects to the Receiver’s

Recommendation or submits additional evidence concerning the claims.

The Receiver also reserves her rights pursuant to the Early Access Agreement if
necessary to assure that claimants in a particular class are paid in accordance with the

statutory priorities at the correct pro rata share, except as set forth herein.

X. Hearing Procedure

The Receiver requests that the following procedure apply to the hearing on the

Guaranty Association Claims:

I. Within ten (10) calendar days of receipt of the signed Order to Show Cause, the
Receiver would serve, by U.S. first class mail, with proof of mailing which may be Certified
Mail, Return Receipt Requested, and/or a Form 3606 Certificate of Bulk Mailing, a copy of
the Order to Show Cause, the Recommendation Report and Petition with the Exhibits

thereto, and the proposed form of Final Order accompanying the Recommendation Report
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and Petition to each Claimant listed on Exhibits 1 through 8 hereto. The Order to Show
Cause shall advise the Claimants of the date and time for the hearing on the Petition, the
deadline to object to the Petition, and the procedure to object. The Order to Show Cause
shall advise the parties that the Court may elect to cancel the hearing if no objections are

filed by the objection deadline.

2. The hearing on the date and at the time established in the Order to Show
Cause shall be for the purpose of determining whether any Claimant desires to seek the
Court’s review of the Receiver’s recommendation of the priority classification and amount
assigned to their claim(s), and to determine whether the Court will approve the Receiver’s

proposed Class Il finalization and Class III partial distributions. [F THE PRIORITY CLASS

AND/OR VALUE OF A CLAIMANT’S CLAIM HAS ALREADY BEEN DETERMINED

BY A PRIOR COURT ORDER IN THIS CASE, THIS RECOMMENDATION REPORT

AND PETITION IS NOT INTENDED TO AFFORD SUCH CLAIMANT AN

ADDITIONAL  OPPORTUNITY TO OBJECT TO _THE RECEIVER’S

RECOMMENDATION. Any Claimant for whom the Court has not already determined the

priority class and value of their claim and which desires to have the Court review the
Receiver’s recommendation as to their claim must advise the Court of their objections to the
Receiver’s recommendation and the general basis for their objections at least ten (10)

calendar days before the scheduled hearing date.
ANY CLAIMANT ENTITLED TO A COURT REVIEW OF THE RECEIVER’S
RECOMMENDATION WHO FAILS TONOTIFY THE COURT OF THEIR INTENT TO
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SEEK A COURT REVIEW OF THE RECEIVER’S RECOMMENDATION ON OR
BEFORE TEN (10) CALENDAR DAYS BEFORE THE SCHEDULED HEARING DATE
WILL HAVE BEEN DEEMED TO HAVE WAIVED ANY RIGHT TO A COURT
REVIEW OF THE RECEIVER’S RECOMMENDATION CONCERNING THEIR CLAIM,
WILL BE DEEMED TO HAVE ABANDONED ANY OBJECTION TO THE RECEIVER’S
RECOMMENDATION, AND WILL HAVE THEIR CLAIM DETERMINED TO BE IN
THE PRIORITY CLASS AND AT THE VALUE REQUESTED BY THE RECEIVER IN

THE PETITION AND THE SUPPORTING EXHIBITS.

3. For any Claimant entitled to a Court review of their claim’s priority
classification and/or valuation who advises the Court at least ten (10) calendar days before
the scheduled hearing date that they intend to seek a Court review of the Receiver’s
recommendation concerning their claim, the initial hearing for this Petition shall not be a
hearing on the merits of their claim. For such claimants, the Court will schedule a date for
the submission of substantive arguments and exhibits by the Receiver and the Claimantand a
subsequent hearing date on the merits of such claim. A form of Order scheduling the
subsequent hearing date shall be issued at the direction of the Court and shall address any
special requirements for the submission of exhibits, such as the filing of confidential health
or financial information of the Claimant under seal, and shall also address the evidentiary
procedures and other matters pertinent to such hearing, if such a hearing 1s necessary.
Claimants who seek a Court review of the Receiver’s recommendation concerning their

claim shall be required to attend the subsequent hearing on the merits. Until such objection

37



is resolved, such Claimant shall not be entitled to any distribution of the estate’s assets,

unless the Court orders otherwise.

This Tenth Claim Recommendation Report is filed pursuant to the claim notice and
hearing requirements of 18 DEL. C. § 5917 pertaining to the allowance or disallowance of

claims in the liquidation proceedings.
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XI. CONCLUSION

WHEREFORE, the Receiver of Consumers United Insurance Company in
Liquidation respectfully requests that this Honorable Court grant the relief sought herein and

such other and further relief as the Court deems just.

Respectfully Submltted

a;zmh, ) -
“ Diane J. Bartels
Del. Bar No. 2530
Brandywine Village
1807 North Market Street
Wilmington, DE 19802-4810
(302) 656-7207
Attorney for The Honorable
Karen Weldin Stewart,
Insurance Commissioner of
the State of Delaware, in
her capacity as Receiver of
Consumers United Insurance
Company in Liquidation

Dated: May 24, 2010
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INTHE COURT OF CHANCERY OF THE STATE OF DELAWARE

IN THE MATTER OF )
THE LIQUIDATION OF ) C.A.No. 12789-VCL
CONSUMERS UNITED INSURANCE COMPANY )

STIPULATED ORDER CONCERNING
THE CLAIMS OF THE CALIFORNIA LIFE AND HEALTH
INSURANCE GUARANTEE ASSOCIATION AGAINST THE
CONSUMFRS UNITED INSURANCE COMPANY IN LIQUIDATION

WHEREAS, on April 6, 2009, pursuant to 18 DEL. C. § 5917(c), the Honorable
Karen Weldin Stewart, Insurance Commissioner of the State of Delaware, in her capacity
as the Receiver of the Consumers United Insurance Company in Liquidation (*CUIC™}
filed the Receiver’s Seventh Claim Recommendation Report and Petition Seeking
Hearing on Guaranty Association Claims (“the “Petition”; EFile Transaction 1D No.
24537349} pertaining to Proofs of Claim filed by the state life and health insurance
guaranty associations affected by the CUIC liquidation for their administrative expenses
and policy benefit claims paid by them or on their behalf.

WHEREAS, CUIC was licensed to issue insurance policies in forty states and the
District of Columbia. Therefore, forty one guaranty associations were affected by the
insolvency. The California Life and Health Insurance Guarantee Association (“Califomia
GA") was one of the state life and health insurance guaranty associations affected by the

CUIC insolvency;

WHEREAS, the hearing on the Petition was held on May 28, 2009,



WHEREAS, although the claims of the California GA were subject to the
Receiver's Petition, due to concerns raised by the California GA prior to that hearing
about the value of their Class IH claim, the parties hereto deferred a decision on the
California GA's claim. The Court issued an Order addressing the claims of the other
affected state life and health insurance guaranty associations on May 28, 2009 (EFile
Transaction 11 No. 25377718). This Stipulated Qrder is being submitted to address all of
the claims of the California GA.

NOW, THEREFORE, the Receiver and the California GA hereby stipulate,
subject to the Court’s approval, that:

1. {(a) The administrative expense claim of the California GA shall be
assigned to the guaranty administrative expense priority class (Class II) pursuant to 18
DEL. C. §5918(eX2) and valued as an Allowed Class II claim at $86,219.00, on which
$86,219.00 has been paid to date through early access distributions, leaving a balance due
of $0. Such administrative expense claim is hereby deemed fully satisfied unless such
early access distributions are recalled by the Receiver.

(b)  The policy benefits claim of the California GA shall be assigned to
the policyholder level priority class {Class IH) pursuant to 18 DEL. C. §5918(eX3) and
valued as an Allowed Class [l Claim of $2,647,488.47 net of premium collections, on
which $839,186.06 has been paid to date through early access distributions,

(c)  These allowed claims are subject to recall under the Early Access

Agreement as set forth therein and are further subject to the provisions below,

2, The allowed Class II administrative expense claim of the
2



California GA has been fully paid and the altowed Class 1! policy benefits claim of the
California GA has been partially paid through early access distributions under the Early
Access Agreement, and those Class 11 and Class I payments remain subject to recall by
the Receiver if such funds are needed to pay higher priority claims or to equalize the
distribution percemtages received by claimants within a specific priority class. I the
Receiver recalls any payments from the California GA in order 10 pay higher priority
claims or to assure that all claimants in a particular class receive the same pro rata share
in that class, the Receiver shall subsequently adjust the claimant’s claim to add the
recalled payments to the unpaid claim in the priority class for which the recalled

payments were made.

3. Any claim of the California GA in excess of the amounts recommended by
the Receiver and stipulated by the parties herein shall be DISALLOWED by the Court

pursuant to this Stipulation and Order,

4, Each claim allowed in whole or in part pursuant to 18 DEL. C. §5918(e)
set forth in this Order is subject to the availability of funds for the assigned priority class

pursuant to 18 DEL. C. §5918(e).

5. This Order shall have no effect on the uncovered claims of individual

policyholders for whom full or partial coverage has been afforded by the California GA.

6. Within three (3} business days of receipt of this signed Order, the
Receiver’s counsel shall serve, by United States certified mail, postage prepaid, retumn
receipt requested, {0 the claimant’s last known address in the Receiver’s file, a copy of

this Order on the California GA.



7. There is no just reason for delay, and this Stipulated Order, pursuant to
Chancery Court Rule 54(b), is entered as a final judgment. ANY APPEAL OF THIS
ORDER MUST BE FILED WITH (RECEIVED BY} THE CLERK OF THE
DELAWARE SUPREME COURT WITHIN THIRTY (30) DAYS OF THE DATE OF
THIS ORDER. IF YOU FAIL TO FILE A TIMELY APPEAL, THIS DECISION WILL

BECOME FINAL,

IT IS SO STIPULATED as of the 11" day of September, 2009.

THE HONORABLE KAREN THE CALIFORNIA LIFE AND
WELDIN STEWART, HEALTH INSURANCE
Insurance Commissioner of the GUARANTEE ASSOCIATION

State of Delaware, in her capacity
as the Receiver of Consumers United
Insurance Company in Liguidation

o Y

Fredric Marro Peter C. Leonard, CPA, Esq., LLM
Deputy Receiver Executive Director

IT 1S SO ORDERED as of the date this Order is electronically docketed.

Vice-Chaneellor
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IN THE COURT OF CHANCERY OF THE STATE OF DELAWARE

IN THE MATTER OF )
THE LIQUIDATION OF ) C.A.No. 12789-VCL
CONSUMERS UNITED INSURANCE COMPANY )

ORDER TO SHOW CAUSE CONCERNING RECEIVER’S
TENTH CLAIM RECOMMENDATION REPORT AND
PETITION FOR APPROVAL OF PLAN FOR FINALIZATION OF
EARLY ACCESS DISTRIBUTIONS FOR CLASS Il GUARANTY
ASSOCIATION ADMINISTRATIVE CLAIMS, AND FOR PARTIAL
DISTRIBUTION TO CLASS 111 ALLOWED POLICY LEVEL CLAIMS

PLEASE READ THIS ORDER CAREFULLY AS IT AFFECTS YOUR
RIGHTS REGARDING A CLAIM YOU FILED AGAINST CONSUMERS
UNITED INSURANCE COMPANY IN LIQUIDATION (*“CUIC”). IF YOU DO
NOT FILE A TIMELY RESPONSE TO THE RECEIVER’S PETITION
FOLLOWING THE INSTRUCTIONS IN THIS ORDER YOUR CLAIM
AGAINST THE CUIC ESTATE SHALL BE DETERMINED BY THE COURT TO
HAVE THE PRIORITY CLASSIFICATION AND VALUE AS SET FORTH ON
EXHIBITS 1 THROUGH 8 TO THE PETITION, AND THE RECEIVER WILL
MAKE THE PARTIAL DISTRIBUTION TO THE UNDISPUTED ALLOWED
CLASS 11l CLAIMS AS SET FORTH IN THE PETITION AND THE EXHIBITS
THERETO. (If you agree with the recommendation as to your claim’s priority
classification(s) and dollar value and the Receiver’s Partial Distribution Plan, you
do not need to take any further action in response to this Order to Show Cause.)

WHEREAS, pursuant to 18 Del. C. * 5917(c), the Receiver of Consumers United

Insurance Company filed the “Receiver’s Tenth Claim Recommendation Report and

¥ “"Ir‘ N | | J
§ {it e { }
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Petition for Approval of Plan for Finalization of Early Access Distributions for Class Il
Guaranty Association Administrative Claims, and for Partial Distribution to Class Il
Allowed Policy Level Claims” (the “Recommendation Report and Petition”) seeking to
have the Court allow, allow in part, or disallow claims against the CUIC estate which
have not already been adjudicated by the Court, and seeking approval of a plan to finalize
the early access distributions to the Guaranty Associations affected by the CUIC
receivership for their Class Il (administrative expense) claims, to finalize certain early
access distributions to the Guaranty Associations on their Class 111 (policy level) claims,
to make a partial distribution of additional funds to assure that each Guaranty Association
listed on Exhibit 2 to the Recommendation Report and Petition has received at least
thirty-two percent (32%) of their Allowed Class Il claim, and to make a partial
distribution to the claimants with undisputed Allowed Uncovered Class Il claims listed
in Exhibits 3A and 3B to the Petition so that each such claimant will have received thirty-
five percent (35%) of their Allowed Uncovered Class 11 claim;

NOW, THEREFORE, IT IS HEREBY ORDERED THAT:

HEARING

1. A hearing on the Recommendation Report and Petition has been scheduled
before this Court for Thursday, July 15, 2010, at 10:00 a.m., at the Court of Chancery,
500 King Street, Wilmington, Delaware.

PURPOSES OF THE INITIAL HEARING

2. The hearing on the date and at the time established in this Order to Show

Cause shall be for the purpose of determining whether any Claimant on Exhibits 1



through 8 whose claim has not already been adjudicated by the Court desires to seek the
Court’s review of the Receiver’s recommendation as to the priority classification(s) and

amounts set forth on Exhibit 1 through 8 to the Petition. Any Claimant who desires to

have the Court review the Receiver’s recommendation as to its claim must advise the

Court of its objections to the Receiver’s recommendation and the general basis for its

objection so that such objections are RECEIVED by the Court and the Receiver’s counsel

on or before Tuesday, July 6, 2010. The hearing shall also be for the purpose of

determining whether the Court will approve the Receiver’s Plan for the Partial
Distribution to certain claimants with undisputed allowed Class 111 claims as set forth in

the Recommendation Report and Petition and the exhibits thereto.

3. ANY CLAIMANT WHOSE CLAIM HAS NOT ALREADY BEEN
ADJUDICATED BY THE COURT PURSUANT TO A PRIOR RECOMMENDATION
REPORT OF THE RECEIVER AND WHO FAILS TO NOTIFY THE COURT OF
THEIR INTENT TO SEEK A COURT REVIEW OF THE RECEIVER’S
RECOMMENDATION OR ANY CLAIMANT WHO FAILS TO OBJECT TO THE

RECEIVER’S PLAN FOR PARTIAL DISTRIBUTION ON OR BEFORE TUESDAY

JULY 6, 2010, WILL HAVE BEEN DEEMED TO HAVE WAIVED ANY RIGHT TO

A COURT REVIEW OF THE RECEIVER’S RECOMMENDATION CONCERNING
THEIR CLAIM OR ANY OBJECTION TO THE RECEIVER’S PLAN FOR
PARTIAL DISTRIBUTION, WILL BE DEEMED TO HAVE ABANDONED ANY
OBJECTION TO THE RECEIVER’S RECOMMENDATIONS AND PLAN FOR

PARTIAL DISTRIBUTION, WILL HAVE THEIR CLAIM DETERMINED TO



HAVE THE VALUE(S) IN THE PRIORITY CLASSIFICATION(S) SET FORTH ON
EXHIBITS 1 THROUGH 8 TO THE PETITION, AND WILL RECEIVE, IF AT ALL,
THE AMOUNT, IF ANY, WHICH THE RECEIVER IS PROPOSING TO
DISTRIBUTE AS A PARTIAL DISTRIBUTION ON THE UNDISPUTED

ALLOWED CLASS |11 CLAIMS.

HEARING ON THE MERITS FOR CLAIMANTS
WHO TIMELY SEEK COURT REVIEW

4. For any Claimant for which the Court has not already adjudicated their
claim in response to a prior recommendation report of the Receiver and which Claimant
advises the Court on or before Tuesday, July 6, 2010, that they intend to seek a Court
review of the Receiver’s recommendation concerning their claim, the initial hearing for
this Petition shall not be a hearing on the merits of their claim. For such claimants, the
Court will schedule a date for the submission of exhibits by the Receiver and the
Claimant and a subsequent hearing date on the merits of such claim (the “Hearing on the
Merits”). A form of Order scheduling the subsequent hearing date shall be issued at the
direction of the Court and shall address any special requirements for the submission of
exhibits, such as the filing of confidential health or financial information of the Claimant
under seal, and shall also address the evidentiary procedures and other matters pertinent
to such hearing, if such a hearing is necessary. Claimants will be required to attend the

Hearing on the Merits.



5. The notice of intent to seek a Court review of the Receiver’s
recommendation or notice of an objection to the Receiver’s Plan for Partial Distribution

shall be filed in writing by the Claimant with the Court at the Court’s address at

Register in Chancery

Court of Chancery of the State
of Delaware

500 North King Street

Wilmington, Delaware 19801

and shall include the following information:
a. The caption of these proceedings:

IN THE COURT OF CHANCERY OF THE STATE OF DELAWARE

IN THE MATTER OF )
THE LIQUIDATION OF ) C.A. No. 12789-VCL
CONSUMERS UNITED INSURANCE )
COMPANY )
b. the nature of the document being filed (i.e., Notice of Intent to

Seek Court Review of Receiver’s Claim Recommendation and/or
Objection to Receiver’s Plan for Partial Distribution) and the name of the
party on whose behalf such document is being filed;

C. the name, address and telephone number of the person filing the
document; and

d. the date the document is being filed.

NOTICE OF THIS ORDER TO SHOW CAUSE

6. Within ten (10) calendar days of receipt of this signed Order to Show
Cause, the Receiver shall serve, by U.S. first class mail, with proof of mailing by certified
class mail, return receipt requested, or by Form 3606 Certificate of Bulk Mailing, copies

of this Order to Show Cause, the Petition, Exhibits 1 through 9 to the Petition, and the



proposed Final Order to each Claimant listed on Exhibits 1 through 8 to Petition with a
copy by first class mail to counsel for the National Organization of Life and Health

Insurance Guaranty Associations.

7. If no party files a timely objection to the Recommendation Report and
Petition, the Court may cancel the scheduled hearing and enter an Order granting the

relief sought by the Receiver.

IT IS SO ORDERED.

Vice-Chancellor
Dated:
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Case No. 12789-VCL
IN THE COURT OF CHANCERY OF THE STATE OF DELAWARE

IN THE MATTER OF )
THE LIQUIDATION OF ) C.A. No. 12789-VCL
CONSUMERS UNITED INSURANCE COMPANY )

ORDER APPROVING RECEIVER’S TENTH CLAIM
RECOMMENDATION REPORT AND PLAN FOR FINALIZATION
OF EARLY ACCESS DISTRIBUTIONS FOR CLASS Il GUARANTY

ASSOCIATION ADMINISTRATIVE CLAIMS, AND FOR PARTIAL
DISTRIBUTION TO CLASS 111 ALLOWED POLICY LEVEL CLAIMS

WHEREAS, pursuant to 18 DEL. C. 8 5917(c), the Receiver of Consumers United
Insurance Company in Liquidation (“CUIC”) filed the *“Receiver’s Tenth Claim
Recommendation Report and Petition for Approval of Plan for Finalization of Early
Access Distributions for Class Il Guaranty Association Administrative Claims, and for
Partial Distribution to Class 111 Allowed Policy Level Claims” (the “Recommendation
Report and Petition™), seeking to have the Court allow, allow in part or disallow claims
not already adjudicated by the Court and seeking approval for a plan to finalize certain
early access distributions made to the state life and health insurance guaranty associations
affected by the CUIC insolvency, to make a partial distribution to certain guaranty
associations so that all affected guaranty associations with Class 111 claims have received
at least thirty-two percent (32%) of their allowed Class Il claims, and to make a partial
distribution to other Class Il claimants with undisputed allowed Class 111 claims so that

such claimants will have received thirty-five percent (35%) of their Class Il claims;
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WHEREAS, this Court entered an Order to Show Cause which set Thursday, July
15, 2010, at 10:00 a.m., as the date and time for the hearing on the Recommendation
Report and Petition. The Order to Show Cause further required the Claimants to notify
the Court in writing of their objections to the Recommendation Report and Petition and
their intent to appear at the hearing by Tuesday, July 6, 2010, or their objections, if any,
would be considered abandoned and the Receiver’s recommendations as to their claims

would be adopted by the Court;

WHEREAS, the Receiver has filed proof that that Claimants received due notice
at their last known addresses of the hearing date and the requirement to timely object and

notify the Court of their intent to appear; and

WHEREAS, the Claimants either notified the Court in writing of their intent to
appear at the hearing and appeared at the hearing at the hearing and, after having heard
from the Claimants, this Court overruled the basis for their objections to the Receiver’s
Recommendation Report and Petition, or the Claimants failed to timely object and/or
appear at the hearing and are deemed to have abandoned their objections, if any, to the

Receiver’s Recommendation Report and Petition.

NOW, THEREFORE, the Court finds that the Claimants have either abandoned
their objections to the Receiver’s Recommendation and Petition by failing to timely
object and appear at the hearing or have not provided a sufficient basis for the Court to
reject the Receiver’s Recommendation Report and Petition as to the classification and/or

value to be assigned to the claims listed on Exhibits 1 through 8 to the Petition and as to
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the Receiver’s Plan for Partial Distribution set forth in the Recommendation Report and
Petition;
NOW, THEREFORE, IT IS HEREBY ORDERED AND THE COURT HEREBY

FINDS THAT:

1. The Stipulation between the Receiver and the CALIFORNIA LIFE AND
HEALTH INSURANCE GUARANTEE ASSOCIATION (“California GA”), appended to the

Recommendation Report and Petition as Exhibit 9 is hereby APPROVED;

2. The claim of the California GA for direct and indirect administrative
expenses is hereby ALLOWED as a Class Il claim pursuant to 18 DEeL. C. §5918(e)(2)
(pertaining to guaranty association administrative expenses) in the amount of $86,219.00,
as noted in Column 3 (entitled “Allowed Class Il Claims”) on Exhibit 1 to the
Recommendation Report and Petition. The Court finds that the amount listed as paid to
the California GA for its Class Il claim on Exhibit 1 in Column 4 (entitled “Amount
Received to Date”), $86,219.00, has been paid to the California GA. As a result the
Class Il claim of the California GA has been fully satisfied. Any administrative expense
claim amount of the California GA in excess of the amount listed in Column 3 in Exhibit

1 is hereby disallowed.

3. The claim of the California GA for policy benefits paid for covered
claims as a Class Il claim pursuant to 18 DeL. C. §5918(e)(3) (pertaining to certain
policy claims including claims for coverage provided by the Guaranty Associations) is

hereby ALLOWED in the amount of $2,647,488.47, as noted in Column 2 (entitled



“Allowed Class Il Claims Net of Premium Collected”) on Exhibit 2 hereto. The Court
finds that the California GA has received $839,186.06 to date in early access payments

on its Class 111 claim.

4. Except with respect to the New Mexico Life Insurance Guaranty
Association (“New Mexico GA”) and the South Carolina Life and Accident and
Health Insurance Guaranty Association (“South Carolina GA”) for which the Class Il
claims were fully satisfied from the statutory deposit, the early access distributions for
the allowed Guaranty Association Class Il administrative expense claims listed on
Exhibit 1 to the Recommendation Report and Petition in Column 4 (entitled “Amount
Received to Date”) for each such Guaranty Association in the amount set forth in that
column are hereby FINALIZED. The Court finds that the amounts paid on Exhibit 1 in
Column 4 to the Recommendation Report and Petition have been paid to each such
Guaranty Association. As a result of the finalization of those early access payments, the
Class Il administrative expense claim of each such Guaranty Association pursuant to 18
DEL. C. §85918(e)(2) (pertaining to certain guaranty association administrative expenses)
has been satisfied in full and the Class Il claimants are not entitled to any further
distribution of the estate’s assets with respect to their Class Il Claims. Therefore, the
early access payments already made for the Guaranty Associations’ early access
distributions shall no longer be subject to recall or other adjustment by the Receiver to
the extent needed to repay higher priority claims, such Class Il claims shall be deemed
satisfied in full, and such Guaranty Association Claimants shall receive no further

distributions of the estate’s assets or communications from the CUIC estate regarding
4



their Class Il administrative expense claims, and the Receiver shall be relieved of any
further obligation to the Guaranty Associations concerning their Class Il claims. With
respect to such Guaranty Association Class Il claims in Exhibit 1 to the Recommendation
Report and Petition, upon entry of this Order, the Guaranty Association Claimants listed
on Exhibit 1 to the Recommendation Report and Petition shall be deemed to have
released the CUIC estate, the Receiver, the Deputy Receiver, their agents and
representatives from any and all liability arising out of such Guaranty Associations’ Class
Il claims.

5. The Court finds that as to the ALABAMA LIFE & DISABILITY INSURANCE
GUARANTY ASSOCIATION (“Alabama GA”), which has an Allowed Class Ill claim of
$59,922.87, while the Recommendation Report and Petition proposes a partial
distribution of 32% to the Guaranty Associations on their Class Il claims, the Alabama
GA has already received early access payments of $19,372.13, which would equate to a
distribution to date of 32.3284%. As to that Guaranty Association’s claim, the early
access payments to the Alabama GA for their Class Il claim are hereby finalized up to
$19,175.32 (“Alabama GA’s Finalized Class Il Early Access Payments”), which is 32%
of that Guaranty Association’s Class Il1 claim, so that the Alabama GA’s Finalized Class
Il Early Access Payments are no longer subject to recall or other adjustment by the
Receiver. However, the Court finds that the Alabama GA did receive an additional
$196.81 in early access distributions (“Alabama GA’s Excess Early Access Payment”) in
excess of the Alabama GA'’s Finalized Class Il Early Access Payments. The Alabama

GA'’s Excess Early Access Payment shall be deducted from future distributions, if any, to
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the Alabama GA on its Class 11l claims. If there are no future distributions to the Class
Il claims, the Alabama GA shall not be obligated to return the Alabama GA’s Excess
Early Access Payment to the CUIC estate and the other Guaranty Association claimants
in this estate shall have no claim against the Alabama GA for those funds. As a result of
the fact that the Alabama GA has already received at least 32% of their Allowed Class Il1
Claim, the Alabama GA shall not be receiving any distribution from the CUIC estate in

this Partial Distribution;

6. The Court finds that as to the ARKANSAS LIFE AND HEALTH INSURANCE
GUARANTY ASSOCIATION (“Arkansas GA”), which has an Allowed Class Il claim of
$52,598.59, while the Recommendation Report and Petition proposes a partial
distribution of 32% to the Guaranty Associations on their Class Il claims, the Arkansas
GA has already received early access payments of $17,090.40, which would equate to a
distribution to date of 32.4921%. As to that Guaranty Association’s claim, the early
access payments to the Arkansas GA for their Class 11l claim are hereby finalized up to
$16,831.55 (“Arkansas GA’s Finalized Class Il Early Access Payments™), which is 32%
of that Guaranty Association’s Class 111 claim, so that the Arkansas GA’s Finalized Class
Il Early Access Payments are no longer subject to recall or other adjustment by the
Receiver. However, the Court finds that the Arkansas GA did receive an additional
$285.85 in early access distributions (“Arkansas GA’s Excess Early Access Payment”) in
excess of the Arkansas GA’s Finalized Class 11l Early Access Payments. The Arkansas
GA'’s Excess Early Access Payment shall be deducted from future distributions, if any, to

the Arkansas GA on its Class Ill claims. If there are no future distributions to the Class
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Il claims, the Arkansas GA shall not be obligated to return the Arkansas GA’s Excess
Early Access Payment to the CUIC estate and the other Guaranty Association claimants
in this estate shall have no claim against the Arkansas GA for those funds. As a result of
the fact that the Arkansas GA has already received at least 32% of their Allowed Class 111
Claim, the Arkansas GA shall not be receiving any distribution from the CUIC estate in

this Partial Distribution;

7. The Court finds that as to the GEORGIA LIFE & HEALTH INSURANCE
GUARANTY ASSOCIATION (“Georgia GA”), which has an Allowed Class Il claim of
$174,085.55, while the Recommendation Report and Petition proposes a partial
distribution of 32% to the Guaranty Associations on their Class Il claims, the Georgia
GA has already received early access payments of $59,688.00, which would equate to a
distribution to date of 34.2866%. As to that Guaranty Association’s claim, the early
access payments to the Georgia GA for their Class 11l claim are hereby finalized up to
$55,707.38 (“Georgia GA’s Finalized Class 11l Early Access Payments”), which is 32%
of that Guaranty Association’s Class 11l claim, so that the Georgia GA’s Finalized Class
Il Early Access Payments are no longer subject to recall or other adjustment by the
Receiver. However, the Court finds that the Georgia GA did receive an additional
$3,980.62 in early access distributions (“Georgia GA’s Excess Early Access Payment”)
in excess of the Georgia GA’s Finalized Class Il Early Access Payments. The Georgia
GA'’s Excess Early Access Payment shall be deducted from future distributions, if any, to
the Georgia GA on its Class Il claims. If there are no future distributions to the Class 111

claims, the Georgia GA shall not be obligated to return the Georgia GA’s Excess Early
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Access Payment to the CUIC estate and the other Guaranty Association Claimants in this
estate shall have no claim against the Georgia GA for those funds. As a result of the fact
that the Georgia GA has already received at least 32% of their Allowed Class 111 Claim,
the Georgia GA shall not be receiving any distribution from the CUIC estate in this

Partial Distribution;

8. The Court finds that as to the UTAH LIFE & HEALTH INSURANCE
GUARANTY ASSOCIATION (“Utah GA”), which has an Allowed Class Ill claim of
$12,020.30, while the Recommendation Report and Petition proposes a partial
distribution of 32% to the Guaranty Associations on their Class Il claims, the Utah GA
has already received early access payments of $3,848.02, which would equate to a
distribution to date of 32.0127%. As to that Guaranty Association’s claim, the early
access payments to the Utah GA for their Class Il claim are hereby finalized up to
$3,846.50 (“Utah GA’s Finalized Class Il Early Access Payments™), which is 32% of
that Guaranty Association’s Class Il claim, so that the Utah GA’s Finalized Class 111
Early Access Payments are no longer subject to recall or other adjustment by the
Receiver. However, the Court finds that the Utah GA did receive an additional $1.52 in
early access distributions (“Utah GA’s Excess Early Access Payment”) in excess of the
Utah GA’s Finalized Class Ill Early Access Payments. The Utah GA’s Excess Early
Access Payment shall be deducted from future distributions, if any, to the Utah GA on its
Class 11 claims. If there are no future distributions to the Class Il claims, the Utah GA
shall not be obligated to return the Utah GA’s Excess Early Access Payment to the CUIC

estate and the other Guaranty Association Claimants in this estate shall have no claim
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against the Utah GA for those funds. As a result of the fact that the Utah GA has already
received at least 32% of their Allowed Class Il Claim, the Utah GA shall not be

receiving any distribution from the CUIC estate in this Partial Distribution;

9. The Court finds that as to the VERMONT LIFE & HEALTH INSURANCE
GUARANTY ASSOCIATION (“Vermont GA”), which has an Allowed Class Il claim of
$18,200.81, while the Recommendation Report and Petition proposes a partial
distribution of 32% to the Guaranty Associations on their Class 11l claims, the Vermont
GA has already received early access payments of $6,138.96, which would equate to a
distribution to date of 33.7290%. As to that Guaranty Association’s claim, the early
access payments to the Vermont GA for their Class Il claim are hereby finalized up to
$5,824.26 (“Vermont GA’s Finalized Class 11l Early Access Payments”), which is 32%
of that Guaranty Association’s Class Il claim, so that the Vermont GA’s Finalized Class
Il Early Access Payments are no longer subject to recall or other adjustment by the
Receiver. However, the Court finds that the Vermont GA did receive an additional
$314.70 in early access distributions (“Vermont GA’s Excess Early Access Payment”) in
excess of the Vermont GA’s Finalized Class Il Early Access Payments. The Vermont
GA'’s Excess Early Access Payment shall be deducted from future distributions, if any, to
the Vermont GA on its Class Il claims. If there are no future distributions to the Class
Il claims, the Vermont GA shall not be obligated to return the Vermont GA’s Excess
Early Access Payment to the CUIC estate and the other Guaranty Association Claimants
in this estate shall have no claim against the Vermont GA for those funds. As a result of

the fact that the Vermont GA has already received at least 32% of their Allowed Class 111
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Claim, the Vermont GA shall not be receiving any distribution from the CUIC estate in

this Partial Distribution;

10.  The Court finds that as to the WEST VIRGINIA LIFE & HEALTH
INSURANCE GUARANTY ASSOCIATION (“West Virginia GA”), which has an Allowed
Class Il claim of $211,014.74, while the Recommendation Report and Petition proposes
a partial distribution of 32% to the Guaranty Associations on their Class Il claims, the
West Virginia GA has already received early access payments of $68,650.66, which
would equate to a distribution to date of 32.5336%. As to that Guaranty Association’s
claim, the early access payments to the West Virginia GA for their Class Il claim are
hereby finalized up to $67,524.72 (“West Virginia GA’s Finalized Class 111 Early Access
Payments™), which is 32% of that Guaranty Association’s Class Il claim, so that the
West Virginia GA’s Finalized Class I11 Early Access Payments are no longer subject to
recall or other adjustment by the Receiver. However, the Court finds that the West
Virginia GA did receive an additional $1,125.94 in early access distributions (“West
Virginia GA’s Excess Early Access Payment”) in excess of the West Virginia GA’s
Finalized Class Il Early Access Payments. The West Virginia GA’s Excess Early
Access Payment shall be deducted from future distributions, if any, to the West Virginia
GA on its Class Il claims. If there are no future distributions to the Class Il claims, the
West Virginia GA shall not be obligated to return the West Virginia GA’s Excess Early
Access Payment to the CUIC estate and the other Guaranty Association Claimants in this
estate shall have no claim against the West Virginia GA for those funds. As a result of

the fact that the West Virginia GA has already received at least 32% of their Allowed
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Class 11l Claim, the West Virginia GA shal not be receiving any distribution from the

CUIC estate in this Partial Distribution;

11.  Asto the Other Guaranty Associations (other than the Alabama GA, the
Arkansas GA, the Georgia GA, the Utah GA, the Vermont GA, and the West Virginia
GA, which six claimants are addressed above, and other than the New Mexico GA and
the South Carolina GA, which two claimants had their Class Il claims fully satisfied from
the statutory deposit in their state), the Court hereby FINALIZES the early access
distributions for the allowed Guaranty Association Class Il policy benefit claims listed
on Exhibit 2 to the Recommendation Report and Petition in Column 3 (entitled “Class 111
Early Access Payments Received”) for each such Guaranty Association in the amount set
forth in that column. The Court hereby finds that as a result of the finalization of those
early access payments and the partial distribution authorized by this Order, the Class IlI
policy benefits claim of each such Guaranty Association pursuant to 18 DeL. C.
85918(e)(3) (pertaining to certain guaranty association administrative expenses) has been
partially satisfied in the amount set forth in Column 7 in Exhibit 2 to the
Recommendation Report and Petition, and for the Guaranty Associations which have not
yet received 32% of their Class Il claim through early access distributions, the Receiver
shall DISTRIBUTE to each such Guaranty Association the balance due to bring their
distribution to date up to 32% of their Class Il claim, as set forth in Column 5 (entitled
“Amount to be Distributed”) of Exhibit 2 to the Recommendation Report and Petition.
As a result of the Partial Distribution authorized by this Order, all Class Il early access

distributions already made to the Guaranty Associations’ up to 32% of their Allowed
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Class 111 Claims shall no longer be subject to recall or other adjustment by the Receiver

to the extent needed to repay higher priority claims;

12.  The Class Il Uncovered Claims on Exhibit 3A to the Recommendation
Report and Petition are hereby ALLOWED in the amount set forth in Exhibit 3A to the
Recommendation Report and Petition in Column 11 (entitled “Receiver’s Recommended
Class 111 Claim Amount”) for each such Claimant and any amount in excess of the
Receiver’s Recommended Class Il Claim Amount for each such claim is hereby
DISALLOWED. The Receiver’s Recommended Class Il Claim Amount does not
include or affect any amount which such Claimant may have received from the applicable
Guaranty Association, either directly or through an assuming insurer, such as the Unity

Mutual Life Insurance Company;

13.  The Class Il Uncovered Claim listed on Exhibit 3B hereto, which
amount is jointly owned by the Delaware Life and Health Insurance Guaranty
Association (“Delaware GA”) and the Hotel, Restaurant Institutional Employees and
Bartenders Union — Local 26 (“Local 26”) pursuant to an Agreement, Release and
Assignment dated November 23, 1999, is hereby ALLOWED in the total amount of
$449,520.26 (“Receiver’s Recommended Local 26 Class Il Claim Amount”). Further,
as to this claim the Court finds that the Delaware GA is entitled to the first $119,780.00
of distributions on the claim, the Delaware GA has already received $29,844.92 in early
access distributions to date relating to this claim, and Local 26 is entitled to any
distributions in excess of $119,780.00 on the claim. Any amount in excess of the

Receiver’s Recommended Local 26 Class Il Claim Amount for such claim is hereby
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DISALLOWED. The Receiver’s Recommended Class Il Claim Amount does not
include or affect any amount which Local 26 may have received from the Delaware GA,
either directly or through an assuming insurer, such as the Unity Mutual Life Insurance
Company;

14.  The Uncovered Class Il claims listed in Exhibit 4 to the
Recommendation Report and Petition (entitled “Class 11l Claims Valued at Zero”) are
hereby DISALLOWED IN THEIR ENTIRETY. The Receiver is hereby relieved from
any further obligation to those Claimants concerning their Class Il claims. This
disallowance does not include or affect any amount which such Claimant may have
received from the applicable Guaranty Association, either directly or through an

assuming insurer, such as the Unity Mutual Life Insurance Company;

15. The claims listed on Exhibit 5 to the Recommendation Report and
Petition are hereby ASSIGNED to the Class VI (general creditor) priority class and
each such claim is hereby ASSIGNED the dollar value in Column 11 (entitled
“Receiver’s Recommended Class VI Claim Amount”) on Exhibit 5, except for the claims
listed as “TBD,” for which the amount of the Claimant’s Class VI claim is “to be
determined” if and only if funds become available to pay claims in Class VI after all
higher priority expenses in Class | and claims in Classes 11 through V have been satisfied

in full;

16.  The claims listed in Exhibit 6 to the Recommendation Report and Petition

are hereby ASSIGNED to the Class VI (general creditor) priority class and each such
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claim is hereby DISALLOWED IN ITS ENTIRETY. The Receiver is hereby relieved of
any further obligation to those Claimants concerning their Class VI claim numbers 944

and 1344 (the latter of which is disallowed as a duplicate of claim number 87);

17.  Any and all claims of Consumers United Group, Inc., the sole
stockholder of CUIC prior to the entry of the receivership orders, which claims are listed
on Exhibit 8 to the Recommendation Report and Petition, are hereby ASSIGNED to the
Class IX (stockholder) priority class. The Court finds that the value, if any, of such
claims cannot be determined until such time as all higher priority expenses in Class | and

higher priority claims in Classes Il through VIII have been satisfied in full.

18. The Court hereby APPROVES the Receiver’s Plan for Partial
Distribution to the Guaranty Associations for their Class 111 Claims, offsetting such
Partial Distribution for amounts already received by each such Guaranty Association
pursuant to the Class Il Early Access Payments, so that each Guaranty Association shall
receive a Supplemental Partial Distribution, if at all, in the amount set forth in Column 5
(entitled “*Amount to be Distributed”) in Exhibit 2 to the Recommendation Report and
Petition, provided, however, that instead of separate payments to each such Guaranty
Association, the Receiver shall within the later of thirty (30) days after the Court’s entry
of this Final Order or August 31, 2010, issue one check in the aggregate amount of
$83,021.09 to the National Organization of Life and Health Insurance Guaranty
Associations (“NOLHGA”) as the Supplemental Partial Distribution to all of the
Guaranty Associations with Class 11l claims receiving a distribution as set forth in

Column 5 of Exhibit 2 hereto, to bring the distribution amount to date for each Class Il
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Guaranty Association claimant to at least 32% of their Allowed Class 11l claim. The
issuance of the aggregate payment to NOLHGA by the Receiver shall relieve the CUIC
Estate, the Receiver, the Deputy Receiver and their representatives of any and all liability
to the Guaranty Associations listed on Exhibit 2 to the Recommendation Report and
Petition with respect to the allocation and distribution of those funds, and the Receiver
shall be entitled to rely on the allocation of such distributed funds as set forth in Column
5 of Exhibit 2 to the Recommendation Report and Petition with respect to this Partial
Distribution and any future distributions from the CUIC Estate. The Receiver may rely
upon the allocation set forth in Column 5 of Exhibit 2 to the Recommendation Report and
Petition for the purpose of determining the amounts distributed from the CUIC Estate for
the Guaranty Association’s Class Ill claims and upon the aggregate payment to
NOLHGA as proof of payment to each individual Guaranty Associations listed on
Exhibit 2 of their distributive share set forth in Column 5 of that exhibit. The Guaranty
Associations listed on Exhibit 2 hereto may agree with NOLHGA and/or among
themselves on a different allocation of the funds from this Partial Distribution.
NOLHGA may adjust the funds to be distributed to an individual Guaranty Association
provided such individual Guaranty Association consents in writing to such adjustment,
which adjustment shall not bind the Receiver or have any effect on the CUIC estate’s
rights or obligations, and shall not be offered in evidence against the Receiver or the
CUIC Estate. This Court shall retain jurisdiction to resolve any disputes between or
among NOLHGA and the individual Guaranty Associations concerning allocation of the

aggregate distribution payment made by the Receiver to NOLHGA, or concerning any
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alleged failure of NOLHGA to pay an individual Guaranty Association its share of this
aggregate Partial Distribution. The Receiver, the Deputy Receiver and the CUIC Estate
shall not be liable to and shall be held harmless by NOLHGA and/or any individual
Guaranty Association listed on Exhibit 2 to the Recommendation Report and Petition for
any reallocation by NOLHGA and/or the individual Guaranty Associations of the
aggregate amount of this Class Il Partial Distribution to the Guaranty Associations, for
any failure by NOLHGA to pay an individual Guaranty Association its share of the
aggregate payment, or otherwise with respect to any dispute between or among
NOLHGA and one or more of the Guaranty Associations concerning such distribution or

allocation;

19. The Court hereby APPROVES the Receiver’s Plan for Partial
Distribution to the Allowed Uncovered Class 111 claims listed on Exhibit 3A hereto in
an amount equal to 35% of each such Uncovered Claimant’s Class Il Allowed Claim
(the “Uncovered Partial Distribution™), which distribution amount for each such Claimant
is set forth in Column 12 (entitled “Distribution at 35%”) of Exhibit 3A to the
Recommendation Report and Petition. The Receiver shall issue each such Claimant’s
Uncovered Partial Distribution to such Claimant’s last known address in the Receiver’s
records within the later of thirty (30) days after the Court’s entry of the Final Order
approving this Petition or August 31, 2010. All such checks shall be payable for a period
of ninety (90) days, after which a Claimant which has not cashed the check shall be
required to return the uncashed check to the Receiver and request reissuance of their

Uncovered Partial Distribution by the Receiver. The Receiver is hereby permitted to
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deposit with the Court any Uncovered Partial Distributions which remain unclaimed after
a reasonable period of time but no later than the closure of the CUIC receivership
proceedings;

20.  The Court hereby APPROVES the Receiver’s Plan for Partial
Distribution to the Allowed Uncovered Local 26 Class 111 Claim listed on Exhibit 3B
hereto in an amount equal to 35% of each such Uncovered Claimant’s Class 111 Allowed
Claim less early access payments received to date by the Delaware GA on such claim
(the “Uncovered Local 26 Partial Distribution”), which distribution amount shall be
allocated as set forth on Exhibit 3B as follows: within the later of thirty (30) days after
the Court’s entry of this Final Order or August 31, 2010, the Receiver shall distribute the
amount of $89,936.00 to the Delaware GA, and shall distribute the amount of $37,551.17
to Local 26 at its last known address in the Receiver’s records. The checks shall be
payable for a period of ninety (90) days, after which a Claimant which has not cashed the
check shall be required to return the uncashed check to the Receiver and request
reissuance of their Uncovered Partial Distribution by the Receiver. The Receiver is
hereby permitted to deposit with the Court any such distribution which remains
unclaimed after a reasonable period of time but no later than the closure of the CUIC

receivership proceedings;

21. For any claim not already adjudicated by the Court in response to a prior
recommendation report of the Receiver and for which claim the Claimant disputes the
value and/or priority class recommended by the Receiver in the Recommendation Report

and Petition, the Receiver is permitted to reserve the proposed distribution amount until
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such time as the value of such claim has been adjudicated by the Court. Such objecting

claimant shall not receive any distribution while such objection is pending.

22, Nothing herein is intended to alter the Receiver’s recommendation for the
Class VII late-filed claim of the District of Columbia Life and Health Insurance
Guaranty Association (“District of Columbia GA”), which was adopted by the Court in
the Order concerning the Receiver’s Seventh Recommendation Report and Petition
(EFiling No. 25377718). Further, nothing herein shall affect the premium collection

offset addressed in that Order.

23. It is hereby ORDERED that each Claimant listed on Exhibits 4 and 6,
whose claims have been valued at $0 and disallowed pursuant to this Order, are hereby
deemed to have RELEASED the CUIC estate, the Receiver, the Deputy Receiver, their
agents and representatives from any and all liability arising out of these receivership
proceedings. Such Claimants shall have no further interest in these proceedings. The
Receiver and the CUIC estate shall not be required to serve any further notices

concerning these proceedings on such Claimants.

24.  The Receiver is hereby authorized to require, if she deems it necessary, a
tax identification number or any other lawfully required information from any Claimant
receiving a distribution in order to permit the Receiver to comply with applicable Federal,
state or local laws, including but not limited to the Internal Revenue Code, concerning

receipt of such distributions.
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25.  As to any claimants receiving a distribution, if any such claimants can no
longer be located, after a reasonable search by the Receiver’s staff of readily available
information, for the purpose of paying such claimants their distributive share, the
Receiver is hereby permitted to deposit such claimants’ distributive share with the Court,
which deposit shall discharge the Receiver’s obligation to make payment to such
claimants which could not be located. Effective upon deposit of such funds with the
Court, such Claimants shall be deemed to have released the CUIC estate, the Receiver,
the Deputy Receiver, their agents and representatives from any and all liability arising out
of such Claimants’ claims, provided that until the estate is closed and the Receiver is
discharged, the Receiver shall continue to assist the Court to the extent practicable in
preparing to escheat the funds, if necessary, or otherwise resolve the disposition of such
funds.

26. Unless otherwise provided herein, all checks to be issued by the Receiver
for the distributions to be made pursuant to this Order shall be made by the Receiver on
or before the later of thirty (30) days after entry of this Order or August 31, 2010, to the
Claimant’s last known address in the Receiver’s records.

27.  Any claims in excess of the amounts recommended by the Receiver in the

Recommendation Report and Petition are hereby DISALLOWED.

28. Each claim allowed in whole or in part pursuant to 18 DEL. C. §5918(e)
set forth in this Order is subject to the availability of funds for the assigned priority class

pursuant to 18 DEL. C. §5918(e).
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29. This Order shall have no effect on the uncovered claims of individual
policyholders for whom partial coverage has been afforded by a state life and health
insurance guaranty association directly or through an assuming insurer, such as the Unity

Mutual Life Insurance Company.

30.  Within ten (10) calendar days of receipt of this Order, the Receiver’s
counsel shall serve, by United States first class mail, with proof of mailing by U.S.
certified mail, postage prepaid, return receipt requested, or by Form 3606 Certificate of
Bulk Mailing, to the claimant’s last known address in the Receiver’s file, a copy of this

Order on the Claimants.

31. There is no just reason for delay, and this Order, pursuant to Chancery Court
Rule 54(b), is entered as a final judgment. EACH OF THE CLAIMANTS WHOSE
CLAIMS HAVE BEEN ALLOWED, DISALLOWED IN PART, OR DISALLOWED
IN THEIR ENTIRETY, OR CLASSIFIED, OR WHO HAVE OBJECTED TO THE
RELIEF SOUGHT IN THE RECOMMENDATION REPORT AND PETITION, MAY
APPEAL THIS ORDER TO THE SUPREME COURT OF THE STATE OF
DELAWARE SUBJECT TO THE RECEIVER’S RIGHT TO SEEK DISMISSAL OF
ANY APPEAL FOR WHICH OBJECTIONS WERE NOT TIMELY RAISED IN THIS
COURT. SUCH APPEAL MUST BE FILED WITH (RECEIVED BY) THE CLERK
OF THE DELAWARE SUPREME COURT WITHIN THIRTY (30) DAYS OF THE
DATE OF THIS ORDER. IF YOU FAIL TO FILE A TIMELY APPEAL, THIS
DECISION WILL BECOME FINAL. Any stay of this Order pending appeal must be the

subject of a separate application to this Court and any such stay by any of the Claimants
20



whose claims are subject to this Order shall apply only to such Claim and shall not act to
stay the applicability or finality of this Order with respect to any other Claim subject to

this Order.

32.  This Court shall retain jurisdiction over any matters relating to the

implementation, interpretation or enforcement of this Order.

Vice-Chancellor

Dated:
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DIANE J. BARTELS, ESQUIRE
BRANDYWINE VILLAGE
1807 NORTH MARKET STREET
WILMINGTON, DELAWARE
19802-4810

TELEPHONE: 302-856-7207 FACsIMILE: 302-656-7208
May 24,2010
The Honorable J. Travis Laster By Hand

Court of Chancery of the State of Delaware
500 North King Street, Suite 11400
Wilmington, Delaware 19801

Re:  In the Matter of the Liquidation of Consumers United Insurance Company
Civil Action No. 12789-VCL
Hearing Date and Time: Thursday. July 15, 2010, 10:00 a.m.

Dear Vice-Chancellor Laster:

Enclosed please find courtesy copies of the following pleadings filed on May 24,
2010, in the above-referenced matter:

Receiver’s Tenth Claim Recommendation Report and Petition for Approval of
Plan for Finalization of Early Access Distributions for Class 1T Guaranty
Association Administrative Claims, and for Partial Distribution to Class II1
Allowed Policy Level Claims, with Exhibits I through 9;

Proposed form of Order to Show Cause Concerning Receiver’s Tenth Claim
Recommendation Report and Petition for Approval of Plan for Finalization of
Early Access Distributions for Class 1T Guaranty Association Administrative
Claims, and for Partial Distribution to Class I Allowed Policy Level Claims;

Proposed form of final Order Approving Receiver’s Tenth Claim
Recommendation Report and Plan for Finalization of Early Access Distributions
for Class II Guaranty Association Administrative Claims, and for Partial
Distribution to Class III Allowed Policy Level Claims; and

Certificate of Service, and notice of electronic filing,



The Honorable J. Travis Laster
May 24, 2010
Page 2

The Receiver respectfully requests entry of the Order to Show Cause at the earliest
convenience of the Court for the hearing date and time prescheduled by the Court, Thursday,
July 15, 2010, at 10:00 a.m. for objections, if any, to the Receiver’s recommendations
concerning the claim recommendations and partial distribution plan set forth in the
Recommendation Report and Petition.

The Deputy Receiver and the undersigned are available to respond should Your
Honor have any questions concerning this matter.

Respectfully submitted,

7
- ; "
)(ju_ sl
Diane J. Bartefs

Del. Bar No. 2530

DJB/db

Enclosures

cC: William D. Johnston, Esquire
Scott Kosnoff, Esquire
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IN THE COURT OF CHANCERY OF THE STATE OF DEI,AWARE
IN THE MATTER OF )

THE LIQUIDATION OF ) C.A. No. 12789 - VCL
CONSUMERS UNITED INSURANCE COMPANY )

CERTIFICATE OF SERVICE

I, Diane J. Bartels, Esquire, hereby certify that on May 24, 2010, true and correct copies of the
following pleadings:

Receiver’s Tenth Claim Recommendation Report and Petition for Approval of
Plan for Finalization of Early Access Distributions for Class 1T Guaranty
Association Administrative Claims, and for Partial Distribution to Class IIT
Allowed Policy Level Claims, with Exhibits 1 through 9;

Proposed form of Order to Show Cause Concerning Receiver’s Tenth Claim
Recommendation Report and Petition for Approval of Plan for Finalization of
Early Access Distributions for Class II Guaranty Association Administrative
Claims, and for Partial Distribution to Class I1T Allowed Policy Level Claims; and

Proposed form of final Order Approving Receiver’s Tenth Claim
Recommendation Report and Plan for Finalization of Early Access Distributions
for Class 11 Guaranty Association Administrative Claims, and for Partial
Distribution to Class III Allowed Policy Level Claims.

were served on the following counsel and/or parties in the following manner;

Electronic Service through By UL.S. First Class Mail,
LexisNexis File & Serve Postage Prepaid

William D. Johnston, Esquire Scott M. Kosnoff, Esquire

Young, Conaway, Stargatt & Taylor Baker & Daniels

The Brandywine Building 300 N. Meridian St., Suite 2700
1000 West Street, 17% FL Indianapolis, Indiana 46204
Wilmington, DE 19801 Attorney for National Organization
Attorney for National Organization of of Life and Health Insurance

Life and Health Insurance Guaranty Guaranty Associations
Associations

Diane J. Bfﬁ’rtels

Del. Bar No. 2530

Brandywine Village

1807 North Market Street

Wilmington, DE 19802-4810
Dated: May 24, 2010 (302) 656-7207





