COVMONVEALTH OF MASSACHUSETTS

SUFFOLK, SS. SUPREME JUDI CI AL COURT
FOR SUFFOLK COUNTY
NO.  SJ-2000-0394

LI NDA L. RUTHARDT, as she is
COWM SS|I ONER CF | NSURANCE of t he
COWONVEALTH OF MASSACHUSETTS,

Pl aintiff,

V.

NEW ENGLAND FI DELI TY | NSURANCE
COMPANY,

Def endant .
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PETI TI ON FOR ORDER DI RECTI NG LI QUI DATI ON OF NEW ENGLAND FI DELI TY
| NSURANCE COMPANY AND APPO NTMENT OF A PERVANENT RECEI VER

1. Linda L. Ruthardt, as she is the Conm ssioner of
| nsurance of the Commonweal th of Massachusetts (the
“Conmm ssioner”), by and through Thomas F. Reilly, Attorney
CGeneral, brings this proceeding pursuant to GL. c. 175, § 180C
t he Comm ssi oner seeking an order appointing her as Pernmanent
Recei ver of New England Fidelity Insurance Conpany (“New Engl and
Fidelity”), directing her to liquidate New Engl and Fidelity and
entering a permanent injunction.

2. The Suprene Judicial Court has exclusive and ori gi nal

jurisdiction of this action pursuant to GL. c¢. 175, § 180C



3. Pursuant to G L. c. 175, 8 3A, the plaintiff
Commi ssioner is charged wwth the adm ni stration and enf orcenent
of the insurance |laws of the Commonweal th.

4. The defendant New Engl and Fidelity Insurance Conpany
is a donestic stock insurance conpany organi zed under the | aws
of the Commonweal th. New England Fidelity has its principa
pl ace of business in West Springfield, Massachusetts, and is a
whol | y owned subsidiary of LADD Fi nancial G oup, Inc. ("LADD"),
a Massachusetts general business corporation. New Engl and
Fidelity is |icensed and does business only in Massachusetts.

5. On Septenber 20, 2000, the Comm ssioner filed with the
Court a Verified Conplaint and Request for Appointnent of
Receiver with respect to New England Fidelity pursuant to G L.
c. 175, 8§ 180B. The Court issued on that date an Injunction and
Order Appointing Receiver, which anong ot her things, appointed
t he Conm ssioner as Receiver of New England Fidelity for
pur poses of conservation and rehabilitation.

6. The Conmm ssi oner has been conducting an exam nation of
New Engl and Fidelity's financial condition pursuant to G L.
c. 175, 8 4, and has been nonitoring its financial condition
pursuant to an Adm nistrative Supervision Oder dated
May 22, 2000.

7. New Engl and Fidelity has not filed audited financia

statenents for the year ending Decenber 31, 1999.



8. As described in the Verified Conplaint, New Engl and
Fidelity's June 30, 2000 unaudited financial statement was filed
with the Comm ssioner on August 14, 2000 and reports at page 3
line 27 a reduction in "surplus as regards policyhol ders" (the
net worth of an insurer) from $6,078,961 at Decenber 31, 1999 to
$2, 712,986 at June 30, 2000—a reduction of over 55%during the
first six nonths of 2000. A copy of the June 30, 2000 fi nanci al
statenent is attached as Exhibit “A”

9. Operating | osses have continued in July and August.
In addition, commutation of the reinsurance agreenent described
in T 9 of the Verified Conplaint further reduced surplus in
August .

10. Approximately $2.75 million of New England Fidelity's
assets reported as of June 30, 2000, consist of funds on
deposit with Springfield Institution for Savings, a division of
Fam |y Bank, FSB (“Bank”). Those funds are proceeds of a |oan
fromthe Bank to LADD pursuant to a Credit Agreenent between
LADD and the Bank dated March 18, 1999. The Credit Agreenent
permtted LADD to draw down advances on the | oan solely for
capital contributions to New England Fidelity. As security for
the | oan, LADD pl edged 51% of the stock of New England Fidelity
pursuant to a related Pl edge Agreenent. The transaction

requi red approval of the Division of Insurance before the | oan



was consunmmat ed, and that approval was obtained, subject to the
condition that the Bank conplete the “Form A’ process required
by G L. c¢c. 175, 8 206B, before it exercised control over New
England Fidelity. A copy of the Division of |Insurance's
approval is attached as Exhibit "B"

11. LADD drew down on the | oan and nade capital
contributions to New England Fidelity in the anbunt of $2.75
mllion. These anmounts were reported as assets of New Engl and
Fidelity on its financial statenents. However, the Conmm ssioner
has recently | earned that New England Fidelity deposited the
funds into an account with the Bank pursuant to an | nvestnent
Managenment Agreenent. The |Investnent Managenent Agreenment was
neither submtted to nor approved by the Division of Insurance,
as it should have been. That agreenent contains a
representation by New England Fidelity that “the Account is
subject to restrictions on withdrawal s of assets except for
earni ngs on investnents so long as the Credit Agreenent as
di sclosed in Section 12, supra, remains outstanding.” A copy of
t he I nvest nent Managenent Agreenent is attached as Exhibit "C'

12. A demand has been made on the Bank for rel ease of the
$2.75 mllion of New England Fidelity funds. On Septenber 28,
2000, the Bank advised that it would not transfer the funds it
hol ds pursuant to the Investnent Managenent Agreenent. Al though

t he Receiver disputes the Bank's right to w thhold these funds,



it is clear that the approximately $2.75 million is presently
unavail abl e to pay New England Fidelity's clains and ot her
obligations. New England Fidelity currently has approxi mately
$6.3 million of cash and invested assets which conpares to its
reported liability for clains under policies of insurance and
unear ned prem um (net of prem umreceivabl es) of approxi mately
$11.1 mllion. Upon entry of an order finding New Engl and
Fidelity insolvent and directing its |liquidation the
Massachusetts I nsurers Insolvency Fund (the "Fund") will be
triggered. The Fund will then assune the obligation to adjust
and pay covered clains as well as fund the return of unearned
premumto policyhol ders.

13. In light of the foregoing adjustnents, New Engl and
Fidelity' s present surplus is estimated to be a negative $2.6
mllion. The Comm ssioner has consequently determ ned that New
Engl and Fidelity, a donmestic conpany which is the subject of a
rehabilitation proceeding under GL. c. 175, 8 180B, is
i nsol vent and should be Iiquidated within the nmeaning of G L.
c. 175, § 180C. Therefore, cause exists to order the
i quidation of New England Fidelity, to appoint the Comm ssioner
as Permanent Receiver of New England Fidelity pursuant to G L.
c. 175, 8 180C and thereby trigger the application of the Fund
to New England Fidelity obligations covered under the Fund's

enabling statute, GL. c. 175D



14.

The Conmm ssioner requests that the Court appoint Kevin

J. McAdoo as Speci al Deputy Receiver for purposes of the

liquidation, pursuant to GL. c. 175, § 179.

Dat e:

WHEREFORE, the Conmi ssioner prays that this Court:

(1)

(2)

(3)

Set a date for a hearing on this petition pursuant to
G L. c. 175, 8 180C, and issue an order of notice in
the formsubmtted herew th;

After due notice and hearing, find that New Engl and
Fidelity is insolvent within the neaning of G L.

c. 175, § 180C, and issue an order in the form
submtted herewith directing the liquidation of New
Engl and Fidelity and appointing the Comm ssioner as
Per manent Recei ver of New Engl and Fidelity pursuant to
GL. c. 175, 8§ 180C, to take possession of the
property and effects of New England Fidelity, to
settle its affairs and to distribute its assets

subj ect to such rules and orders as this Court or a
Justice thereof may prescribe; and,

Grant such other and further relief as may be
appropri ate.

LI NDA L. RUTHARDT
COWM SSI ONER OF | NSURANCE
By her attorney,

THOWAS F. REILLY

At torney Cener al

J. David Leslie BBO # 294820
Speci al Assistant Attorney General
Eric AL Smth BBO # 546244
Rackemann, Sawyer & Brewster

One Financial Center

Bost on, Massachusetts 02111

(617) 542-2300

Cctober _, 2000



VERI FI CATI ON

|, Linda L. Ruthardt, state that | amthe duly qualified
Comm ssi oner of Insurance of the Commonweal th of Massachusetts,
and that | have read the allegations set forth in the Petition
for Order Directing Liquidation of New England Fidelity
| nsurance Conpany and Appoi ntment of a Pernmanent Receiver, and

that they are true to the best of my know edge, information and
bel i ef .

Li nda L. Ruthardt
Conmmi ssi oner of | nsurance

Date: Cctober _ , 2000



