COVMONVEALTH OF MASSACHUSETTS

SUFFOLK, SS. SUPREME JUDI CI AL COURT
FOR SUFFOLK COUNTY
NO. SJ-2000-0475

LI NDA L. RUTHARDT, as she is
COW SSI ONER OF | NSURANCE of the
COVMONVEALTH OF MASSACHUSETTS,

Pl aintiff,
V.
LUVBER MUTUAL | NSURANCE COVPANY,
SEACO | NSURANCE COVPANY, and
NORTH AMERI CAN LUVBER | NSURANCE
COVPANY,

Def endant s.

N N N N N N N N N N N N N N N N

VERI FI ED COVPLAI NT AND REQUEST FOR APPO NTMENT
OF RECEI VER

| NTRODUCTORY STATEMENT

1. Linda L. Ruthardt, as she is the Conm ssi oner of
| nsurance of the Commonweal th of Massachusetts (the
“Conmm ssioner”), by and through Thomas F. Reilly, Attorney
Ceneral, brings this proceeding pursuant to GL. c. 175, § 180B
seeki ng her appointnent as receiver for the purposes of
conservation and rehabilitation of Lunber Mitual I|nsurance
Conpany, SEACO I nsurance Conpany and North American Lunber
| nsurance Conpany (collectively, “Defendants”), an injunction
restraining the Defendants fromfurther proceeding with their
busi ness, except at her direction, an injunction barring actions
by third parties that may interfere with the conservation and

rehabilitation of the Defendants, and authorization to cancel the



Def endants’ policies of insurance and a reinsurance contract as
of Decenber 31, 2000.
SUBJECT MATTER JURI SDI CTl ON

2. The Suprene Judicial Court has exclusive and ori gi nal
jurisdiction of this action pursuant to GL. c. 175, § 180B
PARTI ES AND RELATED ENTI Tl ES

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

4. The defendant Lunmber Mitual | nsurance Conpany (*Lunber
Mutual ) is a donmestic mutual insurance conpany organi zed under
the laws of the Commonweal th. Lunber Miutual has its principa
pl ace of business in Fram ngham Massachusetts.

5. The def endant SEACO | nsurance Conpany (“SEACO) is a
donestic stock insurance conpany organi zed under the |laws of the
Commonweal th. SEACO has its principal place of business in
Fram ngham Massachusetts, and it is a wholly owned subsidiary of
Lunber Mt ual .

6. The defendant North Anmerican Lunber |nsurance Conpany
("North American") is a donmestic stock insurance conpany
organi zed under the |laws of the Commonwealth. North American has
its principal place of business in Fram ngham Mssachusetts, and
it is a wholly owned subsidiary of Lunber Mitual.

STATEMENT OF FACTS

7. Lunmber Mutual is authorized to issue insurance policies

pursuant to, anong others, clauses 1, 2, 4, 5, 6, 7, 8, 9, 10,



12, 13 and 17 of G L. c¢. 175, §8 47. Cenerally, these clauses
refer to property and casualty |lines of insurance. Lunber Mt ual
is licensed in Massachusetts and all other states of the United
States, including the District of Colunbia, except Al aska, Hawai i
and Okl ahoma, and primarily underwites commercial property and
casualty lines of insurance (commercial nmulti peril, workers
conpensation and liability insurance). The aforenentioned states
are "reciprocal states" as defined in GL. c. 175, § 180A

8. SEACO i s authorized to issue insurance policies
pursuant to, anong others, clauses 1, 2, 4, 5 6, 7, 8, 12, 13
and 17 of G L. c. 175, 8 47. SEACO is licensed in Massachusetts,
Connecti cut, Mai ne, New Hanpshire, New York, Rhode Island and
Vermont and underwites comrercial property and casualty |ines of
i nsurance (commercial nmulti peril, workers conpensation and
l[tability insurance). The aforenentioned states are "reciprocal
states" as defined in GL. c. 175, § 180A

9. North American is authorized to issue insurance
policies pursuant to, anong others, clauses 1, 2, 4, 6, 7, 8, 12
and 17 of G L. c. 175, 8 47. North American is licensed in
Massachusetts, Al abama, Arkansas, Connecticut, Del aware, Georgi a,
Kent ucky, Loui siana, M ne, Maryland, M chigan, M ssissippi, New
Jersey, North Carolina, Chio, Pennsylvania, Rhode I|sland, South
Carolina, Tennessee, Vernont, Virginia, Wst Virginia and
W sconsin and underwites comrercial property and casualty |ines

of insurance (commercial multi peril, workers conpensation and



l[tability insurance). The aforenentioned states are "reciprocal
states" as defined in GL. c. 175, § 180A

10. The Defendants have the sanme officers and directors.

11. The consolidated financial statenments filed by the
Def endants for the period endi ng August 31, 2000 reported total
surplus (net worth) of $39, 243,860, which represents a reduction
in total surplus of over $17.7 mllion (31% since Decenber 31,
1999. The Defendants reported a reduction in surplus during 1999
of approximately $32 mllion (36% . For the nonth of August, the
Def endants reported a net |oss of $884,859. It is estinmated that
the Defendants will continue to incur operating |osses throughout
t he remai nder of 2000.

12. The Commi ssioner has been conducting an exam nation of
t he Defendants, pursuant to GL. c. 175, 8 4, since md-year and
has been assisted in that exam nation by the actuarial consulting
firmof Tillinghast, a Towers Perrin Conpany. The Comm ssi oner
has concl uded that adjustnents should be made to the Defendants'
surplus, reported as of Decenber 31, 1999, which, in the
aggregate, will reduce the Defendants' surplus to a | evel which
she deens i nadequate to support their continued operation outside
of a rehabilitation proceeding.

13. The Defendants' basic reinsurance program has been
termnated as to policies renewing after Decenmber 31, 2000 and
t hey have been unable to renew their reinsurance for |osses for

catastrophic events occurring after that date.



14. The Defendants have been advised that AAM Best, a
national insurance rating organization, will downgrade its rating
of the Defendants' financial condition to "C' (Wak)-- "Assigned
to conpani es that have, on bal ance, weak bal ance sheet strength
and operating performance.”" Such a downgrade will make it
extrenely difficult for the Defendants to retain desirable
busi ness and obtain reinsurance at rates which will permt them
to operate profitably. As such, operation beyond Decenber 31,
2000 poses significant risk to the Defendants' remaining capital
and surpl us.

15. The Defendants earlier this year engaged an investnent
banker and have sought to identify investor or nerger options.
Wil e due diligence was conducted by several interested persons,
no of fers were nade.

16. The Conm ssioner has concluded that in view of all the
foregoing facts, the Defendants' financial condition renders
their further transaction of business hazardous to the public and
to their policyholders and creditors within the nmeaning of
GL. c. 175, § 6.

17. 1t is in the best interest of the public and the
pol i cyhol ders and creditors of Defendants for the Court to
appoi nt the Conmm ssioner as Receiver of the Defendants for the
pur poses of conservation and rehabilitation, and to i ssue an
injunction pursuant to GL. c. 175, 8§ 180B enjoining the
Def endants, their directors, officers, enployees and agents from

further conducting or operating their business, except upon the



order of the Receiver. The condition of the Defendants as

descri bed above requires the appointnent of a Receiver to further
nmonitor their condition and managenent, take control of their
property and assets, oversee their continued operation for the
pur pose of conserving their assets and rehabilitating them and
to take such neasures as nmay be proper to elimnate the causes
and conditions noted herein. The Defendants assent to the relief
requested by the Comm ssioner.

18. Due to the financial condition of the Defendants,
including the termnation of the reinsurance prograns and the
consequent risk presented to their policyhol ders, the
Comm ssi oner has concluded that their policies of insurance
shoul d be cancel ed and therefore requests the Court to enter an
order authorizing the cancellation of the Defendants' policies of
i nsurance as of 12:01 a.m, January 1, 2001. A formfor such
cancel lation notice is submtted herewmth. The Defendants al so
afford, through a reinsurance contract, coverage for | osses under
policies of insurance issued by a M nnesota reciprocal insurance
exchange, Forest Products |Insurance Exchange. For the sane
reasons descri bed above, the Conm ssioner requests the Court to
enter an order termnating that reinsurance agreenent as of 12:01
a.m, January 1, 2001.

19. Pursuant to G L. c. 175 § 180D, the Conm ssioner wl|
be required to give notice of her appointnment to the Defendants’

policyholders, in a formprescribed by the Court.



20. The Conmm ssioner woul d propose to report to the Court
wi thin sixty days of her appointnment with recommendati ons for
further action concerning the Defendants. It is the
Comm ssioner's intention to explore the feasibility of
transaction(s) for the affiliation or sale of the Defendants or
their material business assets.

21. The Comm ssioner further requests, pursuant to
GL. c. 175, 8 179 and § 180B, that she be authorized to continue
to enpl oy special counsel. In accordance with GL. c¢. 175, § 179
and 8 180B, the Comm ssioner seeks authorization to fix the
conpensati on of said special counsel, and to continue to pay said
conpensation and all other necessary expenses of taking
possessi on of Defendants and of conducting this proceeding, out
of the funds or assets of Defendants.

22. Upon entry of the Order Appointing Receiver herein
requested, litigation against Defendants, their directors,
of ficers, enployees and agents, or the Conm ssioner, as Receiver,
in courts other than this Court is likely. The continuation,
commencenent or prosecution of such litigation or other
proceedi ngs in other courts or forunms, and the tine and expense
i nvol ved in defending such litigation or proceedings, could
interfere with the receivership proceeding in this Court and the
orderly resolution of Defendants' difficulties. Litigation
agai nst Defendants, their directors, officers, enployees and

agents, or the Conm ssioner, as Receiver, conducted outside of a



recei vership proceeding in this Court, could materially hinder
t he di scharge of the Receiver's responsibilities under G L.

c. 175, and frustrate the purpose and policies of the
Commonweal th as expressed in GL. ¢c. 175, § 180B. Since such
actions or proceedings, other than the prosecution of clains by
persons for unpaid benefits under policies of insurance, would
interfere with a receivership proceedi ng, they should be
enjoined, to the full extent of the Court's jurisdiction.

23. The Conm ssioner, as Receiver, may find it necessary or
desirable to institute or defend litigation or other proceedings
in jurisdictions outside Massachusetts, or to take other action
requiring legal attention in jurisdictions outside Massachusetts,
to protect Defendants and their interests or otherwise to
di scharge the Receiver's responsibilities under GL. c. 175.
Accordi ngly, the Comm ssioner nmay need to enploy attorneys or to
continue the enpl oynent of attorneys previously enployed by the
Def endants or the Comm ssioner, as special or local counsel to
represent the interests of the Defendants or the Conm ssioner, as
Receiver, in the proper defense, prosecution or other disposition
of litigation, other proceedings and other |egal matters, al
upon such terns and conditions as the Conm ssioner, as Receiver,
consi ders necessary in accordance wwth GL. c¢c. 175, and to pay
for said services out of the funds or assets of the Defendants.

24. Pending subm ssion to the Court of any further proposed

pl ans or requests for appointnent, and pursuant to G L. c. 175,



8§ 180B, the Comm ssioner, in order to performher duties as
Receiver, may require authorization to del egate such authority to
and to pay such appropriate personnel as the Conm ssioner, as
Recei ver, deens reasonably necessary to carry out the operations
of Defendants in conservation and rehabilitation, subject to
conpliance with the provisions of GL. c. 175, the supervision of
t he Comm ssioner, as Receiver, and subject to further orders of
the Court.

STATEMENT OF CLAI M

25. The allegations contained in Paragraph 1 through 24 of
this Verified Conplaint and Request for Appointnent of Receiver
are reasserted as if set forth herein.

25. The foregoing allegations denonstrate that the
Def endants' condition renders their further transaction of
busi ness hazardous within the neaning of GL. c¢c. 175, 8§ 6
Therefore, grounds exist under GL. c¢. 175, § 180B, for the
granting of the injunctive relief requested, and for the
appoi ntment of the Conm ssioner as Receiver for the purposes of
conservation and rehabilitati on of Defendants.

RELI EF REQUESTED

WHEREFORE, the Conmi ssioner prays that this Court:
(1) Enter an Injunction and Order Appointing Receiver:

(a) Appointing the Conm ssioner and her successors in
of fice as the Receiver of Defendants for the purposes
of conservation and rehabilitation;

(b) Directing the Comm ssioner, as Receiver, to take
i mredi ate control of the property and assets of the
Def endants and to adm ni ster them under the general



(c)

(d)

(e)

()

(9)

supervision of this Court and to report to the Court
Wi thin sixty days as to proposed further action;

Enj oi ning the Defendants, and their respective
directors, officers, enployees and agents from further
proceeding with their business, except upon the order
or direction of the Receiver;

Pursuant to G L. c. 175, 8 179 and 8 180B, authori zing
t he Comm ssioner, as Receiver, to enploy or to continue
to enpl oy such special counsel, including counsel in

ot her jurisdictions, and consultants as she deens
necessary, and to fix and pay or to continue to fix and
pay the conpensation of such special counsel and
consultants and all other necessary expenses of taking
possessi on of the Defendants and of conducting this
proceedi ng out of their respective funds or assets as
appropri at e;

To the full extent of the jurisdiction of the Court and
the comty to which the orders of the Court are
entitled, enjoining and restraining all persons, other
t han persons prosecuting clains for unpaid benefits
under policies of insurance, frominstituting or
continuing to prosecute any suit, action or other
proceedi ng agai nst Defendants, their directors,

of ficers, enployees or agents, or against the
Comm ssi oner as Receiver of Defendants; or from
executing or issuing or causing the execution or

i ssuance of any wit, process, summons, attachnent,
subpoena, replevin, execution or other proceeding for

t he purpose of inpounding or taking possession of or
interfering with any property owned by or in the
possessi on of Defendants, or owned by any Defendant and
in the possession of any of their directors, officers,
enpl oyees or agents, or owned by any Defendant and in

t he possession of the Conmm ssioner as Receiver;

Aut horizing the termnation of all of the Defendants
policies of insurance and approving fornms of notice to
policyholders of (i) the termnation of their policies
as of 12:01 a.m, January 1, 2001, and, (ii) the

appoi ntnent of the Receiver;

Aut horizing the term nation of the reinsurance
agreenent between the Defendants and the Forest
Products I nsurance Exchange as of 12:01 a.m,
January 1, 2001;
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(h) Authorizing the Comm ssi oner,

as Receiver, to take such

ot her action, as she deens appropriate to effectuate
t he purposes of such order; and

(2) Gant such other relief as may be appropriate.

LI NDA L. RUTHARDT
COWM SSI ONER OF | NSURANCE

By her attorney,
THOWAS F. REILLY
At torney Cener al

J. David Leslie BBO # 294820
Eric A Smth BBO # 546244
Speci al Assistant Attorneys Ceneral

Rackemann,

Sawyer & Brewster

One Fi nanci al
Bost on, Massachusetts 02111
(617) 542-2300

Dat e: Novenmber _ , 2000

ASSENTED TO

Lunmber Mutual | nsurance Conpany
SEACO | nsurance Conpany
North American Lunber | nsurance Conpany

By:
Title:

Dat e: Novenmber _ , 2000
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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 Verified
Conpl ai nt and Request for Appointnment of Receiver, and that they
are true to the best of ny know edge, information and belief.

Li nda L. Ruthardt
Conmmi ssi oner of | nsurance

Dat e: Novenmber _ , 2000
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