IN THE CHANCERY COURT ¥OR THE STATE OF TENNESSEE
TWENTIETH JUDICIAL DISTRICT, DAVIDSON COUNTY
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RICHARD W. E. “DICKY” BLAND;
GORDOND. MCLEAN,;
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PETILION TO RECOVER DAMAGES

JURISDICTION

1. This court has original jurisdiction based upon the domiciles of the RRGs
and the Tennessee Insurers Rehabilitation and Liquidation Act, Tenn. Code Ann. § 56-9-101, et.

seq.

a. The RRG, on whose behalf Commissioner Newman brings claims against the
Defendants, is domiciled within Tennessee and did business within the State of Termessee by
providing coverage for Tennessee policyholders.

b. Furthermore, under Tennessee’s insurance statutory scheme all matters pertaining
io delinquency proceedings rest solely within the subject matier jurisdiction of the Chancery

Courl of Davidson Counly, Tennessee. Tenn. Code Ann. § 56-9-104(¢). The Plaintiff estates in

this proceeding are currently in tquidation as ordered by this Court on June 3, 2003. The
Liguidation Orders issued by the Tennessee Chancery Court on June 3, 2003, fall clearly within
the purview of delinquency proceedings as they cstablished receiverships for the explicit purpose
of liquidating the RRGs. (Exhibits A, B, C). Accordingly, the governance of delinquency
proceedings under the Tennessee Insurance Code applies to the case at band and dictates the
jusisdiction of this Court n hearing such matlers.

C. An MIDL proceécﬁﬂg was filed in the United States District Court for the Western
District of Tennessee, however, that court dismissed the Plaintiffs’ federal RICO claim with
nrejudice and declined to exercise supplemental jurisdiction of the state law clanms.
Accordingly, the Sixth Circuit jadge dismissed ihe state law claims without prejudice and

ordered that those claims be filed within thirly days of the dismissal to preserve the statute tolied



in the MDI.. This filing falls within the mandated thirty day period and constitites the Plaintiff’s
filing of its state law claims.

d Doing Business In Tennessee: Plaintiff avers that the following Defendants and
co-conspirators during the refevant time period were doing business on a regular and systematic
basis, in Tennessee or with entities sitnated in Tennessee: Gen Re; PwC; Crews & Hancock;
Bland; Crews; Milliman; Sanders; various of the Management Defendants including without
limitation Kelley, Fludgins, Patterson and McLean. In addition, Plaintiff alleges that various
Defendants (including Gen Re and Pw() have been doing business in Tennessee by reason of
their own respective modes of conduet and brand name advertising, as well as by reason of their
controlled subsidiaries and affiliates.

e. Cormigsion of Tort in Tennesses: Jurisdiction exists under Tennessee's Long
Arm Statutes, T.C.A. §§ 20-2-201 and 20-2-223. Bach Defendant cavnsed tortious damage by act
or omission i.n. this state under the Long Arm Statute tests set forth further below. The
allegations of the Fact Section of this Complaint are incorporated by reference under the Long
Arm Statutes grounds. Without limiting the generality of the foregoing, and as shown by the
paragraphs of this Complaint that are cited and incorporated in this jurisdiction section, each
Defendant either directly or through agents, who were at the time acting with actual and/or
apparent authority and within the scope of such authority, separately but also acting in concert or
conspiracy and materially aiding each other in respects st forth herein, has, within the meaning

of the Tennessee Long Arm Stafuies:

e transacted business i this stafe;

e confracied to supply services or things in this state;

e caused tortious damage by act or omission in this state;

e caused tortious damage by act or omission in and outside this state,

while such defendant regularly does or solicifs business m and
from this state or engages in other persistent course of conduct or



dertves substantial revenue from goods used or consumed or
services rendered or capital raised in and from this state;

e contracting to insure any person, properly, or nisk located within
this state at the time of contracting; or
® conduct as a director or officer of a domestic corporation or the

conduct of a domestic corporation while the person held office as a
director or officer.

f. Non-Applicability of Federal Legislation and Non-Removability of this Action
From State Court. Every form and amount of relief which the Plaintiff needs or seeks is
afforded to the Plaintiff by the expressiy-pleaded stale law causes of action set forth in this
Cornplaint; and Plaintiff does not plead, and disclaims, any claim under any federal statute. This
case does not directly or indivectly assert any claims federal statute, and instead this Complamt
only pleads valid and meritorious claims under the Telmessec law meritoricus common law
fraud and other state Jaw causes of action. Nor is this a case which arises in, or is related to, any
bankrupicy case: no bankrupt is or ever has been a party hereto; no relief is sought herein
directly or indirectly against any bankrapt or bankruptey estate.

g. Further, there is neither diversity of citizenship nor any federal question
jurisdiction. Without Hmiting the preceding sentence, the Plaintiff is a citizen of Tennessee and
the partnership defendant PwC has partners resident in Tennessee, which under applicable taw 1s
sufficient to constitute them as a Tennessce citizen for purposes of the federal diversity
jurisdiction statute. Fach such accounting firm's citizenship for purposes of 28 U.S.C. § 1332 15
determined by the residence of its pariners, Carden v. Arkoma Assoc., 494 U.5. 185, 110 5.CL
1015 {1990}, and such firm must be deemed o be & citizen of any state . which a pariner
resides, including Tennessee. No federal statotory or constitutional claim is asserted herein, and

the plaintiff disclaims any asserlion of & federal subject matter claim.



k. Fach of the defendants herein conspired to defraud the plaintiff. Their
agreements to do so may be formal and/or informal. Each defendants conspirator commitied
overt acts subjecting each other to jurisdiction in Tennessee and the acts of cach conspirator are
attributable to each olher co-conspirator. The co-conspirators directed their overt acts toward
entities in Tennessee (namely the plaintiff) resulting in injuries to the plaintiff arising out of the

conspiracy activities.

PARTIES

2. This action 1s brought by the Plaintiff, Leslic A, Newman, Commissioner
of Commerce and Insurance for the State of Tennessee, as Liquidator for Doctors Insurance
Reciprocal, Risk Retention Group (“DIR”), a company in liquidation pursuant to Tennessee
Code Annotated §§ 56-9-307, et. seq. DIR is duly licensed and domiciled under the laws of the
State of Tennessee. Leslie A, Newman, as Commissioner of Commerce and Insurance for the
State of Tennessee, brings this action in her capacity as Liquidator for DIR and on behalf of each
creditor, policyholder and subscriber of DIR. (Over 10,000 policyholders).

3. Defendant General Reinsurance Corporaiion , also d/b/a “General Re,”
“GeneralCologne Reinsurance,” and “GeneralCologne Re” (hereinafter “Gen Re”), isa
corporalion organized and existing under the laws of the state of Delaware and doing business in
the Staie of Tennessee. (Gen Re is Liable for the actions of ifs executives, officers, directors,
employees and agents under the doctrines of agency, respondeat superior and/or other doctrines.

4. Defendant Thomas M. Reindel was at all times relevant 2 Vice President of
Gen Re.

3. Defendant Tom N. Kellogg was af all times relevant a Vice President of

Gen Re.



6. Defendant Victoria J. Seeger (Tk/a Victoria J. Wixtead) was at a1l times
ralevanl 4 Vice bregident of (ien Re.

7. Defendant Christopher J. Migel was at all times relevant an Executive
Vice President of Gen Re.

8. Defendant Milliman USA, Tnc. (“Milliman™) ([/k/a Milliman & Robinson)
is & corporation organized and existing under the laws of the State of Washington and doing
business in Tennessee. Milliman is liable for the actions and omissions of Robert L. Sanders
(“Sanders™) and its other employees and agents tnder the docirines of agency, respondeat
superior and/or other docirines.

9. Defendant Sanders was at all times relevant a principal of Milliman.

10 Defendant PricewaterhouseCoopers LLP (“PwC”) 1s a limited liability
partnership organized and existing under the laws of the State of Delaware and doing business in
Tennessee by way of partners of said LLP domiciled in Tennessce. PwC is a citizen of the state
of Temmessee. PwC is liable for the actions and omissions of Defendant Gary Stephani and its
other employees and agents under the doctrines of agency, respondeat superior and/or other
doctrines,

11, Defendant Gary Stephani (“Stephani”™) was at all times relevant a pariner
with PwC and was responsible for audits of Reciprocal of American and the RRGs.

12, Defendant Crews & Hancock, P.L.C. (“Crews & Hancock™) was at all
times relevant a limited lability company organized and existing under the laws of the
Commonwealth of Virginia, with its principal place of business in Richmond, Virginia. At all
relevant times, Crews & Hancock served as general counsel to Reciprocal of American ("ROA"),

The Reciprocal Group ("TRG"), DIR, ANLIR, TRA, and First Virginia Re (“FVR”). Crews &
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Hancock is liable for the actions and omissions of its members, employees, and agents under the
docirines of agency, respondeat superior and/or other doctrines.

13, Defendant John William “Bili” Crews (“Crews”) was at all times relevant
an officer and/or director of ROA, TRG, and FVR. He was Execulive Vice President for
ANLIR’s attorney-in-fact. I He was Executive President of DIR s attorney-in-fact. He was
Executive Vice President of TRA’s attorney-in-fact. He also served as General Counsel to all of
these entities. He was a member of Defendant Crews & Hancock. He was Executive Vice
President of Tennessee domiciled DIR and availed and subjected himself to Tennessee laws,
Tennessee insurance regulations and authority. Due to his positions and control over DIR, he
maintained consistent contact with Tennessee.

14. Defendant Richard W. E. “Dicky” Bland {(“Bland™) was at all times
relevant a Member with Crews & Hancock. At certain relevant times, Bland was also an officer
of ROA and of the attomey-in-fact for DIR in Tennessee. He was Assistant Secretary of the
altomey-in-fact of DIR in Tennessee. Due to these positions, he aveiled and subjected himself to
Tennessee laws, insurance regulations and authority. Due to these positions he maintained
consistent contact with Tenneazee.

15 Defendant Gordon I3, Mclean (“Mclean”) was a member of the Boards
of Ditectors of both TRG and ROA from 1990 to 1994, McLean was President of ROA from
1997 1o 1994 and President of TRG from 1990 to 1995, On information and belief, at all times
relevant after 1995, MclLean was “President Emeritus” of ROA. and participated actively in the

management of the Companies, regardless of whether he had a formal title or position.

' As set Forth below, reciprocals are required by law Lo have an atlorey-in-fact. Agcordingly there also existed
three corporalions each holding a general power of ativmney from one of the RRGs. All of the officers of the
atiorneys-in-facl were from either the “Management Defendants” or the “Officer and Director Defendants,” as
hereinafter defined.



16.  Defendant Kenneth R. Patterson (“Patierson”) was at all times relevant an
officer of ROA, TRG, FVR, DIR, ANLIR, and TRA. Patterson was President and Chief
Bxecutive Officer of ROA, President and Chief Executive Officer of TRG, President and Chief
Executive Officer of FVR, Chief Executive Officer and Bxecutive Vice Chairman of DIR, Senior
Vice President and Chief Financial Officer of ANLIR, President and Chief Executive Officer of
TRA, Senior Executive Vice President and CFO of the attorneys-in-fact for DIR and ANLIR,
and Executive Vice Chairman of the attorney-in-fact for TRA. Patterson was also a Certified
Public Accountant. Dug to these positions, he availed and subjected himself to Tennesseo laws,
insurance reguiations and authority. Due to these positions he maintained consistent contact with
Tennessee.

17, Defendant Carolyn B. Hudgins (“Hudgins™} was at all times relevant an
officer of ROA, and TRG. She was Vice President for Financial Services of ANLIR, Executive
Vice President for ANLIR’s attorney-in-fact, Executive Vice President for DIR’s attorney-in-
fact, Senior Vice President of TRA, and Executive Vice President of TRA’s attorney-in-fact. On
information and belief, at certain refevant times Hudgins was also an officer of FVR. Hudgins
was also a Certified Public Accountant. Due fo these positions, she availed and subjected herself
to Tennessec laws, insurance regulations and authority. Due to these positions she maintained
congistent contact with Tennessee.

18, Defendant Tudith A. Kelley {“Kelley”) was at all times relevant an officer
of ROA, TRG, and FVR. She was Senior Vice President and Chicf Operating Officer of
ANLIR, President and Chief Executive Officer of ANLIR’s atlorney-in-fact, President and Chief
FExecutive Officer of DIR, President and CEO of DIR’s attomey-n-fact, Exceutive Vice

President of TRA, and Executive Vice President of TRA’s attorney-in-fact. Defendant Kelley



was aiso a Chartered Property & Casualty Underwriter, Society of Chartered Propesty &
Casualty Underwriter. Due to these positions, she avaijed and subjected herselfl to Tennessec
laws, insurance regulations and authority. Due to these positions she maintained consistent
contact with Tennessee,

19. Defendant Wachovia Bank, National Association (“Wachovia™) ([k/a
First Union National Bank) is a corporation organized and existing under the laws of the
Commonwealth of Virginia and doing business in Tennessee. Wachovia is liable for the actions
and omissions of its employees and agents under the doctrines of agency, respondeat superior
and/or other doctrines.

20. Collectively, Defendants Patterson, Crews, Hudgins, Meclean, and Kelley
may be referred to herein as the “Management Defendants.”

21. Collectively, Defendants Patterson, Crews, Hudgins, Kelley, and Bland
may be referred to herein as the “Director and Officer Defendants.”

22. Collectively, Defendants Patterson, Crews, Hudgins, Kelley, Bland,
Kellogg, Seeger, Migel, Reindel, McLean, Gen Re, and Crews & Hancock, Milliman, Sanders,
Pw(, Stephani and Wachovia may be referred to herein as the “Conspiracy Defendants.”

23, Coliectively, Defendants Milliman and Sanders may be refered to herein
as the “Milliman Defendants.”

FACTS

I THE HISTORY OF THE ENTITIES AND THEIR RELATIONSHIP

24, Reciprocal of America (“ROA”) is a Virginia unincerporated association
and reciprocal insurer. The Reciprocal Group (“TRG™) is a Virginia non-stock corporation.

TRG ostensibly served as the management company and atiorney-in-fact for ROA. Under



Virginia law, reciprocal insurance organizations must operate through a designated attorney-in-
fact. On January 29, 2003, the Circuit Cowrt of the City of Richmond, Virginia, found that
“ROA and TRG, as attorney-in-fact for ROA, operate as, and comprise, a single inswance
business enterprise.” As used in this Complaint “ROA/TRG” refers to the combined single
insurance business enterpiise.

25, ROA was formed in 1977 as Virginia Hospital Insurance Reciprocal.
Over the years, ROA underwent two name changes, becoming known as Reciprocal of America
in 2001. ROA initially provided insurance only to hospitals. Later, ROA also began to ingure
physicians and lawyers and provide reinsurance coverage to DIR, ANLIR, and TRA. Defendant
Crews was instrumental in the creation and management of ROA from inception.

26.  First Virginia Reinsurance (“FVR”) was incorporated in Bermuda in 1984
FVR was initially capitalized by issuing stock to approximately 32 Virginia acute care hosgpitais.
On information and belief, Crews was instramental in the creation of FVR, which was to serve as
a reinsurer of all of ROA’s retained share of risk on the physician and lawyer malpractice
insurance business. From the inception of FVR until about 1990, ROA ceded premivms directly
to FVR. ROA was secured by a frust fund and this was necessary because FVR was an
nnauthorized reingurer. This trust fund was established with Wachovia Bank between FVR and
ROA. Avovnd 1990, however, Gen Re offered to be the middle entity whereby ROA would cede
the physician and lawyer business to Gen Re and then Gen Re would (retrojcede to FVR. This
was done 1o accommodate ROA because the credit risk of FYR was passed 1o Gen Re and this
arrangement also had the benefit of limiting regulatory oversight. This arrangement existed until
late December 2001 when Gen Re became concerned with the volume of business passing

through it compounded with the growing diminution in FVR’s surplus. FVR’s surplus was
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substantially diminished as a result, in part, of significant underwriting losses experienced by
DIR during 2001. Gen Re proposed to execute a loss portfolio transfer (“LPT”) which will be
discussed herein. Upon information and belief, the initial purpose of FVR, however, was (o
allow ROA’s lawyer and physician insureds to defer the payment of federal income taxes. Upon
information and belief, FVR was considered a 1}011—(;011t1‘0116d foreign corporation, i.e., not 2 U.S.
tax payor. This had the further effect of limiting regulatory oversight of the various fransactions
entered into by the Defendanis.

27.  FVR was referred to by certain of the Defendants by the code name “Gen
Re II” or “GR2.”

28, On information and belief, FVR was originally owned 25% by ROA and
75% by certain Virginia hospitals and health care gystems who were direct subscriber/msureds of
ROA through the stock issuance discussed above. In early 1989, the 75% owners of FVR
purchased ROA’s 25% minority interest. On information and belief, this transfer was engineered
by Patterson, Crews, Hudgins, Kelley, Bland, and Crews & Fancock, who feared that Virginia
insurance regulators might determine that ROA and FVR constituled an insurance holding
company system, which would require adherence to additional rigorous regulations and subject
the companies to additional regulatory scrutiny.

29, On information and belief, Patterson, Crews, Hudgins, Kelley, Bland,
McLean, and Crews & Hancock devised a plan further to remove FVR from potential regulatory
serutiny. Pursuant to this plan, ROA’s FVR-reinsured risk would be reinsured fust by Gen Re
and then be retroceded to FVR, ROA would then report, and would claim a reinsurance credit
for, the reinsurance with Gen Re, and thereby be relieved of the requirement to yeport the

reinsurance with FVR, thus distancing it from the scrutiny of the reguiators of ROA. This plan
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had the further effect of passing FVR’s credit risk from ROA to Gen Re. On mformation and
belief, this plan was implemented beginning in 1989, when Gen Re began to pass ROA risk, both
direct and reinsurance, through to FVR pursuant to retrocession agreements between Gen Re and
FVR (the “Gen Re-FVR Retrocession Agreements”).

30.  TVR and Gen Re were also parties to certain trust agreements for the
purpose of holding assets in Bermuda financial institutions as security for the performance of
FVR’s obligations under the Gen Re-FVR Retrocession Agreements (the “FVR Bermuda
Trusis™).

31, On information and belief, the Management Defendants asked Gen Re to
act as an intermediary between ROA and FVR. This was a condition to Gen Re’s continumg 1o
participate in the very profitable supposed reinsurance of ROA’s business.

32. T 1989 or 1990, the board of Directors of ROA anthorized the
management of TRG 1o form Doctors Insurance Reciprocal, Risk Retention Group. DIR was to
insure ROA’s physician line of insurance business. Under the legal direction of Crews &
Hancock, and vnder the control of Crews and Patterson, DIR was formed in 1990 and domuciled
and licensed in Tennessee on Jamuary 30, 1990, in January of 1990 Physicians Management
Corperation (“PMC™), attorney-in-fact for DIR, advanced $3,400,000.00 to DIR as surplus
advances under terms of a loan agrecment and promissory notes. After a period of transition,
DIR began dircclly writing the insurance for the physician line of insurance business previousty
ingared by ROA.

33, In 1992, the Board of Directors of TRG authorized the management of
TRG to form American National Lawyers Insurance Reciprocal, Risk Retention Group., ANLIR

was to insure ROA’s lawyer line of insurance business. Under the legal direction of Crews &



Hancock, and under the control of Crews and Patterson, ANLIR was formed in 1992 and was
domiciled and licensed in Tennessee in 1993, After a period of transition, ANLIR began directly
writing the insurance for the lawyer line of insurance business previously insured by ROA.

34, In 1995, the Board of Directors of TRG authorized the management of
TRG to form The Reciprocal Alliance, Risk Retention Group. TRA was to ingure health care
providers in markets that ROA was unable to reach due to regulatory restrictions. Under the
legal direction of Crews & Hancock, and under the control of Crews and Patterson, TRA was
formed in 1995 and was domiciled and licensed in Tennessee.

35, By law, each of DIR, ANLIR, and TRA was required fo have an attorney-
in-fact o take all actions on behalf of its principal. Coincident with the formation of each RR{,
and af the suggestion of Crews and Patterson, ROA’s Board of Directors anthorized the
management of TRG to take the necessary sleps to form a corporaie attorney-in-fact for each
RRG.

36.  The attorneys-in-fact were formed by the management of TRG, with legal
assistance from Crews & Hancock. DIR’s atiomey-in-fact was PMC, a Tennessee non-profit
corporation. ANLIR’s attorney-in-fact was lLawyers Management Corporation “LMC™), a
Virginia non-stock corporation. TRA’s attorney-in-fact was The Reciprocal Alliance Services
Corporation (“TRASCO™}, a Virginia non-stock corporatiorn.

37.  The structure of a reciprocal insurance company is that the attorney-in-lact
acts on behalf of the reciprocal to perform the duties of management under the direction of the
board of directors of the reciprocal company. In contrast, by the ferms of the RRG governing
instruments, which were prepared by Crews & Iancock, cach of the RRGs was controlled by,

rather than managed by, its attorney-in-facl. In addition, by the terms of their governing



instruments, which 1ot coincidentaily were prepared by Crews & I ancock, each of PMC, I.MC,
and TRASCO was controlied by TRG.

38. On or about January 26, 1990, DIR, PMC, and TRG executed a
management and insurance services agreement pursuant to which TRG would serve as their
exclusive management and insurance services company, and would provide the management and
technical insurance and administrative services necessary for the operations of DIR and PMC.

39, On or about November 5, 1992, ANLIR, LMC, and TRG execuied a
management and insurance services agreement, effective upon the subsequent date when ANLIR
was issued a license by the Tennessee Department of Comumerce and Insurance (the “TDCI”}.
Pursuant io this agreement, TRG served as ANLIR’s exclusive management and insurance
services company, and would provide the management and technical insurance and
administrative services necessary for the operations of ANLIR and LMC.

40, Om or about September 8, 1995, TRA, TRASCO, and TRG executed a
management and Insurance services agreement, effective upon the subsequent date when TRA
was issued a Heense by the TDCL Pursuant to this agreement, TRG served as TRAs exclusive
management and insurance services company and would provide the management and technical
insurance and administrative services necessary for the operations of TRA and TRASCO.

41. TRG sorved as the management company for all of the RRGs and for
ROA, performing all the duties and functions normally associated with the business of insurance
for cach of the three Reciprocals, including claims administration. TRG management operated
ROA and the RRGs as a totally integrated enterprise. The attorneys-in-fact for the RRGs were
mere shells, without offices, employees, or assets, and thew functions were wholly (ieleg&ted to,

and controlled by, TRG.
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42. TRGs control of the RRGs was further enabled by the structure of the
RR@s, each of which was organized with two classes of directors, one class of which consisied
of well-known professionals whose images enhanced the likelihood that others would purchase
insurance, but who were deprived of the ability to properly direct the RRGs as a direct and
proximate result of the frand, deceit and suppression practiced upon them by the Defendants.

43.  TRG management controlied ROA and the RRGs through an interlocking
network of common officers and directors. Despite their independent fiduciary duties to the
RR s and the inherent conflicts of interest presented, TRG management executed agreements
between and among ROA and the RRGs without commercially reasonable terms and arms-length
negotiation. Defendant Kelly was Txecutive Vice President of ROA, President and CEO of DIR,
President and CEO of ANLIR and Executive Vice President and Board Member of TRA at the
same time. Defendant Crews was for many years a senior officer and general counsel for TRG.
He was also a founder and senior partner of Crews & Hancock, LLP, a {irm which provided very
substantial, if not virtually exclusive, corporate, employment, regulatory, claims and other legal
services to each of ROA, DIR, ANLIR and TRA through TRG and to TRG directly. Defendant
Crews engaged in these conflicting roles notwithstanding the different and conflicting interests
that each of those entitics had vis-2-vis the other. Deferxlant Patterson and other Management
Defendants signed reinsurance and other agreements on behalf of both the RRGs and ROA, their
supposed reinsurer.

44.  Through surplus “loans” and written agreements, ROA/TRG and their
affiliates provided the RRGs with the capital they needed o do business. The following
advances or “loans” were made to ANLIR: (a) $3,700,000.00 from TRG on December 30, 1992;

(b} $1,250,000.00 from TRG on December 30, 1997, and (c¢) $1,500,000.00 from LMC on
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Mazrch 1, 2000. The following advances or “loans” were made to DIR: (a) $3,400,000.00 from
PMC in January 1990; (b) $1,750,000.00 in May 1993 and (¢} $5,000,000.00 from PMC in
December 1998. PMC funded the advances or “loans” from amounts borrowed under a “Loan
Agreement” with FVR whe had numerous directors and officers in common with PMC and DIR.
TRA received a total of $27,000,000.00 in advances or “loans” from six different lenders. Under
the terms of the management agreements, as long as these “loans” were outstanding, TRG counld
not be removed as the RRGs’ management company, and TRG-approved directors could not be
removed from the RRGs® Boards of Directors. TRG management admitted and argued to
regulators that these surplus loans should be treated as capital investments in the RRGs, more
like equity than debt. The so-called “loans”™ were unsecured, no payments were anticipated, and
due dates were routinely continued for no consideration.

45,  Between ninety and one hundred percent of the RRGs’ insurance risks
was transferred to ROA, effectively preventing the RRGs from ever operating independently or
retaining sufficient premium dotlars to pay off such surplus “loans” and remove TRG as their
management company. Defendant Crews has admitied that the RRGs were not structured as
freesianding independent reciprocals. In a fune 4, 2002 letter from Crews to Gerald . Wages,
Chairman of the Board of ROA, Crews stated “when we drafted the structural and organizational
documents for Doctors Insurance Reciprocal we created and included certain control features for
the benefit of ROA/TRG which would not be found in an independent free standing reciprocal.”
Crews added the following in his June 4, 2002 letter to Mr. Wages:

The unique structure {between ROA, DIR, and TRG] provides for control by TRG

withowt having the disadvantage of having to register under the V irginia

surance Holding Companies Act, which requires nurnerous and continuous

regulatory approvals with respect to transactions between DIR and ROA. 'They

wonld include everything from reinsurance transactions, management
transaciions, and numerous other transactions between ROA, DIR, and TRG. The
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net effect of the structure provides for the “benefits’ of a holding company

without having the burdensome regulatory obligations associated with an

insurance holding company. Thus, to describe DIR as an independent, stand alone
autonomous and independent entity would be a complete misnomer. In reality,
the final decisions by DIR governance are subject to the approval or disapproval
of TRG senior officers. NOTE: TRG senior officers are also ROA senior officers.

The TRG conirol features in the DIR structure do exist and have been in existence

since DIR’s inception in 199¢,

This structure was the same for all of the RRGs. At a November 22, 2002 ANLIR Board of
Directors Meeting, Crews stated that “ANLIR’s first obligation 1s to make sure that ROA
remains a viable entity to protect the interests of the cuyrent insured’s.” In other words, ANLIR
and the other RRGs were structured in 2 manner that they could not survive without ROA.

46.  ‘When convenient, TRG management ignored the corporate form and
separateness of ROA and the RRGs, and disregarded trust agreements designed to protect the
RRGs and their insureds, by shifting funds between and among the various entities and their trust
accounts,

47.  The Management Deflendants used the RRGs as mere tools (o secure
monetary benefits for ROA and for themselves individually, in the form of execntive salaries and
other benefits.

48. The Management Defendants knew that the basic survival of the RRGs
depended on the continwed survival of ROA. Indeed, the Management Defendants and Crews &
Hancock created and fostered this dependence. Moreover, A.M. Best rated the RRGs on the
financial condition and operating performance of ROA due to the common management hetween
the entifies.

49.  The actions and/or omissions alleged against the Defendants caused the

insolvencies of cach RRG and cansed damages to each RRG equal to that pertion of the RRGs’

pre-January 1, 2002, liabilities ceded to ROA, as well as a diminution of the ability of each RRG
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to provide assefs Lo property find the Habilities retained by each RRG. These combined amounts
are hundreds of millions of dollars.

50. Moreover, the fraud, conspiracy, decest, misrepresentations, and/or
negligence commitied by the Defendants, inchuding but not limited to faitures, whether
intentional or negligent, to disclose material facts to the TDCT, caused the RRGs to continue in
existence and to spiral deeper into insolvency. Bach RRG, therefore, has been independently and
separately damaged in the amount by which ils insolvency deepened due to the culpable acts of
the Defendants.

1. THE RECEIVERSHIPS

51. On or about Jammary 29, 2003, the Cireuit Court of Richmond County,
Virginia, found that “ROA and TRG, as Attorney-in-Fact for ROA, operate as, and comprise, 3
single insurance business enterprise,” and placed the combined entity ROA/TRG into
receivership under the control and direction of the Commonwealth of Virginia State Corporation
Commission {(“SCC”).

52. On June 20, 2003, the SCC found that ROA/TRG was msolvent under
Virginia law, and ordered that ROA/TRG be liquidated.

53. On or ahout January 31, 2003, in the Chancery Court of the State ol
Tennessee, Twentieth Judicial Circuit, Davidson County, three consent orders were entered
appointing Paula A. Flowers, Comimissioner of Commerce and Insurance for the State of
Tenmessee, as the Receiver for DIR, ANLIR, and TRAZ

54. On Tune 3, 2003 the Chancery Court for Davidson County, Tennessee
entered a Final Order of Liquidation; Final Order of Insolvency; and Permanent Injunciton (the

“Liquidation Orders™) for each of the three Tennessee domiciled RRGs, DIR, ANLIR and TRA.

1 eslie A, Newman has now heen appointed as the Commissioner of Comamerce and Insurance for Tennessee.
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These Liquidation Orders declared each of the RRGs to be insolvent, appointed the

Commissioner as Liguidator of each RRG and directed the liquidation of each RRG pursuant to

the Tennessece Insurance Receivership statute.

55.

In addition to all others rights and powers enumerated in the Tennessee

receivership statute, the Liquidation Orders specifically empowered the Commissioner as

follows:

C.

(emphasis added).

56.

Pursuant o Term. Code Ann. ' 56-9-307, the Commissioner, as liquidator,
is authorized and directed (1) to take and continue in possession of all
accounts, assets, monies, and property (both tangible and intangibie)
belonging to, held by and/or in the name of [RRG] both within and
without the State of Tennessee, (2) to continue {o be vested by operation
of law with the title to atl of the property, contracts and rights of action,
and all of the accounts, assets, monies, books and records of the insurer,
wherever located, as of the date of entry of the rehabilitation order, and
anry farther title or rights in property gained by the Commissioner by
virtae of such receivership, and (3) to continue to have the right to recover
the same and reduce the same fo possession and to administer then under
the general supervision of the Court.

The lguidator shall have the power to continue to prosecute and fo
institute in the name of the insurer or in the liguidator’s own name any and
all suits and other legal proceedings, in this state or elsewhere, and to
abandon the prosecution of claims the liquidator deems unprofitable to
pursue farther.

The liquidaior shall have the power to prosecule any action at law or in
equity which may exist on the liquidator’s hehalf, and/or on behalf of the
creditors, members, policyholders or shareholders of the insurer against
any person or entily . . .

The Liguidation Orders are final orders, entitled to [ull faith and credit in

the state and federal courls of each of the United States pursuant to Articte IV, ' 1 of the United

Stales Constitution and 28 U.S.C. §1738.
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57, Pursuant fo the Liquidation Orders, the Commissioner has the exclusive
right and obligation to obtain and recover all assets of the companies for the benefit of
policyholder, claimants, subscribers, and creditors. Additionally, the Liquidation Orders
mandate that the Commissioner shall have the power to prosceite any actions at law for the
benefit of the RRGs. Thus, the Commissioner enjoys the exclusive right and burden of pursuing
the claims made the bagis of her suit for the benefit of the RRGs. The Commissioner may and
must pursuc ali claims common to the policyholders, shareholders and creditors of the RRGs.
These claims are assets of the RRGs receivership estate and the Commissioner has the exclusive
right and obligation to pursue such claims. All such claims are asserted herein by the
Commissioner in her capacity as Liquidator and on behalf of all policyholders, shareholders,
creditors and claimants of the RRGs.

IIL THE ROLE OF OUTSIDE AUDITORS,
QUTSIDE ACTUARIES AND GENERAL COUNSEL

58.  Insurance regulators, including the Tennessee Department of Commerce
and Insurance (“TDCI?) and the Virginia SCC (including the Virginia Bureau of Insurance, &
division of the SCC), rely on insurers and their internal and/or outside professionals to certify the
fairness and acouracy of the financial statements filed by all insurers authorized to conduct
insurance business in their states.

59,  Asrequired by law, insurers rely on authorized management to prepare
their required financial statements in conformity with statutory accounting practices (“SAP”}.
SAP differs from Generally Accepted Accounting Practices (“GAAP”) in that SAP generally
requires a more conservative accounting treatment for insurance companies than would be

permitted for other types of business caterprises. Insurers rely on their certified public
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accountants fo certify that financial statements represent the company’s financial condition fairly
and free from material misstatement and in conformity with SAP.

60.  Asrequired by law, insurers rely on their independent certified public
accountants to file an audited financial report as a supplement to the annual statement. This
report must include a reconciliation of differences, if any, between the audited statutory financial
statements, and the annual statement filed with the domiciliary insurance Comumissioner, along
with a written description of the nature of these differences.

61, Aninsurer’s independent certified public accountants are required to
conduct audits of the insurer’s financial statements in accordance with generally accepted
auditing standards (“GAAS™), governing inter alia, the anditor’s qualifications, independence
and professionalism, the planning and performance of the audit, and the resulting reports.

62.  As further required by law, the independent cerfified public accountant
must also give consideration to such other procedures described in the Financial Condition
Examiner’s Handbook promuigated by the NAIC as the auditor decins necessary.

63.  Pursuant to Virginia law and Tennessee Reg & Rule Ch. 0780-1-65, an
independent certified public accountant is required to report in writing within five business days
to the board of directors or its andit committee any determination by the anditor that the insurer
has materially misstated its financial condition as reported to regulatory anthorities as of the
hatance sheet date under examination, or that the insurer does not meet its minimum statutory
capital and surplus requirements as o that date pursuant to apphcable law. An insurer who has
received such a yeport is required o forward a copy of report to the domiciliary insurance
Commissioner within five (5) business days of receipt of such report, and te provide the

independent certified public accountant with evidence of the report being furnished to the
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domiciliary insurance Commissioner. If this is not received, the independent certified public
accountant is required to furnish to the domiciliary insurance Commissioner a copy of its report
within the next five (5) business days.

64.  If an independent certified public accountant, subsequent to the date of an
Andited Financial Report, becomes aware of facts that might have affected 1ts report, the
independent certified public accountant has the obligation to take such action as prescribed by
the Professional Standards of the American Institute of Certified Public Accountants.

65. Insurers rely on their actuaries to verify that management’s estimates of
reserve liabilities for the payment of future claims are reasonable, by providing statements of
actuarial opinion regarding the adequacy of loss reserves to the proper regulatory officials.
Tnsurers also rely on their actuaries to ensure that management’s reporting of reductions in
labilities due to reinsurance 1s reasonable.

66, Pursuant o the National Association of Insurance Commissioners
(“NAIC™) Property and Casualty Ansual Statement Instructions:

The insurer required to furnish an actuarial opinion shall require its

appointed actuary to notify its Board of Directors or its audit

commitiee in writing within five (5) business days after any

determination by the appeinted actuary that the opinion submitted

to the domiciliary Commissioner was in error as a result of reliance

on data or other information (other than assumptions) that, as of

the balance sheet date, was factually incorrect. The opinion shall

be considered (o be in ervor if the opinion would not have heen

issued or would have been materially altered had the correct data

or other information been used.

67, Insurers also may rely on legal counsel, whether internal or outside, o
ensure that management complics with all applicable laws, including insurance laws regulating

minimum capital and surphus, Risk Based Capital (“RBC”) levels, reinsurance, required repotts,

and required regulatory approvals.
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68, If financial statements filed and certified by management oversiate the
value of an insurer’s assets (including reinsurance recoveries), or understate its habilities
(including reserves), the insurer’s Total Adjusted Capital (and, therefore, surplus as regards
policyholders and consequently its RBC percentage), will be misrepresenied and overstated.
Misrepresenting and overstating an insurer’s Total Adjusted Capital, surplus as regards
policyholders, and RBC level percentage, exposes policyholders, creditors, members,
subscribers, stockholders, and/or the public to economic injury. An insurance company that
appears 1o be, bul is not, financially sound continues to attract new and renewing policyholders
and continues amassing ever-greater liabilities. The financial condition of the insurer thus can
continue to deteriorate, oflen uniil such time as the insurer’s true financial condition can no
longer sustain ifs operations. By that time, however, the insurer’s true habilities may far surpass
its true admitted assets, oy the insurer may no longer be able to pay iis obligations as they
become due in the usual course of business and the msurer may be insolvent.

IV, THE ROLE OF REGULATION OF REINSURANCE AND RETROCESSION

69, Reinsurance is a common arrangement whereby one msurance company
(commonly called the assuming company or reinsurer), for consideration, agrees to indemmnify
another insurance company (the ceding company or reinsured) against all or part of a loss the
latter may sustain under a policy or policies it has isseed. Retrocession is a transaction whereby
aveinsurer, for consideration, cedes to another reinsurer all or part of its obligation to mdemmiy
the original ceding company.

70. Reinsurance and retrocession can be, and usually are, legitimale methods
for insuress to spread risk and Hmit an individual insurer’s potential Hability to policyholders.

When the reinsurer assumes a substantial risk of loss, the ceding company may qualify for a
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“credit” against its outstanding loss reserves for the reinsurance on its financial statements. The
reinsurance receivable under a qualified reinsurance agreement is an asset and reduces the ceding
company’s claim liabilities to a net Hability which may result in an increase in its Total Adjusted
Capital. An increase in Total Adjusted Capital can result in an increase in the RBC level
percentage. As a result, an insurer therefore may be able to improve its financial rating, and the
marketability of its policies, by reinsuring its policies with a well-respected and financially
strong reinsurer.

71. The TDCI and the Virginia SCC are required by law to disallow any credit
for reinsurance fonnd to have been arranged for the purpose principaily of deception or distortion
of an insurer’s financial condition, or contracts that do not meet other requirements ior
preferential treatment as reinsurance recoverable.

72, In some cases, complicated reinsurance treaties appear o transfer visk and
merit a credit but, in fact, the transfer of risk is fraudulent or iflusory. Reinsurance under which
the assuming reinsurer bears no substantial insurance risk of net Joss to itself is fraudulent and
arranging such reinsurance for the purpose principally of deception or financial staternent
distortion is common law fraud, is a violation of the National Association of Insurance
Commissioners’ Statement of Statutory Accounting Practices 62 (“SSAP 627), and is a violation
of Tennessee statutory insurance reporling requirements.

73, Under Tennessee statutory msurance reporting requirements, an insurer is
required to disciose, in the annual statement filed with TDCY, whether the insurer has remnsured
any risk with any other company under a reinsurance contract and must disclose any provision
that would limit the reinsurer’s losses below the stated percentage (e.g., a deductible, a loss ratio

corridor, a loss ratio cap, an aggregate limit, release, or any similar provision). Insurers are also
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required to disclose in the annual statement whether the insurer has released a remsurer from
Hability, in whole or in part, for any loss that may occur on a reinsured risk.

74, Under Virginia law, no domestic reinsurer may enter into or modify a
reinsurance treaty without prior written approval of the state regulatory authority if for any
twelve-month period the reinsurance premium or anticipated change in the ceding insurer’s
liabilities equals or exceeds 50% of the insurer’s surplus to policyholders as of the immediately
preceding Decemnber 31. A domestic insurer must report all reinsurance and retrocession
agreemenis to the applicable state authority.

V. REINSURANCE RELATIONSHIPS AMONG ROA AND THE RRGs

75. In addition to providing direct insurance to its subscribers, ROA entered
mio purported contracts of reingsurance with DIR, TRA, and ANLIR.

76. Effective January 1, 1993, ROA and DIR entered into Agreement of
Remsurance No. A1993, pursuant to which DIR ceded between 90% and 100% of its risk to
ROA.

77. Fffective January 1, 1993, ROA and ANLIR excented Agreement of
Reinsurance No. B 1993, pursuant to which ANLIR ceded between 90% and 100% of 1ts risk fo
ROA.

78. Effective September 8, 1995, ROA and TRA executed Agreement of
Reimsurance No. A1995, pursuant to which TRA ceded between 90% and 100% of its risk to
ROA.

79, Soon thereafter, the risk that ROA reinsured for DIR, ANLIR, and TRA

was relroceded 1o Gen Re which, in turn, retroceded o FVR.



80. From its inception, ROA entered into a reinsurance arrangement with Gen
Re, whereby ROA ceded to Gen Re a portion of ROA’s risk under ROA’s insurance policies.
After the RRGs were formed, ROA entered into a retrocession arrangement with Gen Re further
to fransfer the insurance risk of DIR, ANLIR, and TRA that had been ceded by the RRGs to
ROA. All of this ransfer of risk to Gen Re, including risk ceded to ROA by DIR, ANLIR, and
TRA, was encompassed within the reinsurance arrangement with Gen Re.

81.  Asoriginally structured and disclosed to regulators, the reinsurance
treatics botween ROA and Gen Re appeared to have constituted a legal, legitimate business
practice. As a resuit of ROA’s reinsurance treaties with Gen Re, ROA received a considerable
financial reporting credit that had material favorable impact on its financial statements. After the
RRGs entered into reinsurance treaties with ROA, they similarly received a credit that had a
material favorable impact upon each of their financial stalements.

82. The reinsurance trealies among and between ROA, DIR, ANLIR, TRA,

and Gen Re were disclosed to regulators and to the public and were disclosed in Best’s Insurance

regulators or to Best's Insurance Reports, and did not obtain prior written approval from

Tennessee or Virginia regulators of, certain “non-conlractual undesstandings,” “side letters,” and
other agreements purporting o modify the reinsurance treaties hetween the companies and Gen
Re, and the Gen Re-FVR Retrocession Agreements. The non-disclosures were fraudulent and, n
some cases, violated Tennesses and Virginia statutes requiring prior written approval of cerlain
transactions. The non-disclosures were the proximate cause of economic damages 1o each of the

RRGs.
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83. At all times before January 31, 2003, TRG maintained and controlied
virtually all of the assets of DIR, ANLIR, and TRA. When the companies were put mto
receivership, the books and records of the RRGs were located m Richmond, Virginia, under the
care, custody, and control of the Depuly Receiver for ROAJ/TRG.

84,  Virginia Iasurance Commissioner Alfred Gross conducted an investigation
{hat resulted in the filing of a Complaint on behalf of ROA/TRG. In his Complaint,
Commissioner Gross alleges a conspiracy among the Defendants, as well as other wrongful acts
engaged in by several of the Defendants, all of which resulted in the ultimate financial failure of
ROA/TRG.

5. In his Complaint, Commissioner Gross alieges that ROA/ITRG had
hecome insolvent well before January 29, 2003, On information and belief, documents
demonstrate that Conspiracy Defendants and others engaged in a complex congpiracy of
fraudulent schemnes to conceal ROA/TRGs financial deterioration from subscribers, menibers,
insureds, policyholders, creditors, regulators, and the public. As a consequence, the
Management Defendants were able to cause ROA/TRG to continue issuing new policies and
wndertaking additional debt, thereby exacerbaling ROA/TRGs financial impatrment to the point
of, and driving ROA/TRG ever deeper into, insolvency.

80. The series of transactions and occurrences described herein caused direct
and significant injury to the RRGs, and their policvholders, subscribers, claimants, and creditors.

A ‘The Conspiratorial Relationship: Rebates paid to ROA

87. On information and belief, Gen Re’s reinsurance of ROA through 1996
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had been so lucrative that Defendant Crews succeeded in demanding rebate of a portion of Gen
Re premiums from prior reinsurance coniracts as a condition of tenewing or entering into new
reinsurance treaties with Gen Re.

28, On December 11, 1991, Crews sent Kellogg a draft “comfort” letter (the
1992 Unreported Side Agreement™), as an addition to the ROA-Gen Re Stabilization Treaty.
Crews sent the proposed draft to Gen Re so that Gen Re could transfer the letter to Gen Re
letterhead, and Kellogg could sign the letter and return it to Crews.

89. On January 6, 1992, Crews sent another draft of the 1992
Unreported Side Agreement to Keliogg.

90.  Although the 1992 Unreported Side Agreement purported to be a “legally

binding agreement,” it stated that it was intended “FOR [CREWS’] EYES ONLY™ and was “not

(o be shared with anyone” at ROA, TRG, or DIR except in Crews’ sole discretion. It recited that
Gen Re would rebate at least $9.5 miliion of ceded premiums back to ROA, becanse such
payment was “required to help stabilize the [ROA/Gen Re} relationship.” As consideration for
“the continued cession of reinsurance business to [Gen Re] on lerms mutually acceptable to
[ROA and Gen Rel,” Gen Re would 1'§b21te an additional $6 million of ceded premiums back to
ROA or to whomever ROA dirceted Gen Re to pay, for a total rebate 0f $15.5 million from 199]
to 1996.

9], On information and belief, the 1992 Unreporied Side Letter Agreement
was executed by Gen Re and Crews (on behalf of ROA), and payments were made by Gen Re to
ROA pursuant to the Agreement.

92, Commissioner Gross alleges in his Complaint that $3.5 milhion of those
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rebates were never deposited in any ROA account. Commissioner Gross further alleges that
ROA did not correctly report the rebates received from Gen Re in its financial statements.

93.  The 1992 Unreported Side Agreement was the beginning of a long patiein
by the Conspiracy Defendants of engaging in unreported transactions in order to evade
regulatory scrutiny and maximize benefits to themselves, which ultimately led to injury to the
RRGs and their policyholders.

B. Gen Re Loans to FVR Misrepresented as Reinsurance

94,  The Management Defendants, with the complicity and active cooperation
of Reindel, Wixtead, Keliogg and Migel at Gen Re, and of Richard Wilkowski at Atlantic
Security, Ltd. (“ASL”Y, engaged in a scheme to make loans from Gen Re to FVR, butio
disguise and misrepresent those joans as reinsurance. The “reinsurance” agreements were
intended to inflate artificially and improperly FVR’s surpius for the business originally written
by the RRGs, reinsured by ROA, and then retroceded to Gen Re. This 1s so-called “pags-
through” reinsurance. That is, this is the portion of the RRG ceded reinsurance that was ceded
from the RRGs 1o ROA and in turn “passed through” to Gen Re and was in turn retroceded
(“passed through” again) to FVR. The intent of these “reinsurance” agreements was to deceive
regulators regarding FVR’s amlity to satisfy its obligations as a yeinsurer of Gen Re.

95. On information and belicf, the parties to these “reinsurance agreements”
also interded that Gen Re would incur no substantial imsurance risk of net loss to itself, in that
FVR's obligations under the Gen Re Joans would be guaranteed by ROA, and Gen Re’s
purported “reinsurance” of ROA for this pass-through business was merely an accommodation.

The Management Defendants, Gen Re, Milliman, and Pw( concealed from Tennessee and

3 Atlantic Seourity, Ltd. was the managing agent for FVR and Witkowski was a principle and agent of Atlantic
Seeurity.



Virginia insurance regulators ROA’s guaranty of FVR’s obligations to Gen Re, thereby
misrepresenting and falsely stating the financial condition of ROA. Ifthe regulators had known
the true financial condition of ROA, ROA would not have been permitted to contine to operate
and, because of the dependence of the RRGs on ROA, the RRGs also would not have been
permitted to operate.

96. The RRGs paid premivms which were held in trust by FVR for the
payment of claims. Each RRG’s pool of premiums paid was held in separate accounts for the
benefit of each RRG by FVR. The Management Defendants, particularly Crews, represented to
RRG policyholders — claimants — subscribers, TRG (as manager of the RRGs), cach RRG
attorney-in-fact, state insurance regulators, official insurance rating services and entities to
whom the RRGs marketed instrance coverage that losses suffered by one RRG would bave no
impact on monies held by FVR for the benefit of another RRG. Specifically, Crews told the
ANLIR and TRA Boards of Dircctors that losses suffered by DIR would have no effect on
ANLIR or TRA. These statements and assurances by Crews and the olher Management
Defendants were false. All of the Management Defendants were aware of the falsity of these
statements and assurances and were under a duty to so inform the Board of Directors for each
RRG. Cen Re, and its officers Migel, Kellogg, Reindel, Wixicad had actual knowledge that the
Management Defendants had misrepresented to the Boards of ANLIR and TRA that losses
suffered by DIR would have no effect on ANLIR or TRA. Gen Re and its officers were further
aware that the off-balance sheet loans made to FVR and disguised as reinsurance enabled the
Management Defendantis to perpetuate fhus fraud on the ANLIR and TRA Boards.

97. As DIR began to suffer serious losses in the mid 1990s, Crews and the
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Managemeni Defendants concocted schernes to artificially inflate the surplus of DIR held by
FVR. Oninformation and belief, Gen Re actively encouraged and assisted in the formulation of
these faudulent schemes. The purpose of the schemes as described herein was to create the
appearance of reinsurance so that the DR momies held by FVR would be artificially mflated
with no corresponding liability entry on the books of DIR. The purpose of the subterfuge and
mischaracterization of the transactions was as follows: (1) to deceive Tennessee and Virginia
insurance regulators, (2) to deceive the Board of Directors of each RRG, (3) to deceive the
public, including but not limited to policyholders and subscribers of the RRGs, ratings agencies
including A.M. Best, all entities to whom the RRGs, TRG and ROA were marketing etc., and (4)
to induce MHP (Missouri Hospital Plan} to invest in ROA. The Management Defendants,
Director and Officer Defendants and Conspiracy Defendants knew that there was hittle or no
transfer of risk in these iransactions and they could not be appropriately booked as an asset nor
could they be appropriately characterized as reinsurance. In fact, they were loans and there was
an obligation to repay them to Gen Re.

98. Later, in 1998, the Conspiracy Defendants again conspired to use schemes
using “loans” misrepresenied as reinsurance. In late 1998, certain of the Conspiracy Defendants
(including at least Gen Re, Kellogg, Reindel, Seeger, Patterson and Hudgins) cansed ROA (o
enter into agreements with Gen Re and FVR that were variously referred to as “aggregate stop
loss/funding cover,” “Joans,” “FVR Cover,” “FVR Stop Loss,” and “finite contracts” (referred o
herein as the “Gen Re Loans”). On information and belief, these agreements took the
appearance of rigk-transfesring reingurance agrecments between Gen Re (as reinsurer) and FVR
(as reinsured). As modified by “pnon-contractual understandings,” however, these ransactions

were actually loans from Gen Re to FVR (ie, a type of financial reinsurance), guaraniced by
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ROA. TFinancial reinsurance can be deceptive of illusory when it is ufilized to create an
inaccurate appearance that substantial insurance risk of net loss has been transferred from the
reinsured fo the reinsurer, thereby inflating the reinsured’s surplus to policyholders. Such
arrangements (sometimes also called “Surplus Relief Insurance™) are typically structured s that
sk does indeed appear to be transferred, but the risk is so remote or improbable of occurTence as
1o be insubstantial. In such cases, even assuming all aspects of the arrangement are available for
review, extensive actuarial or financial analysis is normally required in order to ascerlain
whether the risk being transferred is, in fact, material.

99. On information and belief, these deceptive reinsurance agreements (i.e.,
gunaranteed loans) were executed fo inflalc FVR’s surplus for the pass-through business
retroceded from Gen Re to FVR, with the intent of deceiving Gen Re’s regulators regarding
FVR’s ability to satisfy its obligations under the Retrocession Agreements. On information and
belicf, the parties also intended that (Gen Re would incur no substantial insurance risk of net loss
{0 itself, in that FVR’s obligations wnder ihe Gen Re Loans would be guaranteed by ROA, and n
that Gen Re’s purported “reinsurance” of ROA was merely an accommodation.

100, On November 30, 1998, by communication, Reindel [on behalf of Gen
Re] sent Patterson [on behalf of ROA and the RRGs] an “updated proposal for the aggregale stop
joss/funding cover.” The letter was copied to Gen Re's Migel and Seeger.  This proposal
indicated that there would be “Contractual Terms and Conditions” modified by “Assumptions
and Non-Contractual Understandings.” Pursuant o the proposed contracts, 1998 premiums of §1
million would be ceded for $2 million of coverage attaching at 135% of the Net Subject

Promium, 1999 premiums of $2 million would be ceded for $10 million of coverage attaching at
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100% of Net Subject Premium. However, this purported reinsurance would be modified by
“Non-Coniractual Understandings” so that:
1f cover gets hit, the expectation is that Company will renew at higher atlachments to help
make the reinsurer whole. Long term understanding is that Reinsurer makes Fee and that
contract balance is zero or positive by 12/31/03.
CONTRACT BALANCE:  Equals Premium Ceded less Fee less Incwred Losses
(including TBNR) plus interest debits and credits on Cash

Balance

INTEREST: Equals Premium Ceded less Fee less Paid Losses plus
Tnterest credits and debits

FEE: Option 1: 6% of Ceded Premiums

Option 2: 4% of Ceded Premiums plus 5% of any negative
contract balance calculated quarterly

These proposed iransactions were to be in the manner of guaranteed loans, not risk-iransferying
reinsurance. On information and belief, this proposal was further negotiated before the terms
were finalized.

101.  On February 8, 1999, in an emall to Patterson, Reindel indicated that his

notes on the “FVR Cover Non-Contractual Understandings” indicated that:

1. Fees are 6% of losses/premimm.
Z. The 2M loan’ in 1998 needs to be paid back by 12/31/60. The 3M ‘loan’ needs

to be paid back by 12/31/01. All losses need to be paid back pius Hees.
3. You will need o pay us back through TVIR [ROA] surplus if FVR surplus is

inadequate.

This email was copied to Gen Re’s Migel, and Seeger and Kellogg, as well as to Fludgins.
107. A February 16, 2000, communication from Reindel (o Patierson, copied to

Gen Re’s Migel, Seeger and Kcllogg, confirms that these finile agreements were, in realily, lines



of credit “to be nonconitactually paid back.” Reindel indicated that Gen Re was committed to
providing “the previously agreed 3M in limits for 1999 which follow the 2M provided in 19987
and discussed the possibility of an dditional $3 million loan for 1999, to raise the line of credit
to $8 million total. The November 30, 1993, February 9, 1999, and February 16, 2000,
correspondence, read together, suggests that repayment of the “loans” would take the form of a
commutation of the purported reinstrance agreements, with Gen Re refunding FVR the ceded
“premiums” minus (a) a fec of 6% the ceded “premiums,” (b) interest debits and credits on the
cash halance, and (c) any losses that Gen Re might actually be called upon to pay under the
purported reinsurance (L., “hits on the “cover”). As the February 16, 2000, conuunication
explained:

The original intent of thig cover is to provide a bookiug benefit and

not a cash Joan. Tt is designed to be paid hack or commuted before

we are out of cash.

103.  An Ociober 18,2002, communication from Witkowski lo ROA
personnel discloses: “TVR paid a premium of 120,000 for the 2,000,000 cover in 199% and a
faurther 360,000 for 6,000,000 cover in 19997 This suggests that VR was able to inflate its
surplus by booking a “reinsurance” benefit for the Gen Re Loans, the repayment of which was
guarantead by ROA.
104, A June 15, 2000, communication, together with others on June 14 and 15,

2000 suggests that Gen Re was cxperiencing problems reconciling Milliman’s reserve numnbers
for FVR with numbers that Gen Re was reporting 10 Gen Re’s regulators in order to claim a
credit for its purported refrocession of lisk to FVR. The Gen Re Loans were said o “play info

this also,” apparently referring to the fact that a portion of FVR’s claimed surplus was

attributsble to Gen Re Loans.



105. By communication to Patterson and Hudgins dated April 23, 2001,
Reindel referred to moving forward with “an ROA 2001 accident year stop loss cover as a way
of balancing our experience on the finite covers on the DIR and ANTIR books,” and noted that
the premium for the cover would be $706,667 with a limit of $2 million. On information and
belief, the phrase “balancing our experience on the finite covers” referred to the “If cover gets
hit” provision of the Gen Re Loans (i.e., ROA’s obligation to make good any loss that Gen Re
might actually be called upon to pay under the deceptive reinsurance agreements between Gen
Re and FVR). In fact, ROA paid the $706,667 “premium” for the “ROA 2001 accident year stop
loss cover,” which, on information and belief, really was ROA’s reimbursement to Gen Re for
tosses Gen Re had paid nnder its 1998 $2 million off-balance sheet loan disguised as
reinsurance of FVR losses. On information and belief, based on communications from Oclober
21, 2002 and Qctober 18, 2002, ROA sought reimbursement from FVR, and Witkowskl was
told, in response to his questioning, that: “Gen Re incurred the $706,667 and then was
reimbursed by ROA for ;'ealsdns of expediency.” In effect, this disguised “reinsurance”
sransaction between ROA and Gen Re was intended to secure ROA’s obligation to repay the $2
million off-halance sheet loan made in 1998 by Gen Re 1o FVR. This separate “payback cover”
was specifically caleulaied by Gen Re and the Management Defendants to obtain Gen Re’s
desired security while concealing the transaction from the ROA Board.

106.  In a communication dated December 20, 2001, Reindel informed
Patierson and Fudgins (hat certain of the “Finite contacts™ would be commuted as part of the
“ PUY transaction. This was the “repayment” of the Gen Re Loans anticipated by the November
30, 1998, February 9, 1999, and February 16, 2000, correspondence.

107, Gen Re’s willingness to provide the Gen Re loans was made conlingent
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upon ROA’s signing of Endorsement 12 to Reinsurance Agreement A264 between ROA and
Gen Re (“Endorsement 127). On information and belief, Endorsement 12 was execuled on
February 5, 1999.

108. Endorsement 12 provided, effectively, that if Patterson ceased 1o be
President and CEO of ROA at any time prior to October 1, 2001, Gen Re would have the option
of increasing the risk charge to ROA. On information and belief, Gen Re insisted upon
Endorsement 12 because of Patterson’s complicity in, and necessity to, the non-contractual
understandings.

109. Note 10 to the ROA annual statement for the year 1998 asserted falsely
¢hat ROA had no material contingent Jiabilities arising from “litigation, income taxes, and other
natters,” even though ROA had “pon-contractually” agreed to reimburse Gen Re for up to §8
million if Gen Re were actually required to pay any losses ander the $8 mitlion of deceptive
reinsurance (and if FYR did not have adequate surplus to reimburse Gen Re).

110.  Patierson and Hudgins made similar false statements in ROA’s annual
statements for 1999, 2000, and 2001.

111. These statements were false becanse Patterson and Hudgins bad obligated
ROA to guarantee up to $8 mitlion of FVR obligations to Gen re under the Gen Re Loans.

112, On information and belie, contemporaneously with filing ROA’s 1998,
1999, 2000, and 2001 annual statements, Patterson and Hudgins mailed copies to (Gen Re which
therefore had actaal knowledge that Patterson and Fudgins had not accounted for or disclosed
the Gen Re Loans.

113, “The ROA 2001 accident year stop loss cover,” structured as purported
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reinsurance with a $706,667 premium and a limit of $2 million, was, in fact, a reimbursement by
ROA of Gen Re’s “hits” on the finite covers on the DIR and ANLIR books of FVR’s pass-
throngh business, and was not intended to transfer to Gen Re any substantial insurance risk of net
loss to itself. Pursuant to VA, CODE ANN. § 18.2-1316.6, the “ROA 2001 accident stop loss
cover” is deemed, prima facie, to have been arranged for the purpose principally of deception or
financial statement distortion.

114. Part of the motivation of the Management Defendants, Director and
Officer Defendants and Conspiracy Defendants was to help ensure that the due diligence process
in which MHP (Missouri Hospital Plan) was fully engaged in the 1998 and 19599 {ime frame was
not interrupted by the full disclosure of DIR’s deteriorating financial condition. MHP's
participation and investment in ROA yielded millions of dollars,

115.  Patterson and Hudgins made false statements on ROA’s Annual
Statements for 1998, 1999, 2000, and 2001, asserting that ROA had no material contingent
liabilities even though ROA had contingent liabilities to reimburse Gen Re for the sham
reinsurance. These false statements were material by Patterson and Hudgins and which
ultimately led o injury to the RRGs and their policyholders.

. RRGs” Reliance on Gen Re Leans to FVR Wiisrepresented as Reimsurance

116. RRG policyholders — claimants - subscribers, TRG {as manager ol the
RRGs), each RRG attorney-in-fact, staie insurance regulators, official insurance rating services
and entities to whom the RRGs marketed insurance coverage relied to the detniment
of their Companies and their policyhoiders on the misrepresentations made by the Conspiracy
Defendants. The Management Defendants as described herein falsified financial reports to RRG

policyholders — claimants - subscribers, TRG (as manager of the RR(Gs), each RRG attorney-in-
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fact, state insurance reguiators, official insurance rating services and entities to whom the RRGs
marketed insurance coverage with the intent that RRG policyholders — claimants — subscribers,
TRG {as manager of the RRGs), cach RRG attorney-in-fact, state insurence regulators, official
ipsurance rating services and entities to whom the RRGs marketed insurance coverage would
rely on the misrepresentations. Similarly, the Management Defendants, Director and Officer
Defendants and Conspiracy Defendants executed sham remsurance contracts with the full
knowledge and intent that the “non-coniractual” understandings entered into with the
Management Defendants would he secreted from RRG policyholders — claimants — subscribers,
TRG (as manager of the RRGs), each RRG attorney-in-fact, state insurance regulators, official
insurance rating services and entities Lo whom the RRGs marketed insurance coverage. The
Management Defendants, upon information and belief, actively discussed with Defendants Gen
Re, Reindel, Kellog, Seeger and Migel the misleading nature of the “reinsurance contracts.” The
Management Defendants, Director and Officer Defendants and Conspiracy Defendants knew that
ihe “reinsurance confracts” were executed for the purpose of deceiving RRG policyholders —
claimants — subscribers, TRG (as manager of the RRGs), each RRG attorney-in-fact, state
insurance regulators, official msurance rating services and entities to whom the RRGs marketed
INSUrANce Coverage

117, The $2 million “reinsurance coniract” with Gen Re that should have
been properly characterized as a loan in 1998 was misrepresented Lo RRG policyholders ~
claimants — subscribers, TRG (as manager of ihe RRGs), cach RRG attorney-in-fact, state
insurance regulators, official insurance rating services and entities to whom the RRGs marketed
insurance coverage occurting in 1998 and 1999. The $6 mitlion “reinsurance contract” with {en

Re that should have been properly characterized as a loan in 1999 was misrepresented to RRG



policyholders — claimants -- subscribers, TRG (as manager of the RRGs), each RRG aftorney-in-
fact, state insurance regulators, official insurance rating services and entities to whom the RRGs
marketed insurance coveragein each and every quarterly board meeting cccurring in 1999 and
7000, The Gen Re “reinsurance contracts” were delivered fo RRG policyholders - claimants —
subscribers, TRG (as manager of the RRGs), each RRG attorney-in-fact, state insurance
regulators, official insurance rating services and entitics to whom the RRGs marketed msurance
coverage and/or referenced in financial documents presented to RRG policyholders — claimants —
subscribers, TRG (as manager of the RRGs), each RRG attorney-in-fact, sfate msurance
regulators, official insurance rating services and entities to whom the RRGs marketed insurance
coverage.

118.  The financial documents were prepared and presented to the Boards of
Directors of the RRGs by the Management Defendants. The “reinsurance contract” itself was a
frandulent misrepresentation by Gen Re made to RRG policyholders — claimants - subscribers,
TRG (as manager of the RRGs), each RRG attorney-in-fact, state insurance regulators, official
insurance rating services and entities to whom the RRGs marketed insurance coverage with the
intent of Gen Re that RRG policyholders — claimants - subscribers, TRG (as manager of the
RRGs), each RRG attorney-in-fact, state insurance regitlators, official insurance rating services
and entities to whom the RRGs marketed insurance coverage should rely on them.

119.  RRG policyholders — clammants ~ subscribers, TRG (as manager of the
RRGs), each RRG attorney-in-fact, state insurance regulators, official insurance rating services
and eniities to whom the RRGs marketed insurance coverage in reliance on the
misrepresentations and suppressions by the Conspiracy Defendants of the “loan scheme,”

refrained from taking affirmative steps to minimize or climinate damage to the RRGs and its



policyholders. Had it been apprised of the true facts, RRG policyholders — claimants -
subscribers, TRG (as manager of the RRGs), sach RRG attorney-in-fact, state msurance
regnlators, official insurance rating services and entities to whom the RRGs marketed insurance
coverage would have taken several steps. The failure of RRG policyholders ~ claimanis ~
subscribers, TRG (as manager of the RRGs), cach RRG attomey-in-fact, state insurance
reguniators, official insurance rating services and entities to whom the RRGs marketed insurance
coverags fo take these steps in 1998, 1999 and 2000 resulied in demage to the Companies and
their policyholders. The following actions would have been taken but for the deceit practiced
upon them by the Conspiracy Defendants.
. Each RRG wonld have conducted an investigation of the
circumgiances surrounding the frandulent {ransaction,
identified the culpable partics (identified in this Amended

Complaint as the Management Dyefendanis) and replaced
them.

h. Bach RRG would have conducted an audit of the roserves
and all monies held by FVR.

G Each RRG would have ensured that all monies held by
FVR for the benefit of each RRG would be unaffected by
Josses experienced by the other RRGs.

. Fach RRG would have informed the Tennessee and
Virginia regulators of the impropriety of the transaction.

e. Fach RRG would have ceased wriling any new husiness.

£ Fach RRG would have sought to procure reinsurance for its
direct ook of business without respect to arrangements
that may have existed for other RRGs.



120.  The failure to take these steps directly resulted in damage (oRRG
policyholders - claimants -- subscribers, TRG {as manager of the RRGs), each RRG attorney-in-
fact, state insurance reguiatos, official insurance rating services and entities to whom the RRGs
marketed insurance coverage. Had RRG poticyholders - claimants — subscribers, TRG (as
manager of the RRGs), each RRG attorney-in-fact, state msurance regulators, official insurance
rating services and entities to whom the RRGs marketed mnsurance coverage taken these steps (or
any one of them) the fraud practiced by the Conspiracy Dcfbndants would have been interrupted
much eavlier than it was and it is the contention of the Receiver that DIR, ANLIR and TRA
could have been saved and many millions of dollars in losses prevented for the Companies and
their policyholders. The calculation of the damage to DIR, ANLIR and TRA and their
policyholders is ongoing in thejr receivership estates, Once the damage calculations are finalized
the same will be added by amendment.

B, $10 Million Fraudulently Transferred from ROA to FVR Trusts

121.  DIR’s losses continued to mount throughout the 19907s, and as a result,
DIR’s trust account with FVR fell into a $12 million deficit. This delicit presented problems for
ali Defendants who knew or should have known of the Trust deficit. No Defendant who knew
or should have known could afford for the continuing Trust deficit to be discovered, otherwise
their fraudulent and incestuous relationship would have been uncovered by the insurance
regulators and by the Board Members of the RRGs and ROA. As such, the Defendants including
the Management Defendants and Gen Re continued fheir frandulent schemes to artificially mflate
the surplus of DIR held by FVR.

122, Tn order to disguise the $12 million deficit, DIR sent FVR a $2 miliion



lettor of credit, and in addition, TRA sent FVR a $10 million letter of credit. These letters of
credit raised questions from TDCI regulator Kathy Fussell because the mstrument was in the
formn of a letter of credit rather than a premium. Following her inquiry with the Defendant
Crews, Fussell was told to disregard the letiers of credit because the deal had been vmwound.
Upon information and beliet, this response o Pussel] came as a result of contact between Crews
and Gen Re.

123.  Following the failure of the letter of credit scheme, Gen Re continued to
pressure ROA to fill the hole the 312 wmillion deficit had created in order to limit Gen Re’s
exposure under its reinsurance agreements. As a result, Patterson, Crews, and Hudgins
conspired to make a disguised transfer of §10 million from ROA to the FVR Bermuda Trusts.

124.  Among the aforementioned agenda items for the December 4, 2000,
meeting at Gen Re’s headquarters was “Funding for Trust Agreement.” On information and
helief, Patterson, Crews, and Budgins conspired to make a disguised transfer of $10 million from
ROA to the FVYR Bermuda Trusts (assisted by the complicity of Witkowski and Atlantic
Securily, and the complicity, reckless disregard, or negligence of PwC). 11 such payment had not
been disguised, the Companies, their policybolders and creditors, AM. Best, and regulators
likely would have discovered the schemes employing undisclosed rebates and decepltive
FEINSUTANce.

125, On December 28, 2000, Paiterson and Hudgins transferred $10 million to
be incorrectly and misleadingly accounted for as prepayment of reinsurance premiums to Gen
Re, included in ROA"s 2000 annual statement (filed under oath) among “Premiums Due from
Reinsurance Companies,” thereby inflating ROAs surplus to policyholders by $10 million. On

information and belief, Patierson, Crews, and Hudging also caused ROA s 2000 annual statement
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{0 omit a §1.3 million reinsurance lability to Gen Re, thereby overstating surplus to

policyholders by that additional amount.

126.  Even after the December 28, 2000, fraudulent transfer of $10 million, the
FVR Bermuda Trusts were underfunded. 15 a Febyruary 21, 2001, correspondence to Crews
(copied to Fudgins), Patterson stated:
Bill, | have already gotten an email from Vicki {Seeger, of Gen Re] saying we are
$10 - $14M short in the trust funds for FVR. 1 haven’t responded yet as I m still
churping on the presentation for FAM.] Best. We still need to brainstorm on the
FVR situation. Between Surplus Notes at FVR and DIR’s results, we continue o
be cash challenged. Nothing to do tight now but Vicki is hot on this case before
[Gen Re’s] Steve Barbor [sic] gets mvalved.
127.  While auditing ROA’s statutory financial statements for the year ending
December 31, 2000, PwC detected ROA’s improper treatment of the $10 million “prepaid
nremiums” as an asset. Ina March 26, 2001, communication, Patterson enlisted the assistance of
Crews in dealing with Pw(C:
Bill, T may need some help with the PwC anditors. 1hear that they are maling threats
about nonadmiiting the $10M we sent to [Gen Re] before year end. There was a meeting

today and I'm not sure what was vesolved but Fri is our deadline and I may need some
“opining” from you, if possibie.

In response to the questions, ROA officers arranged a meeting to brainstorm about what
position they would take. An email from Ken Patterson to Bill Crews states, “We ROA
officers] need to brainstorm with you on this as well. Once we take a position, T think it
will be Hreversible and if fhey want to - they can probably support that it’s nonadmitted.”

Furthermore, in an appropriately devious joke, Patterson inquives of Crews, “Arc your ‘cannons

[sic] of ethics’ loaded?” Id



128.  On information and belief, the result of the “brainstorming” by Craws,
Patterson, and Hudgins represented an atterapt to enlist the aid of Gen Re to support the
fraudulent characierization by Patterson, Crews, and Hudgins of the $10 million “asset.”

129, On or about April 2, 2001, Patterson asked Secger to influence PwC on
this issue, by frauduiently confirming writing that the $10 million was a prepayment of
premiums to Gen Re:

Will you please, by signing below where indicated, confirm that the $10 Million transfer
to [Gen Re] in late December was explained to vou as a prepayment that ROA made to

the fund for premiums expected to normally have been remitted during the first quarter of
20017

(Emphasis added).
130.  Undoubtedly, Defendant Gen Re understood the purpose behind the
improper accounting and an email from Gen Re’s Wixtead stated:
Once again they are showing the $10M deposit made directly to the trust account
at 12/31/00 as a premium advance...This allows them to show the bottom line
figure for the 9/30/01 account as zerc funds due.
So alfhough Gen Re had knowledge of the improper transfer and accounting they allowed the
fraud 1o be perpetuated, and worse, ignored auditors” recuests of confirmation of the transier.
131, Oninformation and belief, Patterson, Crews, and Hudgins also attempied
to enlist the aid of Wachovia (throngh Richard Hazelgrove) in influencing PwC on this 1ssue.
132 On information and belief, PwC succumbed to the efforts of the
Conspiracy Defendants (including at least Patterson, Hudgins, and Crews), failing to require
ROA to non-admit the $10 miilion “prepaid premiums,” even though PwC knew, or should have
Jnown, hat this was a false entry. PwC only described the $10 million “prepaid premiums” as

an “unusual transaction.” Pw(’s failure to require ROA o non-admit the $10 million “prepaid
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preminms” constituted intentional, reckless, or negligent dereliction of its duty as an independent
auditor and Tesulted in a material misstatement of ROA’s financial condition.

133, On May 8, 2001, a senior analyst of the [ Virginia] Bureau lof Insurance),
afier completing a review of ROA’S 2000 annual statement, questioned Patierson regarding the
Jarge increase in “premiums due from reinsurance conipanies.” The analyst requested that
Patterson provide details and explain the reason for the increase.

134, On May 21 and 22, 2001, Fludgins e-maited Wilkowski and ASL.
regarding the frauduleni $10 million transfer from ROA to the FVR Bermuda Trusts. Hudging
wrote: “we want them [(i.e., regulators)} to think . . . il is an advance premium.”

135.  On June 6, 2001, Hudgins, with the knowledge of Patierson, replied to the
Bureau’s analyst by letter including the following false statement:

This increase related Lo reinsurance premiums due early in the first quarter of 2001, and
sent to the reisurer within the last few days of 2000. Since Reciprocal of America had a
favorable cash position at year end, it was a husiness decision to make this payment. The
remainder of the balance was miscellancous recoverables due from the reinsurer, General
Reinsurance Corporation, an A+ AM. Best rated reinsurer.

136, As a result of the overstaterent of ROA™s Surplus fo policyholders, the
RRGe 2000 Annual Statements filed with TDCE also fraudulently overstated Surplus to
Policyholders.

1377, The fraudulent $10 million transfer did not account for the entire $12
million deficit in DIRs trust acconnt with TVR. Asa result, the Conspiracy Defendants
inctuding the Management Defendants and Gen Re engaged in arbitrary reserve write-downs

the amount of $2 million. These write downs were fraudulent and were relied upon by RRG

policvholders - clanmants — subscribers, TRG {as manager of the RRGs), each RRG attorney-in-
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fact, state insurance regulators, official insurance rating services and enlities to whom the RRGs
marketed insurance coverage io their detriment.

. RRGs’ Reliance on the Fraudulent %10 Million Transfer from ROA to
VR Trusts

138, RRG policyholders — claimants subseribers, TRG (as manager of the
RRGs), each RRG attorney-in-fact, state insurance regulators, official insurance rating services
and entitics to whom the RRGs markeled insurance coverage relied to their detriment on the
misrepresentations made by the Conspiracy Defendants. Upon information and belief, the
Management Defendants, Director and Officer Defendants and Conspiracy Defendants actively
suppressed the true nature of the $10 million transfer from RRG policyholders — claimants -
subscribers, TRG (as manager of the RRGs), each RRG attomey-in-fact, state insurance
regulators, official insurance rating scrvices and entitics to whom the RRGs marketed insurance
coverage. The Management Defendants, Director and Officer Defendants and Conspiracy
Defendants knew that the “$10 million transfer” was completed for the purpose of deceiving
RRG poticyholders - claimants - subscribers, TRG (as manager of the RRGs), each RRG
attorney-in-fact, state insurance regulators, official msurance rating services and entities to
whom the RRGs marketed insurance coverage.

130, The true nature of the $10 million fraudulent transfer from ROA to FVR
Trusts was faudulently characterized as a pre-pald insurance premium to RRG policyholders -
claimants — subscribers, TRG (as manager of the RRGs), each RRG attorney-in-fact, state
msurance regulators, official insurance rating services and entities to whom the RRGs marketed
imsurance coverage, Specifically, in all board mestings during this time frame the $10 milhon

(ransfer was presenied to RRG policyholders — claimants — subscribers, TRG {as manager of the
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RRGs), each RRG attorney-in-fact, state insurance regulators, official insurance rating services
and entities to whom the RRGs marketed insurance coverage as a pre-paid insurance premium.

140.  The documents surrounding the fraudulent transfer were prep ared and
presented to the Board of Directors of the RRGs by the Management Defendants.

141, The Board of Directors of the RRGs, in reliance on the misrepresentations
and suppressions by the Management Defendants, Director and Officer Defendants and
Conspiracy Defendants of the $10 million iransfer that was fraudulently characterized as a pre-
paid insurance premivm, refrained from taking affirmative steps o minimize or climinate
damage to the RRGs and its policyholders. Had the RRGs been apprised of the true facts, the
Board of Directors of the RRGs would have taken several steps. The failure of the RRGs Board
of Directors to take these steps in 1999 and 2000 resulied in danage to their Companies and their
policyhoiders. The fallowing actions would have been taken but for the deceit practiced by the

Conspiracy Defendants.

4 Bach RRG would have conducted an investigation of the
cireurnstances surrounding the fraudulent transaction, identified
the culpable parties (identified in this Amended Complaint as the
Management Defendants) and replaced them.

L. Fach RRG would have conducted an andit of the reserves and all
monies held by FVR.

c. Tiach RRG would have ensured that afl monies held by FVR for the
benefit of each RRG would be unaffected by losses experienced by
the other RRGs.

d. Fach RRG would have informed the Tennessee and Virginia
regulators of the impropriety of the transaction.
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¢ Fach RRG would have ceased writing any new business.

£ Rach RRG would have sought to procure relnsurance for its direct
book of buginess without respect to arrangements that may have
existed for other RRGs.

142 The failure of RRG policyholders — claimants - subscribers, TRG {as
manager of the RR(Gs), cach RRG attorney-in-fact, state insurance regulators, official insurance
rating services and entities to whom the RRGs marketed insurance coverage to tale, these steps
directly resulted in damage to the RRGs and their policyholders. Had RRG policyholders -
claimants — subscribers, TRG (as manager of the RR(s), each RRG attorney-in-fact, state
insurance regulators, official insurance rating services and entilies to whom the RRGs marketed
insurance coverage taken these steps (or any one of them) the fraud practiced by the Congpiracy
Defendants would have been interrupted much carlier than it was and it is the conlention of the
Receiver that DIR, ANLIR and TRA could have been saved and many millions of dollars in
losses prevented for their Companies and their policyholders. The calculation of the damage to
DIR, ANLIR and TRA and their policyholders is ongoing in their receivership estates. Once the
damage caleulations are finalized the same will be added by amendment.

¥ ROA Employed Sham Commutations

143, Iu yet another scheme, ROA employed sham comumulations to transier
fands between the RRGs without Board notification and, more importantly, withoui Bo ard
approval. In particular, on April 1, 2001, The Reciprocal Alliance (TRA) and VR execuied a
commutation thal transferred $5M in liabilities owed by FVR to TRA without any consideration.
This “commuiation” forced TRA to accept $5 million in liabilities which were owed by FVR

without due consideration and resulted in a loss of surplus at TRA in an amount in excess of $5
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miltion. However, upon information and belief, mention to the TRA Board of this assumption of
€5 million in lisbilities did not oecur until months after the Commutation Agreement had been
executed. Outraged TRA Board members chalienged the validity of the transfer but were foid
that nothing could be done as the commutation was completed.  Kenneth Patterson and Bili
Crews saicd that the commutation could not be reversed. T his sham “commutation” further
evidences the intent that the ROA family of companies ahsorb any risk of loss under the Pass
Throngh Arrangement and that Gen Re be completely insulated from actual loss under the Pass
Through Asrangement per the terms of the “handshake” side deal.

G. False Recording of “Assets” on ROA’s Financial Statements

144, The Management Defendants had a regular practice of re-characterizing
liabitities as “assets” whenever needed to fraudulently boost surplus (o policyholders shortly
before filing quarterly or annual statemenis. The purpose of these frandulent characterizations
was to enable the Management Defendants to report ROA’s, DIR’s, ANLIRs, and TRA’s
Surplus to Policyholders as being above the RBC percentage calculated as 200% of Authorized
Control Level (*ACL,” which is half of the RBC), thereby avoiding enhanced regulatory
scrutiny.’

145 These false entries were material and ultimately led to injury to the RRGs

and their policyholders.

“ Risk Based Capital (“RBC”) is the result of a method that aticmpts 10 determing the surplus required to support the
business written by an insurance company, given the characteristics of the insurance company’s assets. A complex
caleulation produces an estimale of the required capital. The Autherized Control Level (“*ACL”} is equal to one-half
of this capital or surplus requirement. Actions by the domiciliary insurance departinent are predicated on the ratio of
actual surplus to ACL. 1f the yatio is above 200%, no action is conternplated. A ratio between 150% and 200% 38
“company action level,” at which the company is required to take corrective action. 1f'the ratio is between 100%
and 150%, regulatory action is authorized. If the ratio is less than 1009, regulatory intervention is required.
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H. Arbitrary Reserves Wyite-Downs

146, The arbitrary write-down of reserves was a covert, yet brazen scheme
falsifying the claim reserve numbers of ROA s0 as to minimize the required regulatory reserves
(hat ROA and its sister companies would be mandated to possess. The Management Defendants
caused DIR and ROA to engage in atbitrary and improper reserve write-downs for loss and loss
adjustment expenses, which resulted in the financial statements for DIR and ROA showing
artificially high Surplus to Policyholders that in tum overstated the Risk Based Capital (“RBC”)
percentages. These arlificially high RBC percentages had the effect of concealing from the
regulators the true financial condition of DIR and ROA. If the regulators had known the true
condition of DIR and ROA, the regulators would not have allowed DIR and ROA to continue to
operate. If the Virginia insurance regulators had not permitied ROA to continue to operate, the
Tenmessee msurance regulators would in addition not have permitied ANLIR, DIR and TRA to
continue to operate.

147.  The reserve write-downs occurred on several occasions shortly before
quarterly and annual {inancial statements were due to be filed, and were backdated so thai the
statements for periods already ended would yeport Tolal Adjusted Capital in excess of 200% of
ACL, the level below which company action would have been required.  The Management
Defendants and the Director and Officer Defendants would instruct claims personuel to reduce
large case reserves without any reasonable basis for doing so and without regard to claims case
reserving policies. Legitimate claim reserve wrile-downs include an involved analysis of
liability, damages, mitigaling factors and settiement options; however ROA’s analysis and the
criteria for claims slashing wrongfully centered upon the amount of money by which ROA had

to reduce reserves so as to escape regniatory scrutiny.
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148. ROA did no substantive analysis of the claims they slashed. Instead, the
amount of the reserve write-downs was outcome-driven by the amount needed to keep Total
Adjusted Capital in cxcess of 200%. In April 1995, January 1998, December 1998, December
1999, and QOctober 2000, Patterson, Crews, and Kelley directed claims personnel to reduce R
claims, and in each instance to backdate the reductions for purposes of upcoming DIR Quarterly
and Annuat Financial Statements io he filed with the TDCI and, because of the remsurance
selationship, for purposes of ROA’s Quarterly and Annual Financial Statements to be filed with
the Virginia SCC. The total amount of these reserve write-downs was in excess of $6.5 million.
The teserves write-downs were made without examination of the claims filed by claims adjusters
pursuant to established claims review policies and there was therefore no legitimate basis for the
claime reserves write-downs. As a result of the reserves write-downs, ROA’s Swplus 0
Policyholders was frandulently overstated by approximately $2.3 million in the March 1995
Quarterty Statement, $2 million in the 1997 Annual Statement, and $300,000 in the 1998 Apnual
Statement, and $1 million in the September 2000 Quarterly Statement.  DIR’s Surphus 1o
Policyholders was similarly oversiated in the corresponding Quarterly and Anvual Statements
filed with the TDCIL

149. On an even grander scale, in November 2000, January 2001, and
November 2001, Patterson, Crews, and Hudgins directed claims personnel to reduce ROA
claims, and in each mstance to backdate the reductions for purposes of upcoming Quartesly and
Annual Financial Statements lo be filed with the Virginia SCC. The total amount of these
reserves write-downs was in excess of 330 million. The reserves write-downs were made
without examination of the claims files by claims adjusters pursuant to established claims review

policies and therefore lacked any jegitimate basis for reserves write-downs.
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150. Tellingly, employees who had been instructed by ROA officials to write-
down the claims recognized the superficiality of the write-down criteria and documented their
orders 1o scemingly ensure themselves protection from the suspicious reserve slashing they were
commanded to perform.  One such memorandum thoroughly chronicled the date, time,
individuals and instructions given to him. He also set out the superficial criteria upon which he
was supposed to base the reserve reductions:

The criteria for selecting cases [for write-downs] was: 1. Any

cases that were created in the first nine months of 2001 with

indemnity reserves greater than 550,000, 2. Cases that had reserve

increases of $50,000 or more during that same nine menth period.

151, In this particular instance, the orders from top ROA. officers resulted in an
aggregate reserve stashing of nearly $19 mitlion in November of 2001, Tn another iflustration of
the arbitrary and extreme reductions that ROA officers ordered, a newly appointed ROA
employee wrote a revealing email questioning Bill Crews about such write-downs. In the email
he guestions:

Bill, today at my roundtable discussion a ¢laim came up...{Tihe claim curently
carries 2 $1.00 case estimate on the ctaim file set up for the primary policy and a
$2.1M case estimate on the excess policy claim hle. According to the claims
handler this fle had a $1.5M case estimate on 1t that was reduced to $1.00 by
“executive management”. Further investigation reveals that numerous cases
received similar adjustments to their case estimales. Given your role as general
counsel T would appreciate your thoughts on this.

151, As a result of the arbitrary reserves writc-downs, ROA's Surplus to
Policyholders was fraudulently overstated by approximately $5.4 million in the September 2000

Quarterly Statement, $5.8 million in the 2000 Anmual Statement, and $25.8 million in the

September 2001 Quarterly Statement.



153 In addition to the effect of the write-down of DIR reserves on ROA, the
write-down also impacted the RBC calculation for DIR. The acknowledged $2.1 miilion write-
down for 2001 was sufficient to put the ratio of policyholder surplus to ACL above 200%, and
keep DIR from immediate regulatory scrutiny. ANLIR and TRA each reported reserves write-
downs in their 2001 annual statements. The write-down of reserves also impacted the RBC
caleulation for ANLIR. The acknowledged $330,000 write-down for 2001 was sufficient to put
the ratio of policyholder surplus to ACL above 200% and keep ANLIR from immediate
regulatory serutiny. The reserve write-down for TRA in 2001 was $5 million. While this wrile-
down was substantial and transtated into a significant impact on policyholder surplus, the surpius
of TR A would have been above the 200% of ACL level even without the write-down.

154. Intentionally seeking to conceal their fraudulent actions, the Management
Defendants did not share analysis of RRG loss reserves with RRG policyholders claimanis —
subscribers, TRG (as manager of the RRGs), each RRG attorney-in-fact, state insurance
regulators, official insurance rating services and entities to whom the RRGs marketed msurance
coverage. The following is the text of a May 29, 1997 Memorandum from Kenneth Patterson to
William F. Jacobs, Jr., JTudy A. Kelly, Robert E. McMillion, Jr. and Biil Crews:

Just for you confidential info. only, pleasc see a nice summary Vince [Franz] put

together on where we are with reserves by company. The select column is where

E&Y thinks the perfect point is; however, as long as we are befween the low and

high ends we are O

My personal preference is nof to share with the Boards much of this info since

the: last time we did (FVR) it came back to haunt us. (Emphasis Added).

H. Reliance by RRG policyholders ~ clatmanis — subscribers, TRG (as
manager of the RRGs), each RRG attorney-in-fact, state insurance
regulators, official insurance rating services and entities to whom the
RRGs marketed insurance coverage on the Frauduient and Arbitrary
Write-down of Reserves
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155, The Management Defendants, Director and Officer Defendants and
Conspiracy Defendants, as described in paragraphs 155 through 161 of this Complaint
intentionalty suppressed from RRG policyholders — claimants -~ subscribers, TRG (as manager of
fhe RRGs), cach RRG attorney-in-fact, state insurance regulators, official insurance rating
services and entities to whom the RRGs markeled nsurance coverage that the surpius of DIR
was overstated as a result of the arbitrary write-down of reserves as described herein.  This
overstatement of surplus occwring in 1995, 1997, 1998, 1999, 2000 and 2001 was withheld from
RRG policyholders — claimants — subscribers, TRG (as manager of the RRGs), cach RRG
attorney-in-fact, state insurance regulators, official insurance raling services and entities to
whom the RRGs marketed insurance coverage. The Management Defendants, Director and
Officer Defendants and Conspiracy Defendants made mistepresentations and/or suppressed these
material matters from the Boards of Directors of the RRGs during all board meetings 0CeUITIng
in 1995, 1997, 1998, 1999, 2000 and 2001 Moreover, the Management Defendants
misrepresented the surplus of DIR in financial reports, including quarterly and apnual reports, ©
RRG policyholders ~ claimanis — subscribers, TRG (as manager of the RRGs), cach RRG
attorney-in-fact, state insurance regulators, official insurance rafing services and eniities to
whom the RRGs marketed insurance coverage. The Defendants, Milliman and Sanders, were
aware of the improper and arbitrary write-down of reserves as described herein and were under a
duty to report the same to RRG policyholders - claimants — subscribers, TRG (as manager of the
RRGs), each RRG atiomey-in-fact, state insurance regolators, official insurance raling Services
and entities 1o whom the RRCs marketed insurance coverage but failed lo do so. The mient of
the Management Delendants, Director and ‘Officer Defendants and Conspiracy Defendants (o

defrand RRG policyholders — claimants — subscribers, TRG (as manager of the RRGs), each
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RRG attorney-in-fact, state insurance regulators, official insurance rating services and entities to
whom the RRGs marketed imsurance coverage was formulated fo prevent action harmful to their
Fraudulent scheme from being undertaken by RRG policyholders — claimants - subscribers, TRG
(as manager of the RRGs), each RRG attorney-in-fact, state insurance regulators, official
insurance rating services and entities to whom the RRGs marketed insurance coverage.

156. RRG policyholders - claimants — subscribers, TRG (as manages of the
RRGs), each RRG attorney-in-fact, state insurance regulators, official insurance rating services
and entities to whom the RRGs marketed insurance coverage, in reliance on the
misrepreseniations and suppressions by the Management Defendants, Director and Officer
Defendants, Conspiracy Defendants and Miiliman Defendants of the fraudulent and improper
write-down of the reserves of DIR, refrained from taking affirmative steps to minimize or
eliminate damage to the RRGs and its policyholders. Had they been apprised of the true facts,
RRG policyholders - claimants — subscribers, TRG (as manager of the RRGs), cach RRG
attorney-in-fact, siate insurance regulators, official insurance rating services and entities to
whom the RRGs marketed isurance coverage wonld have taken steps. The failure of the RRGs
Roards of Directors to take these steps in 1995, 1997, 1998, 1999, 2000 and 2001 resulted mn
damage to the Companies and their policyholders. The following actions would have been taken
by RRG policyholders - claimants - subscribers, TREG (as manager of the RR{Gs), each RRG
attorney-in-fact, state msurance regulators, official insurance rating services and entities to
whom the RRGs marketed insurance coverage but for the deceit practiced upon it by the
Management Defendanis, Director and Officer Defendants, Conspiracy Defendants and
Milliman Defendants:

2. Fach RRG would have conducted an investigation of the
cireumstances surrounding the frandulent transaction, identified



the culpable parties (identified in this Amended Complamt as the
Management Defendants) and replaced them.

b Bach RRG would have conducted an audil of the reserves and all
monies held by FVR.

¢. Each RRG would have ensured that all monies held by FVR for the
henefit of each RRG would be unaffected by losses experienced by
the other RRGs.

4. Tach RRG would have informed the Tennessee and Virginia
regulators of the impropriety of the transaction.

e. Bach RRG would have ceased writing any new business.

=h

Fach RRG would have sought to procure reingurance for its direct
book of business without respect o arrangements that may have
existed for other RRGs.

157.  The failure of RRG policyholders — claimants — subscribers, TRG (as
manager of the RRGs), each RRG altomey-in-fact, slate insurance regulators, official insurance
rating services and entities to whom the RRGs marketed insurance coverage to take these steps
directly resulted in damage to the RRGs and their policyholders. Had RRG policyholders —
clajmants — subscribers, TRG (as manager of the RRGs}, each RRG attorney-in-fact, state
insurance regnlators, official msurance rating services and enfities to whom the RRGs marketed
insurance coverage taken these steps (or any one of them) the fraud practiced by the Conspiracy
Defendants would have been interrupted much earlier than it was and it is the contention of the
Receiver that DIR, ANLIR and TRA could have been saved and many millions of dollars in
losses prevented for the Companics and their policyholders. The Mitliman Defendants

conducted claims studies for the RRGs. Their study of initial reserves, adjustor authority levels

to change reserves, claim settlement practices, etc. was not disclosed in any of the RR( reserve
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reports, even though the Milliman Defendants had concern about these areas. The Milliman
Defendants discovered that maccurate underlying factors such as, the artificial suppression of
case reserves, the change in philosophy on litigating claims and the conscious slowdown of
seitlements were occurring at the RRGs. These factors, known to the Milliman Defendants as
professional actuaries, had the effect of biasing estimates of ultimate losses and allocated loss
adjustment expense projections. The Milliman Defendants also knew that ROA personnel were
pressured every year afler 1999, by the Management Defendants to push reserves for ROA, and
therefore the RRGs, {0 a bear minimurm or at times below acceptable minimums. The calculation
of the damage to DIR, ANLIR and TRA and their policyholders is ongoing in their receivership
estates. Once the damage calculations are finalized the same will be added by amendment.

VIL SIDE LETTER AGREEMENTS

A. The 2000 Unreported Side Letter Agreement
158,  On mformation and belict, early in the year 2000, the Management

Defendants, Divector and Officer Defendants and Conspiracy Defendants became aware that
premiums charged under DIR policies in prier years had been madequate, and/or that losses
being experienced were more severe than had been predicted. Gen Re became concerned that
the FVR Bermuda Trusts were inadequately funded to cover FVR’s abligations to Gen I‘\c; under
the Gen Re-FVR Retrocession Agreements, and that the extent of Gen Re’s insurance risk of net
lnss was greatly increased. These Defendants conspired, through the use of a fraudulent and
unreported side agreement, to limit or eliminate Gen Re’s reinsurance risk of loss, while
mainfaining the illusion that Gen Re continued (¢ bear 2 substantial insurance risk of net loss

under the Gen Re/ROA reinsurance ireaties.
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159. Reindel, on behalf of Gen Re, therefore proposed a scheme involving an
aggregaic cap that would limit Gen Re’s reinsurance risk of loss under the Gen Re/ROA
reinsurance treaties. On information and belief, this scheme was intended to allow ROA to
continue claiming a credit for its reinsurance with Gen Re, undiminished by the effect of the cap,
which would not be disclosed to regulators.

160. A cap on Gen Re’s obligations to ROA had the potential and did 1n fact
diminish the surplus of ROA, which diminished the security for the reinsurance available to the
RRGs. It thereby effectively destroyed the reinsurance available to the RRGs, since the RRGs
reingurance with ROA had been passed-through to Gen Re.

161.  On information and belief, the Management Defendants, Director and
Officer Defendants and Congpiracy Defendants hoped that they could yet avoid discovery of the
deteriorating financial condition of ROA, and therefore of each of the RRGs, by cvading the
enhanced regulatory monitoring that would be triggered if ROA’s RBC or the RBC of any RRG
feli to a level low enough to requive Tegulatory intervention. In the absence of the fraud
practiced upon the RRGs by these repeated misrepresentations and suppressions, the RBC of
DIR would have fallen 1o a level low enough to require both regulatory intervention and
immediatc action by RRG policyholders — claimants — subscribers, TRG (as manager of the
RRGs), each RRG attorney-in-fact, slate insurance regulators, official Insurance raling services
and entities to wham the RRGs marketed insurance coverage. The Report of the [nter-
Organizational Stracture Commitiee of the Board of Directors of Reciprocal of America found
that “ROA’s RBC ratio is adversely impacted by the reinsurance obligations 1t has with DIR,
ANLIR and the Alliance, whereby premiums are ceded to FVR and General Reinsurance

Corporation.”

58



162.  Oninformation and belief, by letter dated November 16, 2000, Seeger
sent what she referred to as “a finalized side-letier agreement” (the “2000 Unreported Side
Agreement”) from Gen Re’s offices to Patterson. This communication was copied fo (Gen Re’s
Migel and Kellogg. This communication proves the frandulent nature of the written reinsurance
agreement that the Management Defendants, Director and Officer Defendants and Conspiracy
Defendants exccuted and defivered to RRG policyholders — claimants — subscribers, TRG (as
manager of the RRGs), each RRG attorney-in-fact, state insurance regulators, official msurance
rating services and entities to whom the RRGs marketed insurance coverage. The intent of these
Defendants was that RRG policyholders — claimants — subscribers, TRG (as manager of the
RRGs), each RRG attorney-in-fact, stale insurance regulators, official insurance rating services
and entities io whom the RRGs marketed insurance coverage would rely on the written
agreements with no knowledge of the 2000 Unreported Side Agreement.

163.  The 2000 Unreported Side Agreement was dated as of November 11,
2000. On information and belief, Gen Re executed the Agreement on Decernber 15, 2000. On
December 28, 2000, Patterson and Hudgins, on behalf of ROA, executed the Agreement.

164, Seceger knew as early as 1997 that unreported side agreements were liegal
under Virginia law, having received a January 10, 1997, email from a Gen Re employee quoting
the relevant statute. Secger forwarded the email by facsimile to Hudgins on January 28, 1997.

165, Pursuant to the 2000 Unreported Side Agreement, Gen Re’s liability for
payments made by ROA at and after 12:01 a.m., January 1, 2000, for Net Loss and Adjustment
Fxpense under all Subject Reinsurance Agreements combined, purported to be limited fo the sum

of $140 million plus 100% of the reinsurance premium ceded by ROA, net of commission, for



calendar year 2000 under Agreements of Reinsurance No. A456 and No. A481 (the “§140
Million Cap™).

166.  For purposes of the 2000 Unreported Side Agreement, the Subject
Reinsurance Agreements included reinsurance agreements between ROA and Gen Re for
business written by ROA, and also reinsurance agreements between ROA and Gen Re for
husiness written by the RRGs and assumed by ROA under reinsurance agreements with the
RRGs.”

167. On information and belief, neither ROA nor any of the RRGs received any
consideration for agreeing to the $140 Million Cap, nor were the independent Directors of the
RRGs privy to the arrangement.

168,  In ROA’s Ammal Statement for the Year 2000, which was filed with
TDCT on or about March 2001, and relied upon by the Tennessee and Virginia regulators,
Patterson and Fndgins (on information and belief with the knowledge and complicity of Gen Re,
Crews & Hancock, Crews, and Kelley) answered falsely under oath “No” to the following
general interrogatories:

15.(a) Has this company reinsured amy risk with any other

company under a quota share reinsurance confract which mcludes

a provision which would limit the reinsurer’s losses below the

stated quota share percentage (e.g., a deductible, a joss ratio

corridor, a loss ratio cap, an aggregate limit or any similar

L
provision?)

16{a) Has this company reinsured any risk with any other
company and agreed to release such company from liability, mn

* The applicable agrsements were stated as Agreements of Reinsurance No. A238 between ROA and Gen Re; No.
A273 hetween ROA and Gen Re (applying to business assumed by ROA from DIR under Agreement No. A 1593
between ROA and DIR); No. A289 between ROA and Gen Re (applying to business assumed by ROA from ANLIR.
under Agreement No. B 1993 between ROA and ANLIR); No. A442 between ROA and Gen Re (applying to
husiness assumed by ROA from TRA under Agresment Mo, A1995 between ROA and TRA); No. A456 between
ROA and Gen Re; and WNo. A481 between ROA and Gen Re,

60



whoie or in part, from any loss that may occur on the risk, or
portion thereof, reinsured?

169, Patterson made similar misrepresentations in ROA’s subsequent quarterly
financial statement and in ROA’s 2001 Annual Statement {and amended 2001 Annual
Statement). These statements were delivered by the Management Defendants to the RRGs and
refied upon by RRG policyholders — claimants ~ subscribers, TRG (as manager of the RRGs),
each RRG attorney- in-fact, state insurance regulators, official insurance rating services and
entities to whom the RRGs marketed insurance coverage.

170.  These false staiements were material and were intended to deceive.

171, Oninformation and belief, contemporancously with their being filed, the
Management Defendants mailed a copy of the 2000 Annual Statements of ROA and each of the
RRGs to Defendant Gen Re. Defendants Reindel, Seeger, and Kellogg therefore had actual
knowledge that the Management Defendants had not reported the 2000 Unreported Side
Agreement.

172, 'The 2000 Uhweported Side Agresment, like the other schemes and
arrangements evidences the pattern of rackeleering activity engaged in by the Defendants for the
purpose of evading regulatory scrutiny in furlherance of maximizing benefits fo themselves,
which wltimately led to injury to the RRGs and their policyholders.

B. RRGs’ Reliance on the Fraudulent Scheme Involving the 2000

Unreported Side Agreement

173, The RRG policyholders - claimants - subscribers, TRG (as manager of

the RRGs), cach RRG attorney-in-fact, state insurance regulators, official insurance rating

services and entilies to whom the RRGs marketed insurance coverage relied to the detriment of



their Company and their policyholders on the misrepresentations made by the Management
Defendants, Director and Officer Defendants and Conspiracy Defendants and Milliman
Defendants. The Management Defendants as described herein falsified financial reports
presented to RRGs and relied upon by RRG policyholders — claimants — subscribers, TR (as
manager of the RRGs), each RRG attorney-in-fact, state insurance regulators, official insurance
rating services and entities to whom the RRGs marketed insurance coverage with the intent that
RRGs and relied upon by RRG policyholders — claimants -- subscribers, TRG (as manager of the
RRGs), each RRG attorney-in-fact, state insurance regulators, official insurance rating services
and entities to whom lhe RRGs matketed insurance coverage would rely on the
misrepresentations.  Similarly, the Management Defendants, Director and Officer Defendants,
and Conspiracy Defendants execuied sham reinsurance contracts with the full knowledge and
intent that the 2000 Unreported Side Agreement would be secreted from RRGs and relied upon
by RRG policyholders — claimants — subscribers, TRG (as manager of the RRGs), each RRG
attorney-in-fact, state insurance regulators, official insurance rating services and entities lo
whom the RRGs marketed msurance coverage. The Management Defendants, Director and
Officer Defendants, Conspiracy Defendants and Millinan Defendants, vpon information and
belief, actively discussed among themselves the misleading nature of the 2000 Unzeported Side
Agreement to the reinsurance contract reported in the financials of ROA and each of the RRGs.
The Management Defendants, Director and Officer Defendants, Conspiracy Defendants and
Milliman Defendants knew that the reinsurance contracts, with the 2000 Unreported Side
Agreementi, was executed for the purpose of deceiving RRGs and relied upon by RRG

policyholders - claimants ~ subscribers, TRG (as manager of the RRGs), cach RRG attorney-in-



fact, state insurance regulalors, official insurance rating services and entities to whom the RRGs
marketed insurance coverage.

174.  To the contrary, this information was withheld from RRGs and relied upon
by RRG policyholders — claimants - subscribers, TRG (as manager of the RRGs), each RRG
attorney-in-fact, state insurance regulators, official insurance rating services and entities Lo
whom the RRGs marketed insurance coverage at the board meetings and in the financial reports
of the RRGs and ROA. Indeed, the delivery of the written reinsurance agreement between ROA
and Gen Re to RRGs and refied upon by RRG policyholders — claimants — subscribers, TRG (as
manager of the RRGs), each RRG attormey-in-fact, state insurance reguiators, official insurance
rating services and entities to whom the RRGs markefed insurance coverage amounted to a
fraudulent misrepresentation by the Management Defendants, Director and Officer Defendants,
Conspiracy Defendants and Milliman Defendants to RRGs and refied upon by RRG
policyholders — claimants - subscribers, TRG (as manager of the RR(s), each RRG atlorney-in-
fact, state insurance regulators, official insurance rating services and entities {o whom the RRGs
marketed insurance coverage. It was the intent and purpose of the Management Defendants,
Drrector and Officer Defendants and Conspiracy Defendants to induce and obtam the rehance of
RRGs and relied upon by RRG policyholders — claimants -- subscribers, TRG {as manager of the
RRGs), each RRG attomey-in-fact, state insurance reguiators, official insurance rating services
arxl engities to whom the RRGs marketed insurance coverage upon the writlen reinsurance
agreement without disclosure of the 2000 Unreported Side Agreement. The Milliman
Defendants became aware of the 2000 Side Lelter on February 20, 2002. Despite knowledge

that the Management Defendants had intentionally withheld the disclosure of the 2000 Cap
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Letter, the Milliman Defendants allowed their actuarial report of ROA and the RRGs for the year
2000 to be disseminated to regulators even though it was false.
175, RRG poelicyholders - claimants — subscribers, TRG {as manager of the
RRGs), each RRG attorney-in-fact, state insurance regulators, official insurance rating services
and entities to whom the RRGs marketed insurance coverage, in reliance on the
misrepresentations and suppressions by the Management Defendants, Director and Officer
Defendants, Conspiracy Defendants and Milliman Defendants of the scheme involving the 2000
Unreported Side Agreement refrained from taking affirmative steps to minimize or eliminate
damage 1o the RRGs, and their policyholders. Had it been apprised of the true facts, the RRGs
would have taken several steps. The failure of the RRGs to take these steps in 2000 resulted in
damage to the Companies, and their policyholders. The foliowing actions would have been
taken but for the deceit practiced by the Defendants:
a. Fach RRG would have conducted an investigation of the
circumstances surrounding the fraudulent transaction, identified

the culpable parties (identified in this Amended Complaint as the
Management Defendants) and replaced them.

I, Each RRG would have conducted an audit of the reserves and al}
monies held by FVR.

c. FHach RRG would have ensured that all monies held by FVR for the
benefit of each RRG would be unaffected by losses experienced by
the other RRGs.

d. Tach RRG would have informed the Tenmessee and Virginia
regulators of the impropriety of the transaction,

e. Each RRG would have ceased writing any new business.
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f. Each RRG would have sought to procure reinsurance for its direct
hook of business without respect o arrangements that may have
existed for other RRGs.

176.  The failure of the RRGs to take these steps directly resulted in damage to
the RRGs and their policyholders. Had the RRGs taken these steps (or any one of themn) the
fraud practiced by the Conspiracy Defendants would have been interrupted much earlier than it
was and it is the contention of the Receiver that DIR, ANLIR and TRA could have been saved
and many millions of dollars in losses prevented for the Companies and their policyholders. The
caleulation of the damage to DIR, ANLIR and TRA and their policyholders is ongoing in their
veceivership estates.

C. The 2002 Unreported Side Letier Agreement

177.  On information and belief, in furtherance of their continuing conspiracy,
in May of 2001, the Conspiracy Defendants discussed limiting fither, through a new frandulent
and unteported side agreemeni, Gen Re’s reinsurance risk of loss under the Gen Re/ROA
reinsurance lreaties.

178, TIn October 2001, Seeser, Migel, and Kellogg began proposing various
drafis of a ¢ide agreement 1o replace the 2000 Unreported Side Agreement.

179, By January 4, 2002, Patterson distributed to Kelley, Hudging, and Crews
the final draft of a reinsurance “white paper” thal had been sent on January 3, 2002, to members
of ROA’s Executive Committee. As reflected in the “white paper,” the Conspiracy Defendants
became increasingly concerned that premiums charged for the physician book of business
starting in about 1997 were even more inadequate, and/or that losses being experienced were
even more severe, than they had feared in 1999, resulting in FVR having “a minimum amount of

surplus.” Based on this new information, Gen Re proposed a new [randuient scheme pursuant to
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which ROA would enter into several related agreements as part of a step fransaction with Gen Re
and FVR in and after March of 2002, effective retroactively as of December 31, 2001, or J anuary
1, 2002, depending on the agreement. Collectively, the agreements comprising the step
transaction were referred to as the “Loss Portfolio Transfer.”

180.  Pursnant to the Loss Portfolio Transfer, FVR commuted to Gen Re all of
FVR’s liabilities and obligations under the Gen Re-FVR Retrocession Agreements. In exchange
for the commutation of liabilities and obligations under the Gen Re-FVR Retrocession
Agreements, FVR paid Gen Re a commutation payment of $112,998,000 from the FVR
Berrmuda Trusts, which was intended to cover Gen Re’s potential Hability for the commuted risk,
aitributable to the pre-2002 claims. Gen Re agreed to telease to FVR’s control another $11
miilion of assets that had been in the FVR Bermuda Trusts (the “Pre-2002 Trust Balance™).

181, As part of the Loss Portfolio Transfer, Gen Re ceased accepting
reinsurance from ROA, including the pass-through reinsurance from the RRGs, for the primary
layers that it had previously accepted and ceded to FVR. ROA and Gen Re executed
Reinsurance Agrecment A593, effective December 31, 2001, wherehy Gen Re agreed to reinsure
ROA for claims made by insureds of DIR, ANLIR, or TRA in 2002 through 2005, if the
occurrence giving rise to the claim took place on or before December 31, 2001 (the “Gen Re
Tail”). The following executive summary of a different proposed agreement between ROA, Gen
Re, ANLIR, DIR and TRA set out the changes effective December 31 , 2002 as follows:

ROA, FVR and [Gen Re] entered into a transaction to change the existing

remnsurance relationship among the three parties. The transaction consisted of the

[ollowing components:

® [Gen Re] terminated the reinsurance and retrocession agreements

applicable to the primary layers of ANLIR, DIR and TRA business

reinsured by ROA so that such business would no longer pass through
[Gen Rej to FVR,
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) [Gen Re] and ROA entered into a tail cover {Reinsurance Agreement
A593) whereby [Gen Re] agreed to reinsure incidents occurTing on or
before December 31, 2001 which are reported on policies issued by
ANLIR, DIR or TRA between January 1, 2002 and December 3 1, 2005

® [Gen Re] assumed Hability for all oufstanding losses under the existing
{Gen Re]-FVR retrocession agicements in exchange for a cash
commutation payment from FVR of approximately $113 million dollars.

® [Gen Re| and ROA signed an Aggregate Cap Letter to cap [Gen Re’s]

liability at $135 million dollars for losses on ANLIR, DIR, and TRA
business previously ceded to [Gen Re} and FVR from ROA.

The transaction described above did not affect the “irue” reinsurance
provided by [Gen Re] on the secondary layers of ANLIR, DIR and TRA.
business. Such business continue{d] fo be reinsured by [Gen Re] pursuant
to the terms of Reinsurance Agreement A443 between ROA and [Gen Rel.

182, On information and belief, on January 11, 2002, Seeger confirmed with
Patterson the terms of the tentative secand side agreement amon ¢ the Conspiracy Defendants
regarding the replacement of the 2000 Unreported Side Agreement. This letier was copied to
Migel, Reindel, and Crews.

183, On information and belief, on January 24, 2002, ROA’s Senior Vice
President Actuarial informed Milliman’s Pete Wick and Robert 1.. Sanders that 2 “unique loss
ratio cap of 130% or greater” would be put in place. This communication was copied to Hudging
and Patterson.

184, On Febreary 19, 2002, Sanders acknowledged to Patterson that Bland had
briefed Sanders on the effects of the Loss Portfolio Transfer, and had informed Sanders of the
2000 Unreported Side Agreement and the proposed new side agreement {the “2002 Unreported
Side Agreement™). Sanders’ asked Paiterson for copies of the side agreements, which Bland

provided to Sanders dated February 20, 2002.
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185.  On February 27, 2002, Defendant Sanders issued his statement of
Actuarial Opinion for ROA, for the year ended December 31, 2001. At page 3, paragraph 5,
Sanders represented:

My opinion on the iogs and loss adjustment expense reserves net of

ceded reinsurance assumes that all ceded reinsurance i1s valid and

collectible. The Company has represented to me that it knows of

no uncollectible remsurance cessions. | am not aware of any

reinsurance that the Company treated as collectible but should

have treated as uncollectible. This does not imply an opinion on

the financial conditions of the Company’s reinsurers. | have not

anticipated any contingent liabilities that could arise if the

reinsurers <o not meet their obligations to the Company as

refiected in the date and other information provided to me.

186.  On page 4 of the opinion, Sanders discussed various risk factors,
including: “If the Company’s reinsurance protection does not respond to adverse reserve
deviation, such deviation could materially affect the Company’s surplus.” Te did not mention,
however, the proposed 2002 Unreported Side Agreement or its $135 million aggregate cap, of
which he had actnal knowledge. Defendant Sanders did not, in evaluating net reserves, address
the tmpact of the proposed 2002 Unreported Side Agreement or its $135 million aggregate cap
on the ceded reinsurance.

187, Although the 2002 Unreported Side Agreement had not been finalized as
of the date of the Statement of Actuartal Opinion signed by Sanders, e had knowledge of its
impending implementation. More importantly, Sanders did not mention the 2000 Unreported
Side Agreernent and its $140 million cap and attendant impact on reserves as of December 31,
2001, This Agreement was 1n effect and was known to Sanders and Milliman. Since the 2000
Unreported Side Agreement made material changes to existing reinsurance coniracts, Sanders

and Milliman should have questioned the accounting ireatment of the affected reinsurance

coniracts. Slatement of Statutory Accounting Practices 62 (“SSAP 62, which is a statutory
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implementation of Financial Accounting Standards 113 (“FAS 1137)) requires that reinsurance
contracts that undergo material changes be treated as deposit accounting, not the niore favorable
reinsurance accounting. The implementation of a cap on a contract would be such a material
change.

188.  Despite knowledge of the 2002 Unreported Side Agreement and 1ts $135
million aggregate cap, Defendants Milliman and Sanders never disclosed these as a material
change in the assumptions previously employed by them in providing an opinion on the
adequacy of reserves of ROA or the RRGs. Nor did Miiliman or Sanders ever determine, or
disclose, the additional amount of reserves that would be necessary as a consequence of the 2002
Unreporled Side Agreement and its $135 million aggregate cap. The failure of Milliman and
sanders to disclose this information led to major probletns for ROA and the RRGs. The
following is a portion of the text from a December 16, 2002 e-mail from Sanders to TRG
Executive Vice President Thomas K. Smith that discusses the exposure that the aggregate cap
placed on ROA.

{Wle will be completing owr analysis this week on ROA’s exposure to the LPT
aggregate cap of $135 million, but based on Vince’s [Franz] e-mail of
Decemberl 3, we should quickly begin discussing ways to dampen what may be
significant reserve adjustments to ROA in the fourth quarter.

At least two thoughts come to nind:

(1) Discounting ROA’s Loss Reserves: We had discussions with Craig about
approaching the Virginia Burean {o receive pernussion for ROA fo begin
discounting its loss reserves for stafutory financial reporting. The time has
come to raise this 1ssue with the Burean. If they are not receptive to allowing
discounting for ROA’s reserves related {o its core hospital business, perhaps
they can be persuaded that, given the nature of the exposure from the LPT
aggregate cap (where ROA will not make its first payment until after Gen Re
has first paid its $135 million}, a special case can be made for that promotion
of ROA’s reserves related to the aggregaie cap; and/or

(2) Revising the terms of the LPT: Another approach would be (o renegotiate the
terms of the LPT with Gen Re. Perhaps Gen Re would be willing to increase
the aggregate by $25 o $50 mithon (which would bring the cap to $160 or
$185 million, respectively). Gen Re would expect a payment for thig
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additional coverage, and depending on the negotiations, the paymenis would
be roughly equivalent to the disconnted value of the additional coverage
provided by Gen Re. Most likely, the payments will need to be made by FVR
{Crews & Hancock can confirm this), which may place a constraint as to how
much additional coverage can be purchased.

This would appear to be a significant disclosure item (related to the

subordinated convertible note offering being prepared by ROA} that we should try

to resolve as quickly as possible (emphasis added).

189, On information and belief, on March 6, 2002, Mi gel sent a draft of the
2002 Unreported Side Agreement to Patterson.

190.  On mformation and belief, on or about April 2, 2002, Hudgins and
Reindel provided PwC with a list of the Agreements of Reinsurance between ROA and Gen Re,
which list mentioned reinsurance agreements entered into, terminated, or commmuted effective
December 31, 2001, as part of the Loss Portfolic Transfer that was an integral part of the 2002
Unreported Side Agreement, but the list did not mention the 2002 Unreported Side Agreement or
its $135 million aggregate cap.

191, The Loss Portfolio Transfer, which was effective as of J anuary 1, 2002,
was part of the 2002 Unreported Side Agreement. Pursuant to the Agreement, Gen Re’s liability
for payments made by ROA, including payments on account of RRG claims, was further limited.
Payments for claims incurred, at and after 12:01 am., January 1, 2002, purperted to he limited to
an aggregate cap of $135,000,000. On March 27, 2002, Patierson exccuted the 2002 Uhreported
Side Agreement. On Aprif 11, 2002, Gen Re executed the 2002 Unreported Side Agreement.

192, On information and belief, Kelley and Hudgins had knowledge of, and
conspired with, Patterson, Crews, and Crews & Hancock with respect to the execution of the
2002 Unreported Side Agreement. Before their issuance of a year-end 2001 actuarial report, the

Milliman Defendants were aware of the details of the Loss Portfolio Transfer and the execution

of the Loss Portfolio Transfer itself. Despite their concerns and knowledge, the Milliman
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Defendants provided a “clean” actuarial statement of opinion on company reserves as of
December 31, 2001 (the Loss Portfolio Transfer was drawn up as a 2001 event for FVR and a
2002 event for ROA).

193.  The reinsurance agreements that were the subject of the 2002 Unreported
Side Agreernent included reinsurance agreements between ROA and Gen Re for business written
by ROA, and also reinsurance agreements between ROA and Gen Re for business written by the
RRGs and assumed by ROA under reinsurance agreements with the RRGs. ¢

194, Oninformation and belief, by April 30, 2002, PwC had knowledge and
copies of the 2002 Unreported Side Agreement (and, therefore, of the 2000 Unreported Side
Agreement) and the $135 million aggregate cap. However, PwC’s audit report and opinion on
ROA’s amended statutory basis financial statements for the vears ended December 31, 2001, and
2000, dated September 25, 2002, did not mention or account for the 2002 Unreported Side
Agreement or its $135 million aggregaie cap, although it mentioned the components of the Loss
Partfolio Transter that the Management Defendants had reported to the Commission.

194, PwC’s audit report and opinion on ROA’s amended siatuiory basis
hnancial statements did not opine as to whether the reinsurance acoounting, treatment of the
coniracts affected by the Loss Portfolio Transfer was proper. As mentioned earlier, SSAP 62
recuires that material changes to reinsurance agreements be accounted for under deposit

accounting rules rather than the more favorabie reinsurance acconnting treatments.

& The listed agreemenis were Agreements of Reinsurance Na. A238 between ROA and Gen Re, No. A273 between
ROA and Gen Re (applying to business assumed by ROA from DIR under Agreement No. A 1993 between ROA.
and DIR), No. AZ89 between ROA and Gen Re (applying to business assumed by ROA from ANLIR under
Agreement No. B 1293 between ROA and ANLIR), No. A442 belween ROA and Gen Re {applying to business
assumed by ROA from TRA under Agreement No. A 1995 between ROA and TRA), No. A456 hetween ROA. and
Gen Re, and No. A593 between ROA and Gen Re.
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195, The 2002 Unreported Side Agreement and the $135 million cap applied to
claims that had occurred by December 31, 2001, and were reported as of that date, as well as to
claims on policiss in-force on December 31, 2001, This was known as the Gen Re Tail
coverage. Two sets of claims are not inciuded in this Gen Re Tail coverage: claims that oceur
after December 31, 2001, on policies in-force as of December 31, 2001; and new and renewal
policies written on or after December 31, 2001, with claims that occurred prior to Decernber 31,
2001, reported after that date.

196, In Fuly 2002, ROA and FVR entered into an agreement that provided
purported remsurance for these claims. As part of the entire Loss Portfolio Transfer process,
ROA and PVR executed Agreement of Retrocession No, 2002-1 (“Retrocession Agreement No.
2002-17), which was effective retroactively to January 1, 2002, pursuant to which FVR reinsured
ROA for new and renewal policies written or reinsured by ROA which became effective after
11:59 p.m., December 31, 2001, with respect to:

(1) elaims and losses resulting from Occwrences taking place at and afier [11:59
p.m., December 31, 20017; and

(2) claims first made at and after [11:59 pm., December 31, 2001] under
coverage's written on a claims-made basis but only to the extent such claims are
not otherwise reinsured under the terms of Agreement of Reinsurance No. A593
between ROA and General Reinsurance Corporation [(i.e., the Gen Re Tail)]

197, Rewrocession Agreement No. 2002-1 obligated ROA to pay FVR 100% of
the reinsurance premium allocated to the Hmits reinsured thereunder, net of commission, under
“ROA’s reinsurance agreements A1993 with DIR, B1993 with AN LIR, and A1995 with TRA.®
Retrocession Agreement No, 2002-1 obligated FVR 1o pay ROA 100% of that portion of Net

Loss sustained by ROA that were not payable by Gen Re pursuant to Gen Re’s reinsurance

agreements with ROA. Retrocession Agreement No. 2002-1 would include amounts not payable



as the result of the $135 million aggregate cap, as well as claims occurring after December 31,
2001, on the then in-force policies.

198, On adate in 2002 contemporaneous with, or subsequent (o execution of,
Retrocession Agreement No. 2002-1, Patterson (ostensibly on behalf of ROA), FVR, and
Wachovia executed a trust agreement, to secure the performance of FVR’s obligations to ROA
and the RRGs pursunant to Retrocession Agreement No. 2002-1 (the “Wachovia-FVR Trust
Agreement”™).

199, The initial funding of the trist created by the Wachovia-FVR Trust
Agreement (the “Wachovig-FVR Trust”) was made on FTaly 11, 2002, in the amount of
$6,140,578.20, which, on information and belief, consisted of part of the Pre-2002 Trust Balance
of $11 million.

200.  The Wachovia-FVR Trust was executed for the purpose of obtaining for
ROA the benefit of reinsurance accomnting. A reinsurance agreement with a non-admitted, alien
(t.e. Bermuda) reinsurer does not gualify for the beneficial reinsurance accounting treatment
unless there is a frust fund running to the benefit of the ceding company, funds are withheld by
the ceding company to cover the remsured portion of the risk, or & letter of credit is posted by the
reinsurer. The amount of the credil against current liabilities is limited to the amount of the trust,
the amount of funds withheld by the insurer, or the face value of the letter of credit.

201.  Rewmsurance accounting would permit ROA to reduce certain claims
Habilities for reinsurance in the form of a reduction from liability for reinsurance ceded to FVR
m an amount not exceeding the maximun of (1) the labilities carried by ROA (including
liabilities for reinsurance obligations to the RRGs) and covered under the reinsurance agreement,

or (2) the amount of funds held 1n the Wachovia-FVR Trust.
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202, The Wachovia-FVR Trust existed as security for ROA’s obligations to the
RRGs, which liabilities passed to FVR under Retrocession Agreement No. 2002-1.

203, Any credit for reinsurance obtained by ROA under Virginia law enabled
ROA to maintain sufficient smplus fo continue fo he an admitied reinsurer with respect to the
RRGs under Tennessee law.

204, On information and belief, the Wachovia-F'VR Trust was always
capitalized madequately to fund FVR’s disclosed and undisclosed obligations to ROA, and
Defendants Patterson, Hudgins, Crews, Kelley and Gen Re had knowledge that the Wachovia-
FVR Trust was inadequately capitalized.

205.  Atthe time the 2002 Unreported Side Agreement was executed, the
Conspiracy Defendants knew, or should have known, that ROA’s Net Loss and Adpustment
Expense under all Subject Reinsurance Agreements would far exceed the $135 million aggregate
cap on Gen Re’s liability as ROA’s reinsurer.

206.  No later than June of 2002, Defendant Milliman had knowledge that the
aggregate liabilitics under the publicly disclosed ROA-Gen Re reinsurance {reaties exceeded the
$135 mallion aggregate cap on Gen Re’s liability established by the 2002 Unreported Side
Agreemeni.

207.  ROA’s Net Loss and Adjustment Expenses under the business subject to
the Loss Portlolio Transfer between Gen Re and FVR alone were already anticipated in March
2002 to be on the order of at least $165 million. Therefore, even without considering the other
Subject Reinsurance Agreements, ROA’s reporled insurance recoverable from Gen Re would
likely be impaired by at least $30 million, and ROA’s March 2002 Quarterly Statement

overstated ROA’s surplus to policyholders by at least $30 million.



208, If the full impact of the Loss Portfolio Transfer had been recognized by
ROA in its quarterly financial statements filed with the SCC, the resulting decrease n
policyhoider surplus would have indicated that the SCC act sooner to take regelatory action
regarding ROA. Therefore, this overstatement of eredit for reinsurance and the concomitant
overstatement of ROA policyholder surplus translated mto overstatements on the RRGs” March,
June, and September 2002 Quarterly Statements filed with the TDCI and signed by and attested
to by certain of the Management Defendants.

209.  Under Virginia law, the SCC’s prior written approval of the 2002
Unreporied Side Agreement was required if, as of the date the 2002 Unreported Side Agreement
was executed, the resulting change in ROA’s liabilities was anticipated to equal or exceed 50%
of ROA’s surplus to policyholders as of the immediately preceding December 31.

210 Disclosure of the 2002 Unreported Side Agreement to the TDCI would
have prompted immediate regulatory investigation.

211.  As of December 31, 2001, as reported in ROA’s 2001 Annual Statement,
signed February 27, 2002, 50% of ROA’s reported suplus to policyhelders equaled
$41,118,168.50. However, as discussed above, ROA’s reported surplus to policyholders as of
December 31, 2001, was inflated by at least $22.9 million (as a result of $2.5 million in false
assets and $20.4 million of arbitrary reserves write-downs). Fifty percent of ROA’s reported
surplus to policvholders as of December 31, 2001, did not exceed $30 mullion (e, $41.1 mithon
less 50% of the $22.9 million surplus to policyholders inflation). In fact, as reporied in ROA’s
Amended 2001 Annual Statement, signed September 6, 2002 (after the Virginia 5CC required
ROA to re-file its annual statement due to irregularities), 50% of ROA’s reported surplus (o

policyholders as of December 31, 2001, equaled $18,789,402.50.
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