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STATE OF MICHIGAN
CIRCUIT COURT FOR THE 30™ JUDICIAL CIRCUIT
INGHAM COUNTY

Anita G, Fox, Director of the Michigan
Department of Insurance and
Financial Services
Case No. 19-504-CR
Plaintiff,
Hon. Wanda M. Stokes
”

Pavonia Life Insurance Company
of Michigan,

Defendant,
{

NOTICE OF APPEARANCE OF RYAN M. SHANNON AND
JEFFERY V. STUCKEY ON BEHALF OF GBIG HOLDINGS, INC.

NOW COMES Dickinson Wright PLLC, by Ryan M. Shannon and Jeffery V. Stuckey,
who hereby enter their appearances on behalf of non-party GBIG Holdings, Inc. in the above-

captioned matter.

Respectfully submitted,

DICKINSON WRIGHT PLLC

Dated: November 1, 2019 By: ﬁw ﬂ4 K_,

Ryan M. Shannon (P74535)
Jeffery V. Stuckey (P34648)
Attorneys for GBIG Holdings, Inc.
215 S. Washington Sq., Suite 200
Lansing, MI 48933

(517) 371-1730
rshannonf@dickinsonwright.com
istuckey(@dickinsonwright.com
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STATE OF MICHIGAN
CIRCUIT COURT FOR THE 30™ JUDICIAL CIRCUIT
INGHAM COUNTY

Anita G. Fox, Director of the Michigan
Department of Insurance and
Financial Services
Case No. 19-504-CR
Plaintiff,
Hon. Wanda M. Stokes
v

Pavonia Life Insurance Company
of Michigan,

Defendant.
/

PROOF OF SERVICE

The undersigned hereby certifies that on November 1, 2019, he caused to be served on the
following, by first class mail, postage prepaid, a true and correct copy of (1) the Appearance of
Ryan M. Shannon and Jeffery V. Stuckey on behalf of GBIG Holdings, and (2) the Response of
GBIG Holdings, Inc. to the 10/04/2019 Objection to Plan of Rehabilitation By Independent
Insurance Group LLC:

Michigan Department of Attorney General
Attn: Christopher Kerr and James Long
Corporate Oversight Division

P.O. Box 30736

Lansing, MI 48909

Jonathan E. Raven

Fraser Trebilcock Davis & Dunlap PC
124 W. Allegan Street, Suite 1000
Lansing, M1 48933

Timothy W. Volpe

Adams and Reese LLP

501 Riverside Avenue, Suite 601
Jacksonville, FL 32202

The undersigned further certifies that on November 1, 2019, he caused to be served via
hand-delivery, a copy of the foregoing documents on the Clerk of the Court, Ingham County
Circuit Court, 313 W. Kalamazoo Street, Lansing, MI, and a Judge’s Copy of the Response of
GBIG Holdings, Inc. to the 10/04/2019 Objection to Plan of Rehabilitation by Independent



Insurance Group LLC on the Honorable Wanda M. Stokes, Ingham County Circuit Court, 315 S.
Jefferson St, 3" Floor, Mason, M1 48854.
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v

Pavonia Life Insurance Company
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RESPONSE OF GBIG HOLDINGS, INC.,
TO THE 10/04/2019 OBJECTION TO PLAN OF REHABILITATION
BY INDEPENDENT INSURANCE GROUP, LLC

GBIG Holdings, Inc. (“GBIG™), by and through its counsel, Dickinson Wright PLLC, and
pursuant to the Court’s August 8, 2019 Order Preliminary Approving Plan of Rehabilitation (the
“Procedural Order”)! hereby responds to the October 4, 2019 Objection to the Plan of
Rehabilitation filed by Independent Insurance Group (“I1G™).

L. Introduction
“The purpose of [Chapter 81 of the Insurance Code] is the
protection of the interests of insureds, claimants, creditors, and the

public with minimum interference with the normal prerogatives of
the owners and managers of insurers.””

These rehabilitation proceedings were initiated following the voluntary consent of GBIG

and Pavonia Life Insurance Company (“Pavonia”) to the filing of a Petition for Rehabilitation by

| See August 8, 2019 Order, Section II, Page 12 (“Other interested parties may likewise file and
serve a written response to such comments or objections on or before Friday, November 1, 2019.”)

2 MCL 500.8101(3).



the Director of Insurance and Financial Services (“DIFS”). The question presently before this
Court is whether the Plan of Rehabilitation, submitted by the Director (Michigan’s chief insurance
regulator, acting as rehabilitator) should be approved. This question is reviewed on an abuse of
discretion standard. There is ample support for the Plan already in the record, and the Court has
received no objections from interested parties showing that the Director has abused her discretion
in proposing the Plan.

I1G has filed an Objection in which it asks to delay the entry of the Plan while I1G considers
whether to make an offer to buy Pavonia—i.e., IIG makes a non-binding proposal to propose.
Such delay is unwarranted and unwise, especially as IIG sat on the sidelines for months after GBIG
made it publicly known that it was courting potential purchasers for Pavonia (and while GBIG
worked with potential buyers to facilitate their diligence). Indeed, IIG only sought to insert itself
into this process affer the stipulated Petition for Rehabilitation had been filed. Delay of the nature
sought by IIG would moreover increase risks to Pavonia Life Insurance Company’s (“Pavonia”)
policyholders, creditors, and shareholders in various ways. (These are the very parties that
rehabilitation is designed to protect.) Delay would increase the costs of administration (which are
to be paid from Pavonia’s estate), increase the likelihood that key employees will depart for other
opportunities while a new deal is explored and developed, and increase execution risk on the deal
that has already been negotiated over many months of good faith efforts by GBIG, Aspida Holdco,
Inc., and DIFS.

Though 1IG repeatedly refers to itself as an “interested party,” it is not—it has no legally

protected interests in this proceeding. It is a complete stranger to Pavonia as well as to Pavonia’s



policyholders, shareholders, and creditors.> I1IG has cited no authority—and none exists—to
support its involvement in this proceeding. Chapter 81 of the Insurance Code, which governs
insurance rehabilitations, does not confer any rights upon entities that aspire to buy insurers or on
disappointed bidders. Contrary to 1IG’s claims, nothing in the Plan or in the negotiated Stock
Purchase Agreement requires anyone to consider alternative offers or to allow for IIG to delay
proceedings while it considers whether to make one.

Conversely, Chapter 81 confers sole authority in proposing a Plan of Rehabilitation on the
Director. As IIG has no legally protected interests in this proceeding, 11G’s Objection should be
disregarded, the Plan should be approved, and this Court should move ahead with steps to return
Pavonia to its normal operations as soon as practicable and as is consistent with the purposes of
Chapter 81.

IL. Pertinent Facts and Procedural History

A. The Plan of Rehabilitation is the work of multiple parties over many months.

This rehabilitation proceeding concems the disposition of Pavonia—a life insurer
domiciled in Michigan. Pavonia is a wholly-owned subsidiary of GBIG Holdings, Inc. (“GBIG”).
GBIG is ultimately owned by Greg Lindberg,.

In April of 2019, the United States Department of Justice unsealed a federal criminal

indictment of Mr. Lindberg. By that time, and indeed long before, GBIG and Pavonia had already

3 1IG states in its Objection that it “act[s] through™ its subsidiary, “Independent Life Insurance
Company” (“ILIC™), and characterizes ILIC as a “national leader in the structured settlement
market.” (Objection p. 2-3.) Like IIG, ILIC is a stranger to Pavonia and also to the Michigan
insurance market. ILIC holds authority to transact insurance only in one state—Texas—and only
began operations in 2018. It has had negative net income (losing more than $1.5 million) since it
started operations. (See 2Q Financial Statement of Independent Life Insurance Company, p. 1, 4,
attached as Exhibit 1. The attachment is an excerpt from the publicly available financial
disclosures ILIC must make to Texas and the NAIC.)



commenced discussions with DIFS concerning the status of and future plans for Pavonia. (See
Affidavit of Tamre Edwards (“Edwards Affidavit”), Exhibit 2, § 5.) GBIG raised the sale of
Pavonia as a potential solution (i.e., to the holding company hazards posed by the investigation
into Mr. Lindberg) in its initial discussions with DIFS, which occurred as far back as October of
2018. (Jd) For the next nine months—including up to filing of the stipulated Petition for
Rehabilitation—GBIG was in regular communications with DIFS concering its plans and
proposals and the interim measures taken by Pavonia and GBIG to protect Pavonia’s
policyholders.* (See id, 6.)

During its consideration of alternatives, GBIG engaged in an open process to attract a
suitable buyer. (/d., 7 7-8.) The fact that GBIG was looking for a buyer was widely disseminated.
The Wall Street Journal, e.g., reported on February 28, 2019 that “Mr. Lindberg’s team has
shopped the U.S. insurance units to financial firms eager to expand or get into life insurance.”
Further, on April 5, 2019, GBIG issued a press release confirming that it was pursuing a sale of its
U.S. life insurance companies. (See Press Release, Exhibit 3.) Over the last year, GBIG and
Pavonia have entered into multiple agreements to facilitate due diligence by potential buyers; fully
20 prospects were given access to a dedicated data room to perform review and consider making

proposals to acquire Pavonia. (See Edwards Affidavit, Ex. 2, § 8.) Seven different interested

4 Prior to rehabilitation, as a result of the investigation and indictment of Mr. Lindberg, and with
the support of DIFS, GBIG transitioned all of Pavonia’s investment management services to
Goldman Sachs Asset Management (“GSAM?”). Notwithstanding I1G’s expressed concerns about
the investment portfolios of Pavonia’s North Carolina affiliates, GSAM has kept Pavonia’s
investments in compliance with the laws of Michigan, where Pavonia is domiciled.

5 See Leslie Scism, Financier Who Amassed Insurance Firms Diverted $2 Billion Into His Private
Empire, Wall Street Journal (February 28, 2019), available at
https://www.wsj.com/articles/financier-who-amassed-insurance-firms-diverted-2-billion-into-
his-private-empire-11551367856 (last accessed October 29, 2019).




parties met with GBIG management for comprehensive diligence discussions, and multiple
proposals were received and considered. (/d.)

GBIG ultimately identified Aspida Holdco, Inc. (“Aspida”®) (a subsidiary of Ares
Management Corporation (“Ares™)) as a suitable buyer and entered into good faith negotiations.
(Edwards Affidavits, Ex. 2, §9.) Ares is a publicly traded company with approximately $142
billion of assets under management, and nearly $6 billion in market capitalization. Ares proposes
to support Pavonia with significant capital and resources as part of its overall growth plan.

Aspida and GBIG negotiated the July 9, 2019 Stock Purchase Agreement (“SPA”)® over
the course of six months. (Jd., § 10.) GBIG identified Aspida as a suitable purchaser to DIFS in
the middle of that negotiation process (in or around May of 2019), and DIFS remained involved
in discussions throughout. (Jd., 9 11.) Following compietion of the negotiations, on July 9, 2019,
Pavonia stipulated to the Director’s filing of a Rehabilitation Petition in this Court, which Petition
contemplates the sale of Pavonia to Aspida under the negotiated SPA. Pavonia’s board of
directors, and GBIG (as the shareholder of Pavonia) consented to voluntary rehabilitation because
of the negotiated transaction reflected in the SPA and Rehabilitation Plan. (/d., §12.)

As stated in the Petition by the Director (acting as rehabilitator), “Pavonia is financially
stable,” and “has not engaged in the non-insurance affiliate investment activity encumbering”
affiliate insurers now under rehabilitation in North Carolina. (See Petition, § 11.) None of

Pavonia’s contemplated officers or directors following closing are known to be facing criminal

6 See Exhibit A to filed Plan of Rehabilitation.



indictment,” and moreover, Pavonia’s rehabilitation can be achieved through its sale to a ready and
willing buyer—Aspida—with adequate sophistication and capital to assure Pavonia’s continued
success.

Shortly after the Petition was filed—on July 24, 2019—Aspida filed a “Form A” Statement
(“Regarding the Acquisition of Control of or Merger with a Domestic Insurer””) with the Director.
By statute, before Pavonia is sold to Aspida, the Director—in a process that is separate from this
rehabilitation—must approve of Aspida’s plans for Pavonia, including, among other things, the
probity of management and directors that will be in place after the change of control, the
consideration to be paid for Pavonia, the investment plans that will apply to Pavonia following
transfer, and the intercompany services and cost sharing arrangements that will exist between
Pavonia and its new affiliates. See MCL 500.1315. The Plan of Rehabilitation before this Court
is contingent on approval of the Form A. DIFS has deemed the Form A filing “complete” and is
in the course of review. GBIG anticipates that approval should be forthcoming.

B. No policyholder has objected to the Plan of Rehabilitation.

Following submission of the Rehabilitation Plan by the Director, this Court entered an
August 8, 2019 Procedural Order that preliminarily approved of the Plan and established various
deadlines and procedures. Pursuant to the Order, “[i]nterested parties desiring to submit any
comment or objection to the Plan of Rehabilitation” were to do so by October 4, 2019. (Procedural
Order, pp. 11-12.) The Court further ordered that parties interested in responding to objections

could do so by November 1, 2019. (/d.)

7 Pursuant to 18 U.S.C. § 1033, no person with a prior conviction for crimes of dishonesty may
serve in a management or ownership role as respects an insurance company without written
permission from each relevant state’s insurance regulator.



No policyholder of Pavonia has filed any objection to the Plan of Rehabilitation. IIG is not
a policyholder, claimant, or creditor of Pavonia; though IIG claims that it desires to make an offer
“for the benefit of the Pavonia policyholders,” no policyholder has expressed support for I1IG’s
Objection in any filing with this Court. (See Objection at Ex. A Letter, p. 1; see also Edwards
Affidavit, Ex. 2,7 13.)

C. IIG did not present any proposals during the months of negotiation and review
preceding the filing of the Petition.

Notwithstanding that GBIG had made it known that it was seeking buyers for Pavonia for
months before the filing of the July 9, 2019 Petition, IIG did not communicate any interest to GBIG
or Pavonia during that period. (See Edwards Affidavit, Ex. 2, § 14.) 1IG’s first contact to alert
anyone of its potential interest in purchasing Pavonia apparently did not occur until August 2, 2019
(in the letter IIG attaches to its Objection).

[IG’s October 4 Objection further does not contain an offer to purchase or otherwise bind
IIG to any specific terms. Instead, it merely “express[es] [IIG’s] desire and intent to make a ...
[plroposal,” at a later date, following an undefined diligence period. (See Objection, pp. 2-3.) IIG
thus proposes to propose—it specifically states that its “Proposal” is “non-binding” and
conditioned on “satisfactory due diligence review” of nonspecific “due diligence information.”
(/d., p. 3, n. 1.} Further, IIG’s “Proposal’” does not include any details on the agreements that IIG
will potentially enter into with Pavonia concerning, e.g., intercompany services, sharing of space,
tax allocations, reinsurance proposals, or cost-sharing arrangements. DIFS has thus not engaged
in any review of these agreements or of the various other factors that would be reviewed in a Form
A submitted with respect to an actual change of control proposal. See MCL 500.1315, MCL

500.1341. Development and review of such materials would likely take months.



III.  Argument

A. Standard of Review and General Principles of Chapter 81

Insurance receivership proceedings in Michigan are governed by Chapter 81 of the
Michigan Insurance Code (the “Code™). MCL 500.8101 ef seq. Chapter 81’s stated purpose is the
protection of the interests of “insureds, claimants, creditors, and the public, with minimum
interference to the prerogatives of the owners and managers of insurers ....” MCL 500.8101(3)
(emphasis added). Chapter 81 further emphasizes the goal of enhanced “efficiency and economy”
in receivership proceedings, with the minimization of legal uncertainty and litigation. MCL
500.8101(3)(c).

The only person authorized to propose a plan of rehabilitation is the Director of DIFS,
acting as rehabilitator. MCL 500.8104(1), MCL 500.8114(4). The Director, further, is the state’s
chief regulator of life insurance companies. With her staff at DIFS, she is uniquely qualified to
assess the financial viability and probity of insurance companies and their owners.® The Director

"R

is given great discretion and power when acting as rehabilitator to “reform,” “revitalize,”
“transform,” “convert,” and otherwise to “deal with the property and business of” an insurer in
receivership. MCL 500.8114. Chapter 81 does not contemplate that any other person—interested
or not—inay propose alternative plans or usurp the Director’s authority to propose plans, or may

compel the Director to proceed with the filing of a plan at any particular time. See MCL

500.8114(4).

8 See Attorney General ex rel Comm’r of Ins v Lapeer Farmers Mut Fire Ins Ass'n, 300 Mich 320,
326 (1942) (finding trial court did not abuse discretion in denying petition of objecting members
and creditors to intervene in insurance receivership, in part, because commissioner was already a
party and was an “impartial and important state department[] charged with the duty and
responsibility of seeing that justice is done” in receiverships).



Chapter 81 is not designed to protect or foster the business interests of persons who desire
to purchase insurers. As is relevant here, nothing in Chapter 81 compels that an insurer in
rehabilitation must be sold, or that any particular offer to purchase an insurer must be considered.
Indeed, nothing in Chapter 81 requires that a Court give objectors of any type a hearing. See MCL
500.8114(4) (stating the court may approve, modify, or disapprove of a plan “after notice and
hearings as the court may prescribe”) (emphasis added).

Like many chapters of the Code, Chapter 81 is based on a model law—the Insurance
Receivership Model Act—promulgated by the National Association of Insurance Commissioners
(“NAIC™).® In addition to revising and updating the model law, the NAIC trains regulators on its
application and develops implementation materials, including the NAIC Receivers Handbook for
Insurance Company Insolvencies, which is updated regularly to reflect developments in state law
(the “Handbook”). (The most recent updates to the Handbook were made in 2018.)

The Handbook states that “[t]he court’s review of the rehabilitator’s proposed plan is
generally a limited one, subjecting the rehabilitator’s proposal to an abuse of discretion standard.”
See Excerpts from Handbook, p. 488 (2018), Exhibit 4 (gathering legal authorities). Courts
applying analogous state receivership statutes have generally deferred to the business judgment of
a rehabilitator, and will disapprove of the rehabilitator’s actions only when they are shown to be
arbitrary, capricious, or an abuse of discretion. See Mills v Florida Asset Financing Corp, 31 AD
3d 849, 850 (NY 3d Dep’t 2006). Learned treatises on the subject of insurance similarly recognize

that, within the context of reviewing the plans of a rehabilitator, “[tJhe court may not ... use its

9 See MacDonald v State Farm Ins Co, 419 Mich 146, 151 (1984) (approving of reference/reliance
on statements and purposes in model acts adopted by Michigan legislature when interpreting state
laws).



supervisory role as a means of substituting its judgment for that of the commissioner.” Couch on
Insurance (3d), § 5:23 (2019). In sum, the statutes and related authorities contemplate that this
Court should approve of the Plan as submitted unless the Court identifies some reason to believe
that the Director has acted outside of the scope of her considerable statutory discretion.

B. IIG is not an interested party.

IIG asserts at various points that it is an “interested party” to these proceedings (see, e.g.,
Objection p. 1, p. 9); it requests discovery and delay, and an opportunity to propose an alternative
plan to the one put forward by the Director. I1G is not, however, an “interested party” in the sense
suggested by its Objection.

I1G apparently seeks to convert the Court’s use of the phrase “interested parties” in the
Procedural Order into something more than it is. The only #rue parties in a receivership proceeding
are the Director, as rehabilitator, and the insurer’s estate (here, Pavonia). Formal intervention by
other additional persons in insurance receiverships is only permitted in “unusual circumstances,”
and even actual policyholders and claimants are not afforded actual party status absent a showing
that the commissioner is not protecting their interests. See Attorney General ex rel Commissioner
of Ins v Lapeer Farmers Mut Fire Ins Ass’n, 300 Mich 320, 236 (1942). Further, under Michigan
law, only “real parties in interest” have standing and are owed due process. MCR 2.201(B). See
Lansing Sch Ed Ass'n v Lansing Bd of Ed, 487 Mich 349, 372 (2010) (holding that standing as a
party in interest requires a special injury or right, or a substantial interest that will be detrimentally
affected in a manner different from the citizenry at large); see also Michigan Nat'l Bank v Mudgett,
178 Mich App 677, 679 (1989) (finding even corporation’s owner lacked standing with respect to

corporate contract claim; only corporation itself could initiate action).

10



There was no statutorily-mandated bid process as related to the purchase of Pavonia—and
even in the Objection, IIG makes no actual “bid.” But even if there had been such a process, or
even if [IG had made a binding proposal, IIG would have no rights as a disappointed bidder under
Michigan law. Even in instances where state law requires consideration of offers through, e.g., a
bid process, it is longstanding black letter law in Michigan that disappointed bidders, suitors, and
prospective buyers have no standing to challenge an agency’s determination. See Talbor Paving
Co v Detroit, 109 Mich 657 (1896); see also City Communications, Inc v City of Detroit, 650 F
Supp 1570, 1581 (ED Mich 1987) (even where fraud, conspiracy, or collusion in a bidding process
is alleged, “the law of Michigan gives no rights to unsuccessful bidders.”).

Chapter 81, as noted previously, contains no protections for hopeful buyers'® of insurance
companies.'! Such protections would be contrary to the purposes of Chapter 81—i.e., the efficient
and speedy return of an insurer to its normal operations. Permitting self-interested bidders to slow
or stop the process would further cause the rehabilitator to incur administrative and legal
expenses—all of which must be paid from the assets of the receivership estate. See MCL

500.8114(1).

19 While Chapter 81 makes no reference to objections by “interested parties,” under the NAIC’s
Insurance Receivership Model Act, a “party in interest” in a rehabilitation proceeding is expressly
limited to only certain categories of persons: (i) the commissioner, (ii) a non-domiciliary
commissioner in whose state the insurer has outstanding claims liabilities, (iii) an insurer that
ceded to or assumed business from the insurer, (iv) a policyholder, (v) a third party claimant, (vi)
a creditor, (vii) a shareholder, or (viii) a person with a financial or regulatory interest in the
proceeding.

Il By analogy, in bankruptcy proceedings, case law holds that “parties in interest” who may raise
and appear and be heard on issues under the Bankruptcy Code include the debtor, the trustee, and
creditors, but not disappointed bidders. See generally In re 60 E. 80" St Equities, Inc, 218 F3d
109 (2d Cir 2000).

11



Because IIG is not a claimant, policyholder, or creditor, its Objection should be
disregarded, and this Court should proceed to approve the Plan.

1. IIG misstates the importance of the “Superior Proposal” language of
the SPA.

In its Objection, IIG considerably overstates the import of the “Superior Proposal”
language contained in the negotiated SPA. That is, IIG alleges that “Section 12.04(d) of the GBIG-
Aspida SPA, adopted in the Plan, specifically and expressly contemplates a ‘Superior Proposal,’™
and IIG asserts further that “in accordance with the express terms of the Plan, {IIG] must be
afforded the opportunity to submit a Superior Proposal to acquire Pavonia.” (See id, p. 9
(emphasis added).)

The Plan contains no such terms.

Nothing in the SPA or the Plan requires that anyone consider'? or accept a “Superior
Proposal.” Section 12.04 of the SPA merely concerns whether a party to the SPA must pay to the
other a sum-certain “Break Up Fee” for failing to close. Section 12.04(d), cited by IIG, identifies
certain limited circumstances where the Break Up Fee provisions do not apply—i.e., it states that
no break up fee is required to be paid where the seller or rehabilitator receives a “superior proposal”
prior to termination of the Agreement. That is all.

Regardiess, as noted above, IIG has not made any binding proposal—it has merely

proposed to propose—maybe—after an undefined diligence period. Nothing in IIG’s Objection

12 To the contrary, the SPA actually prevents GBIG from directly or indirectly “solicit[ing],
initiat[ing], encourage[ing], respon[ing] to or facilitate[ing] any inquiry, indication of interest,
proposal or offer from any Person other than [Aspida] or its representatives.” See SPA, § 8.09.
This “no shop” language is typical in a privately negotiated transaction like the SPA contemplated
in the Rehabilitation Plan.

12



supports its claim that it “must be afforded the opportunity” to make a proposal, and its Objection
should thus be disregarded.

2. IIG’s request for relief would likely harm the very parties that Chapter
81 is designed to protect.

Under Chapter 81, the Court’s primary concern should be for the policyholders and
creditors of Pavonia. Not one of these has filed an objection to the proposed purchase by Aspida.
As recognized by learned treatises, “[w]hile a plan of rehabilitation may be approved in spite of
dissenting minorities, the absence of objections by certificate holders to a plan of rehabilitation is
material in considering whether or not the plan should be approved by the court.” Couch on
Insurance (3d), § 5:29 (2019) (citing, inter alia, Koken v Fidelity Mut Life Ins Co, 907 A2d 1149,
1156 (Pa Commw Ct 2006)).

Consideration of IIG’s proposal would significantly delay Pavonia’s exit from
rehabilitation as well as the restoration of its normal operations. It would require a diligence period
by IIG, a new Form A filing with DIFS, the negotiation and review of all proposed agreements
(including not just an SPA but all ancillary agreements for the operation of Pavonia), and vetting
of proposed officer and director qualifications. See MCL 500.1315, MCL 500.1341. To the extent
ILIC is involved in the acquisition (either as the acquiring party or as a co-party to affiliate
agreements), it would also require notice to and non-disapproval by the Texas Department of
Insurance, e.g., as to any proposed intercompany services agreements. Tex. Code. Ann. § 823.103.

Delay in exiting rehabilitation can have any number of adverse consequences for both an
insurer as well as its policyholders. Key employees of Pavonia (Pavonia employs approximately
178 staff members) may depart if they view their positions to be in jeopardy, and delay also
increases execution risk—i.e., it increases the danger that the deal actually negotiated and ready

for closing could terminate due to changed or unforeseen circumstances.

13



3. IIG is not a superior counterparty to Aspida/Ares.

Moreover, even if 11G were, for the sake of argument, to be considered as a possible suitor
for purchasing Pavonia—IIG is not a superior counterparty to Aspida. As discussed supra, I1IG
states that it acts through its sole insurance subsidiary, ILIC—but ILIC is licensed in only one
jurisdiction, has operated only since 2018, and has not yet had positive net income. (See fn 3,
supra.) To the extent that IIG intends that /LIC is to acquire Pavonia, ILIC’s public financial
statements show that it lacks the capital and surplus necessary to support the $100 million
“Independent Proposal” stated in IIG’s Objection. (See 2Q Financial Statement of Independent
Life Insurance Company, p. 1, 4, attached as Exhibit 1, showing that ILIC has less than $43 million
in combined capital and surplus.)

Conversely, Ares is a publicly traded company with approximately $142 billion of assets
under management, and nearly $6 billion in market capitalization. It has an existing $15 billion
insurance platform,'? and has vastly more resources to assure the safe operation of Pavonia than
IIG or its owners. (See Objection, p. 3.) Moreover, unlike 1IG, Aspida has already dedicated
significant resources to the SPA negotiation and diligence process; it has spent more than six
months performing extensive legal and financial due diligence on Pavonia, GBIG, and related
entities as reflected in the Rehabilitation Plan and SPA.

Finally, it is notable that the $100 million “offer” stated in IIG’s nonbinding “Independent
Proposal” would not benefit policyholders in any material respect. The $80 million purchase price

would be paid to GBIG—not policyholders. 11G proposes injecting the remaining $20 million into

13 See Rebecca Szkutak, Ares grows insurance platform with acquisition of Pavonia, Private Debt
Investor, July 11, 2019, available at https://www.privatedebtinvestor.com/ares-grows-its-
insurance-platform-with-acquisition-of-pavonia/ (last accessed October 24, 2019).

14



Pavonia as operating capital, but as stated by the Director in the Petition, there are no current
solvency concerns as relate to Pavonia—the additional capital provides no material benefit to
existing policyholders, especially as IIG seeks to replace an experienced management team with
one that has not successfully operated an insurer before and which has no familiarity with Pavonia.
(IIG also wholly ignores the fact that Aspida also proposes injecting capital into Pavonia following
closing; the amount of capital at issue is contained in the non-public portions of Aspida’s Form A
filing and is under review at DIFS.)

The Court ultimately need not reach any of these issues—IIG’s Objection can be
disregarded on the basis that IIG is not an interested party and on the basis that [IG presents no
evidence or argument that the Director has abused her discretion in proposing the Plan. But to the
extent the Court does consider the merits of IIG’s nonbinding proposal, it should be plain that it is
inferior in multiple respects to the Plan now before the Court.

C. The Plan of Rehabilitation should be approved.

The hazards currently presented to Pavonia are limited in nature:'*

* Pavonia is in good financial condition and is ready to be returned to normal
operations once it is has been moved to the oversight of a new holding company
system;

¢ None of the affiliate investment issues identified by IIG in its Objection actually
concern Pavonia (a Michigan entity)—each relates to the insurers in receivership
in North Carolina;

o None of Pavonia’s post-transaction officers, directors, or owners is under
indictment by the DOJ or is anticipated to be, and each will have to undergo

criminal background checks and review of their competence and probity in DIFS’
Form A review.

4 As of December 31, 2018, Pavonia had total net admitted assets in excess of §1 billion. It had
capital and surplus in excess of $73.7 million. It is not presently and has not recently been at risk
of insolvency. The rehabilitator’s concerns relate to the financial position of upstream and lateral
affiliates—the precise parties being replaced through the contemplated SPA.
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The Form A review process contemplated by the Code assures that any concerns that IIG
has identified with respect to the components of the SPA and the post-transaction management of
Pavonia will be addressed by the Director as Michigan’s chief insurance regulator. (And indeed,
this Court’s determination to approve the Plan of Rehabilitation remains subject to the Code’s
requirement that the Director approve of the transaction as well.) The Code empowers the Director
with a wide array of investigative tools to discover information about the proposed buyers of
insurance companies, as well as authority to hold hearings before the approval of a Form A
application. See MCL 500.1315(2). Ultimately, under the Code, the Director must find that
Pavonia will continue to be “safe, reliable, and entitled to public confidence” before approving
Aspida’s Form A filing. See MCL 500.249, MCL 500.249a. The Director cannot authorize a
change in control if she finds that any one of various hazards are present, including, e.g., “unfair”
or “unreasonable” outcomes for policyholders or creditors, incompetence or lack of integrity in
the purchaser, and undue financial risk presented by the solvency status of the purchaser. MCL
500.1315(1)(a)-(f).

The record contains ample support for the Director’s decision to propose the Plan. It
demonstrates that Pavonia, GBIG, Aspida, and DIFS have worked throughout the course of the
last year in developing the Plan before the Court, and that the Plan protects the interests of
policyholders and creditors of Pavonia. Given the record before the Court, the Court should not
“use its supervisory role as a means of substituting its judgment for that of the commissioner,” (see

Couch, § 5:23, supra.), and should approve of the Plan notwithstanding IIG’s Objection.
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IV.  Conclusion
For the foregoing reasons, the Objection submitted by IIG should be disregarded, and the

Rehabilitation Plan before the Court should be approved without modification.

Respectfully submitted,

DICKINSON WRIGHT PLLC
s " i &
Dated: November 1, 2019 By: 7;_-” J:

Ryan M. Shannon (P74535)
Jeffery V. Stuckey (P34648)
Attorneys for GBIG Holdings, Inc.
215 S. Washington Sq., Suite 200
Lansing, M1 48933

(517) 371-1730

rshannon@dickinsonwright.com
istuckeyiadickinsonwright.com
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STATEMENT a5 oF June 30, 2019 or ne Independent Life Insurance Company

ASSETS
Current Statemen! Date 4
1 2 3
Net Admittad December 31
Nonadmitted Assels Price Year Nel
Assets Assels {Cois. 1-2} Admitied Assels
1 Bonds 84,231 881 84,231,881 59,786 457
2 Siotks:
21 Prefemed slocks 178,118 178,116
22  Common stocks
3. Morigage loans on real estate:
31 Firslliens
32 Other than first liens
4 Real estate:
41  Properties ocouped by the company (less $ 4
encumbrances) !
42  Properties held for the production of income {less $
encumbrances)
43  Properties held for sale (fess $ .0 encumbrances)
5 Cash(S . .349521), cash equvalents ($. ..7,748.256) and
short-ferm invesimenis (§. 0) 8087777 Bog7 7 14,749,546
8 Conirac loans (including $ 0 premium noles
T Dervatves
8 Otherinvesled assels
9 Receivables for securties
10.  Secunties lending remvested collateral assels
11 Aggregaie wrile-ins for invested assels .. 3250000 .. 3.250 000
12.  Sublotals, cash and invested assets (Lines 110 11) 85 157,774 957517714 74536403
13.  Tibeplanisless §. .0 charged off {for Title insurers only)
14.  Investment mcome due and accrued 915,655 915655 640,408
15.  Premiums and considerations:
151 Uncoflected premiums and agents’ balances m the course of
collection
152 Defermed presmiums, agents' balances and instaliments booked
but deferred and not yet due (induding $. 0 eamed but
urbiled premums)
153 Accrued retrospective premrums ($ 0} and contracts
ject to redetermmation (§ . 0)
16.  Rensurance:
161  Amounts recoverable from remsurers
162 Funds held by or depostded with reinsured companies
163  Other amounts recetvable under remsurance confracts
17.  Amounts receivable relating fo uninsured plans ;
18.1  Current lederal and foreign mcome tax recoverable and inferest thereon
182 MNel deferred tax asset
19, Guaranty funds recenvable or on deposd
20.  Electronsc dala processing equpment and software 43,387 43387 54,016
21, Furniture and equipmend, inchuding health care delivery assels
s -0
22 Net adusiments i assets and labiities due io foreign exchange rates
23.  Receivables from parent, subsxianes and affliates
24 Healthcare (S 0} and other amounts recemvable ;
25,  Aggregate wris-ns for other-than-invesied assels 63 944 B84
26.  TOTAL assels excluding Separate Accounts, Segregaled Accounts and
Protecied Cell Accounts (Lines 12 io 25) 55,780,760 63944 96716816 75230828
27 From Separale Accounts, Segregated Accounts and Prolected Cell
Accounts i
20.  TOTAL {Lines 26 and 27) 96.780.760 . ... 63944 96.716 816 75.230.828
DETARS OF WRITE-INS
1101 Investment Suspense 3,250,000 3,250,000
102
1109
1198 Sumemary of remaming write-ins for Lme 11 from overfiow page
1198 TOTALS (Lines 1101 through 1103 pius 1198} (Line 11 above) 3,250,000 3,250,000
2501 Prepaid msurance 50,809 50,809
2502. Prepaid rend and other 13,135 13,135
2503.
2588, Summary of remameng write-ins for Line 25 from overfiow page
2599 TOTALS (Lines 2501 throuch 2503 plus 2538) {Line 25 above} _B3944) 6394




statEsenT as of June 30, 2018 ¢ ne Independent Life Insurance Company

LIABILITIES, SURPLUS AND OTHER FUNDS

N -

"
12
13.

14,
15.1
152
7
18.
19

n

b4l

EREERE8SBBERN

2849

Aggregata reserve for ke contracts §. Oless$ Dnciuded in Line 6.3 (includng §. .0 Modco Reserve)

Aggregate reserve for actident and heaith coniracts (inchuding § 0 Modco Reserve)

Liabsity Jor deposit-type contracts (includng §. .0 Modco Reserve)

Contract clims

41 Lite

42 Actxdent and health

Policyhoiders’ dividendisrefunds fo members §. 0 and coupons §. .0 dua and unpaid

Provision for policyholders” dividends, refunds 1o members and coupons payable in lolowing calendiar year - estmated amounts:

6.1 Policyholders’ dividends and fefunds 10 members apportioned for payment (including §. 0 Modico}

82 Policyhoiders’ dividends and refunds to members nol yot apporboned (inckeding $. 10 Modco)

€3  Coupons and simiar benefits (including § 0 Modco)

Amount provisionally held for defetred dividend policies not inciuded in Line &

Premums and anmety considerations for life and accdent & health contracts recenved in advance less §. 0 discount; includng

 § 0 actident and health premiums

Contract iabitbes not included elsewhere:

91 Surrender vakses on canceled contracts

92 Provision for expenience rating refunds, including the kabdity of §. .0 accident and health expenence rating refunds of
which §. 0 s %or medical loss ratio redate per tha Public Healh Senvice Adt

93 Other amounts payable on reinsurance; including § 0 assumed and §. 0 ceded

54 Interesi Mantenance Reserve

Commessions & agents dué or acrrued-ife and anmuity contracss §. {0, acoxdent and heath §. 0 and depout-type

contract funds §.. 0

Commissions and expense alowances payable on reinsurance assumed

General expenses due or actrued

Transters lo Separata Accounts due or acyued (net) {Inckusng . .0 accrued lor exp alowances recogrized i reserves,

et of rensured aowances)

Taxes, licenses and fees due or accrued, exciuding federal income Laxes

Current federal and foreign income taxes, inchuding § 0 on reatzed capetal gaing (losses)

et deferred tax Kabilty

Uneamed nvestment income

Amounts wilhheld or retamed by reporting entily a3 agent of rusiee

Amounts heid for agents’ account, including § 0 agents’ credt balances

Remittances and items nol aflocated

Nel adjustment in assets and Eabiities due tn foreign exchange rates

Liabilty for benefits for employees and agents ¥ not included abave

Borrowed money 5. 0 and interest thereon § 0

Dndends 1 stockholders deciared and unpakd

Miscefianeous Rablties:

2401 Assel valuation reserve

2402 Rensurance in unauthorized and certfied (§. 0} companies

240 Funds heid under rensurancs freates wih unauthorzed and certified (§. .0) ressurers

2404  Payable o parent, sutsidanes and affiates

2005  Drafts outstanding

2406  Liabity lor amounts held under unensured plans

2407 Funds held under comsurance

408 Demvatves

2409 Payable lor secunies

2410  Payable lor secunties lending

2411 Capiainoes$ 10 and interes? hereon § 0

Aggregata wrie-ins for fabises

Total Liabiltes excuding Separale Accounts business (Lines 11 25)

From Separate Accounts Statement

Total Liab@tes {Lines 26 and 27)

Common capda! stock

Preferred caprial stock

Aggregate wrrie-ins for other than special surpius funds

Surphss notes

Gross pasd in and contnbuted surplus

Aggregate wriz-ins for special surpkns funds

Unassigned funds (surplus)

Less treasury siock, l cost

%1 [0 shares common {vaiue inchuded in Line 28 § 0)

%2 0 shares preferred (value included in Line 30§ 0

Surpius (Tocal Lines 31 o 35, Less 36) (inchuding § 0 in Separate Accounts Statement)

Totals of Lines 29, 30 and 37

Totals of Lines 28 and 18 (Page 2, Line 28, Col. 3)

1
Cument
Statement
Date

December 31
Prior Yoar

27,626,267

18 833 615

278,098

9,502

82

143,531

6,860,377

12,824 B2

6,075,208

{81573

401,622

7810

96,587

87,061

12 385.737

54,071,042

31,806,884

54.071,042

31,806,884

700,000

43960 430

(2,023,656}

700,000

43 363430

{1,245 486)

- 41945774

i

42645774

431423544

96.716.816

75,230,828

DETAILS OF WRITE-INS

50

Advance premaams for policies nol yet asued

Smmdmmmmuﬁzsmmwga

6,860,377

12385737

6.860.377

12395737

TOTALS {Lines 2501 through 2503 pius 2598) (Line 25 above)

Summary of remainng wrie-ins for Line J1 from overflow page
TOTALS {Lines 3101 Bwough 3103 pius 3198) (Line 31 above)

Summary of remainang write-in$ for Line 34 from overfiow page:
TOTALS {Lines 3401 through 3400 phus 3498} {Line 34 above)




saTenent as o June 30, 2019 or ne Independent Life Insurance Company

SUMMARY OF OPERATIONS

1 2 3
Current Year Prior Year Priot Year Ended
To Dat To Data December 31
1 Premiums and anntety considerabons for ilfe and accident and haalth conacts 14 461,835 4,004 518 1243851
2 cmmummummmmm
3 Net investment ncome 140609 180,375 §79,756
4 Amoriization of interest Mantenance Reserve {IMR) {11,524} (10,915}
5. Separaie Accounts net gain from operations excluding unrealized gairs of lesses
6 Commiminsions and expense allowances on nsitrarancs cided
7 Reserve adiustments on remsurancs (eded
8 Miscelaneous income:
LR Income from fees associzied with investment management, adminstration and contract guarantees
from Separdie Accunts
a2 Charges and fees for deposat-iype contracts
a3 Aggregate write-ing for miscedangous income g
9 Totals (Lines { w8 3) 15,681,920 4,214,893 13,407 352
10. Death benedis .
1" Matured endowments (exciuding guaranived anrual pure endowments)
12 Annuity benefits ! 29199 28,260 154,919
1. Disability benefits and benefits under accident and haalth contracts
14. Coupons, guaranieed annual pure endowments and similar benfits
15. Surrender benefits and withdrawals for fife contracts
18 Group conversiors
17 tnterest and adiurstments on contract or depasii-type contract funds 322617 103,630
18 Payments on supplementaty contracts with ife contingencies .
19. Increase in aggregate reserves for e and actdent and health contracty 14,801,435 3925971 ... 12,824,832
20. TOTALS {Lines 10 5 18) 15,418,043 3854201 13,129,281
2 Commissions on premiums, annuty considerations, and deposa type contract funds {direct business only)
2 Commissions and expense allowances on nensuranca assumed
2. General nsurance expensés and ratemal expenses (823,967 550,156 1,375,975
o Insurance taxes, icenses and fees, exchuding federal ncome lares. 1.7 3,672
5 Increase in loading on deferred and uncollected premams
26 Het trarsters to or (from) Separats Accounts, nel of reinsurance
i Aggregate wite-ins for deductons fssis iy
A, Totals {Lines 20 10 27} 15242010 | 4,514,088 14515028
23, Netgan trom operations before dividends 1o policynolders and federal increne taxes (Ling 3 mius Line 28) {358,090) (299.205) {1,107 675}
30.  Dividends i policytolders and refunds o members s ‘
N Net gain from operabions afier drvidends to policyholders, refunds to mesmbers and before federal ncoma
taxes (Line 29 minus Ling 30) (358,000 (299.205) {1,107 676)
32, Federal and foreign income (21es incurmed (axciuding tax on capdal gams) 144,504 | . 4,870 s
0. Net gam from aperations after didends to pobicyholders, refunds to members and federal income taxes and
before reaized capial gains or (Iosse3) [Line 31 mnus Line 32) (502,594} {304,075} {1,107 678)
3. Net reaiizod capdal gains (iossas) (excksiing gains (losses) iransferred fo the [MR) less capital gans tax of
S O{excudngtaxesof§ .. .0ransiemed 10 he MFR) . {30929}
a5, Met ncome (Line 33 plus Line 34) ... {533.523)| ... (304.075) ... (1,107,676}
CAPITAL AND SURPLUS ACCOUNT
36 Capeal and surphzs, December 31, prior year . 43.473.944 sy G
k2 Net income {Line 35) {533,523 {304,075} (1.107.678)
3 Change in net unreakzed capital gains (losses) less capdal gains @z of §. o
g Change in ne unrealized loresgh exchange capital gain (losa)
40, Change in net deferred income tax 67,697
a Change in nonadinined assats (17,861} 1108,972) {41.223)
42 Change in Lability for remsurance in unauthoriZed and certfied companes
49 Change in reserve on account of change in valuation basis, (increase} of decrease
4. Change In asset vaksstion reserve (126 786) [58.471) (96,587}
45 Change in reasury stock
46,  Surplus {coninbuted in) withdrawn from Separate Acoounts during penod
41 Other changes in swrpius in Separate Accounts Statement
48 Change in surphss notes
43, Cusnedatrve effect of changes in accounting prinaples
50. Capdal changees.
509 Padm 100,000 700,000
502  Transfemed trom surphus [Stock Dnadend)
503  Transterred to surpius
§1 Surphss :
511 Faidin 43,963,430 43 969 430
512  Transferred 1o capital {Stock Diidend)
513  Transfered rom captal
514  Change in surpius as a resulf of reinsurance
52 Dividends to stockholders
53 Aggregate wnie-ins for gams and losses in surphuss
54 Net change in capital and surpius {Lines 37 through 53) {T78.370) 44 264,609 43,423 944
§5.  Capdaland surphus as of statement date (Lines 36 + 54) 42645774 44264603 43423544
DETAILS OF WRITE-INS
0a.301
08302
04303
08,398, Summary of remamning wrtz-ins for Line B.3 from overfiow page:
04.398. TOTALS {Lines 08 301 through 08.303 phus 08 .398) (Line 8.3 abave)
101
m2
3
2798, Summary of remaining write-ins for Ling 27 from overfiow page
2788, TOTALS (Lines 2701 through 2703 phrs 2798) (Line 27 above) .. .
5301
5302
5a0d.
5358 Summary of remaining write-ins for Ling 53 from averfiow page
5193 TOTALS (Lines 5301 through 5303 pius 5398) (Line 53 above)




STATEMENT As o June 30, 2018 os e Independent Life Insurance Company

0
CASH FLOW : ' i
Current Prior Prior
Year Yeaur Year Ended
ToDale ToDale December 31
Cash from Operations
1 Premiums collected net of rensurance 14461835 8,657 520 12,438 511
2 Nel investment mcome 1,208,235 {189,291} us g7
3. hescellaneous income & i
4 TOTAL (Lmes 1 10 3) 15670070 B8.468,229 12,787,138
5. Benefit and loss related payments 263,91 28,260 194918
B. Nel transfers o Separale Accounts, Segregaled Accounts and Prolected Cell Accounts ;
1 Commissons, expenses paxd and aggregate wiile-ms for deduchons 1,020,593 558,867 1,019,008
8. Drndends pard io policyhaiders
9. Federal and foresgn mcome taxes paxd (recovered) netof $ 135,000 tax on capdal gams
(losses) 135,000 . :
10 TOTAL {Lnes 5 through S} 1,449,589 588127 .. ... 1.213.927;
14 Net cash from operations (Line 4 mmus Line 10) 14,220,481 7,880,102 11573211
Cash from Investments
122 Proceeds from investments sold, matured or repad.
121 Bonds w7172 434883 14,363,159
122  Slocks
123  Morigage loans
124  Realestale
125  Other nvesled assels
128 Nelgans or (lusses) on cash, cash equvalents and short-ferm mvestments
127  Miscellaneous proceeds . 143531 12,308 0
128 TOTAL mvestment proceeds {Lines 12 110127} 500,703 447,172 14,363,158
13 Costof investments acquired {(long-term anfy}.
131  Bonds 24818100 44,141654 74,233 683
132 Slocks 178,116
133 Morigage loans
134 Realesiale
135  Other nvesied assels
136  Mesoeflanecus applicabions 3,250,000 . 2
137 TOTAL mvesiments acqured {Lines 13.1 bo 13 6} 28246247 44 341,654 74,233 683
14, Nefincrease {or decrease) m contract loans and premum noles — .
15.  Netcash from investments (Line 12.8 mnus Lme 13.7 and Line 14) {27.745514) {43,694 402) (59,870.524)
Cash from Financing and Miscellaneous Sources
16.  Cash prowded {applied)
161  Surplus noles, capial noles
162  Capital and paid n surplus, less treasury stock 44669430 44,665,430
163  Borrowed funds
164 et deposits on deposit-type conlracts and other msurance liabdibes 12,455,750 662,157 5,965,578
165  Devdends bo stockholders
166  Other cash provided (apphed) {5.582.926) 66,772 12.412.251
17, Met cash from finanang and mescellaneous sources {Line 16 1 rough 16.4 maus Line 165
plus Line 16.6) . ; 6,872,854 45,353,358 63,047 259
RECONCILIATION OF CASH, CASH EQUIVALENTS AND SHORT-TERM INVESTMENTS
18.  Nefchange in cash, cash equivalents and short-term nvestments (Line 11, plus Lines 15 and
17 . {6,652,169) 9,583,979 14,749 946
18.  Cash, cash equvalents and shorf-lerm investments:
191  Beginning of year 14,749.946
192  End of period (Line 18pksLme 191} ... L = 80a7777l ... 9583979 . 14,749,846
| I Note: Supplemental Disclosures of Cash Flow Information for Non-Cash Transactions:
Y00 smms oo ban s a5 i sttty i sl B e N s f e o

Qs




satemenT as o June 30, 2019 or e Independent Life Insurance Company

EXHIBIT 1

DIRECT PREMIUMS AND DEPOSIT - TYPE CONTRACTS
1

2

3

1098 SmdmmmmhfLRIOﬁunwﬂowpage
1099, Tolals (Lines 1001 through 1003 plus 1058} (Line 10 above) .

Current Year Pror Year Prior Year Ended
To Date To Date Decemnber 31

1. Indusirial ife
2 Ordinary ife nsurance '
3 Ordinary mdividual annuties 14461835 12438511
4 Credit Ife (group and individual)
5. Group kfe insurance
[ Group annutbes
7 A& H-group
8 A& H - credd (group and mdiidual)
8. A& H-other
10 Aggregaie of all other lnes of business
" Subiotal (Lines 1 through 10} 14,461,835 12438511
12.  Fratemal {Fralernal Benefit Soceties Only) i e
13, Sublotal {Lnes 11 through 12} 14,461,835 12438 511
14 Deposii-type confracts 2720273 5021871
15, Total {Lmes 13 and 14} 27,182,108 18,460,382
DETAILS OF WRITE-INS
1001
1002
1003.







STATE OF MICHIGAN
CIRCUIT COURT FOR THE 30™ JUDICIAL CIRCUIT
INGHAM COUNTY

Anita G. Fox, Director of the Michigan
Department of Insurance and
Financial Services
Case No, 19-504-CR
Petitioner,
Hon. Wanda M. Stokes

v

Pavonia Life Insurance Company
of Michigan,

Respondent.
/

AFFIDAVIT OF TAMRE F. EDWARDS
State of North Carolina )
) ss
County of Wake )
Tamre F. Edwards, appearing before the undersigned notary and being duly sworn, states

that:

1. I, Tamre F. Edwards, am over the age of eighteen and competent to testify to the
facts stated herein based upon my best recollection and belief.

2 I am currently the Chief Legal Officer and Secretary of Global Bankers Insurance
Group, LLC (“Global Bankers”) and Pavonia Life Insurance Company (“Pavonia™). Global
Bankers is a wholly-owned subsidiary of Pavonia. In my role as Chief Legal Officer and Secretary
of Global Bankers and Pavonia, | was the primary lawyer for Global Bankers and Pavonia in
connection with the proposed sale of the companies, and have thus had reason to become familiar

with the facts stated herein.



3 Global Bankers and Pavonia are subsidiaries of GBIG Holdings, Inc. (“GBIG™) and
they are all ultimately and indirectly owned by Greg Lindberg.

4. The United States Department of Justice unsealed a federal criminal indictment of
Mr. Lindberg in April of 2019, The Department of Justice’s investigation into Mr. Lindberg,
however, was known to Global Bankers, Pavonia and GBIG prior to the unsealing of that
indictment.

5 GBIG commenced discussions with the Michigan Department of Insurance and
Financial Services (“DIFS™) concerning the status of Pavonia in October of 2018. In the initial
discussions with DIFS, GBIG discussed the prospect of the sale of Pavonia to a willing buyer as a
potential solution to holding company hazards presented by the Department of Justice’s
investigation into Mr. Lindberg,.

6. Between October 2018 and July of 2019, GBIG, Global Bankers and Pavonia had
ongoing contact, including discussions, with DIFS about the status of Pavonia and Global Bankers
and the potential that GBIG would identify a suitable buyer for Pavonia and Global Bankers.

y GBIG disseminated its interest in selling Pavonia and Global Bankers widely to a
variety of potential buyers. On April 5, 2019, GBIG issued a press release confirming that it was
pursuing a sale of its U.S.-based life insurance companies, which includes Pavonia and Global
Bankers.

8. Between September 2018 and July of 2019, GBIG, Global Bankers and Pavonia
engaged in discussions with potential buyers for Pavonia. This included entering into agreements
with 20 potential buyers to give them access to a dedicated data room so that each could perform
due diligence. Seven potential buyers met with management to engage in more comprehensive

diligence discussions and multiple proposals were received and considered by GBIG.



9. During the review process, GBIG identified Aspida Holdco, Inc (“Aspida™) as a
suitable buyer and entered into good faith negotiations to develop a proposed Stock Purchase
Agreement. Aspida is a subsidiary of Ares Management Corporation (“Ares”).

10.  GBIG and Aspida negotiated a proposed Stock Purchase Agreement over the course
of approximately six months.

11.  GBIG advised DIFS in the middle of that negotiation process (in or around May of
2019) that Aspida had been identified as a suitable buyer; DIFS was apprised of the progress of
negotiations thereafter at multiple points and GBIG had multiple discussions with DIFS
concerning the timing and content of filings with DIFS and this Court related to the sale.

12.  OnJuly9,2019, following a vote of its board, Pavonia, as well as GBIG, consented
to the Director of DIFS filing the Rehabilitation Petition in this Court. Pavonia’s board and GBIG
consented to voluntary rehabilitation because of the negotiated transaction reflected in the Stock
Purchase Agreement and Rehabilitation Plan (as have been filed previously in the above-captioned
proceedings).

13.  Independent Insurance Group is not, to my knowledge, a policyholder of Pavonia.

14.  Independent Insurance Group did not, to my knowledge, communicate to GBIG
any offer or interest in making an offer for the purchase of Pavonia prior to the filing of the Petition

for Rehabilitation on July 9, 2019,



15.  Further affiant sayeth not.
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Business

Global Bankers Insurance Group Pursues
Sale of U.S. Life Insurance Companies

April 5, 2019 5:15 PM

Globe) Bankers Insurance Group Pursues Sale of U.5. Life
Insurance Companies

Business Wire
DURHAM, W.C. -- April &, 2019

Globa)l Bankers Insurance Group, LLC (“Global Bankers™ or “the
Company”) today

confirmed that §t is pursuing a sale of 1ts U.5. 1ife
insyrance companies and

has been in active discussions with potential acquirers. The
Company 1ssued

the following statement

“Globa) Bankers made the decisfon to sell its domestic life
insurance

companies because it believes it i3 in the best interests of
the Company, 1ts

policyholders, partners and employees. During this process,
the collactive

focus of Globa) Bankers and its domestic insurance companies
will remain

squarely on their policyholders and providing soluticns to
help them addross

their immediate insurance noeds and plan for their long-term
financial goals. ”

About Global Bankars Insurance Group, LLC

Global Pankers 15 a family of insurance and refnsurance
companies, focused on

1i1fe insurance and annuities. Global Bankers is haadquartered
in Durham, Nerth

Have a confidential Carolina. For further informatficn, please visit
tip for our www.globalbankers.com.
repariers?

¥iew source version on businesswire com:
https://www.businesswira.com/news/home/20190405005469/enf

GET I TOUCH

Contact:
Belora it's hate, it's on Dean Fisher, Vice President, Corporate Finance/H3A
the Bloomberg Global Bankers Insurance Group
Tartninal, «1 919 864 2439, Dean.Fisher@globalbankers, com
LEARH MORE

Terms of Service Tradamarks Privacy Policy
42013 Blaomzerg LP. All Rights Raservad
Careers Made In MYC Adwertiaa Ad Choces  Contacl Us Help
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The NAIC is the authoritative source for insurance industry information. Our expert solutions support the efforts
of regulators, insurers and researchers by providing detailed and comprehensive insurance information. The
NAIC offers a wide range of publications in the following categories:

Accounting & Reporting

Information about statutory accounting principles and the
procedures necessary for filing financial annual statements
and conducting risk-based capital calculations.

Consumer Information

Important answers to common questions about auto,
home, health and life insurance — as well as buyer’s
guides on annuities, long-term care insurance and
Medicare supplement plans.

Financial Regulation

Useful handbooks, compliance guides and reports on
financial analysis, company licensing, state audit
requirements and receiverships.

Legal

Comprehensive collection of NAIC model laws, regulations
and guidelines; state Jaws on insurance topics; and other
regulatory guidance on antifraud and consumer privacy.

Market Regulation

Regulatory and industry guidance on market-related
issues, including antifraud, product filing requirements,
producer licensing and market analysis.

NAIC Activities

NAIC member directories, in-depth reporting of state
regulatory activities and official historical records of
NAIC national meetings and other activities.

Special Studies

Studies, reports, handbooks and regulatory research
conducted by NAIC members on a variety of insurance-
related topics.

Statistical Reports

Vatuable and in-demand insurance industry-wide statistical
data for various lines of business, including auto, home,
health and life insurance.

Supplementary Products
Guidance manuals, handhooks, surveys and research
on a wide variety of issues.

Capital Markets & Investment Analysis
Information regarding portfolio values and procedures for
complying with NAIC reporling requirements.

White Papers
Relevant studies, guidance and NAIC policy positions on
a variety of insurance topics.

For mare information about NAIC
publications, view our online catalog at:

“B hitp://store.naic.org
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Chapter 9 — Legul Cousiderations

¢. Termination of Conservation

The conservator must conduct an analysis of the insurer to determine if it is possible to correct the
problems that precipitated the need for conservation. The conservator must then file a motion
requesting that the insurer be either released from conservation. or placed in rehabilitation or
liquidation. The motion must be filed within 180 days of the conservation order, unless the court
grants a 180-day extension. See IRMA § 302. The conservator is required to coordinate with
guaranty associations to ensure an orderly transition in the event of liquidation. See IRMA § 503.

2. Conservation of Property of Foreign or Alien Insurers

Most states” receivership statutes provide that a regulator may apply to the cowrt for a conservation
order of the property of an alien or foreign insurer not domiciled in the regulator’s state. The grounds
and terms of such an order generally include those necessary to obtain a similar order against a
domiciliary insurer, but there may be some differences. Usually if the alien or foreign insurer has
property sequestered in an official action in its domiciliary state or foreign country, or if its certificate
of authority in the state has been revoked or was never issued. the regulator may seek an order of
seizure. A conservation order against a non-domiciliary insurer is generally not confidential.

IRMA § 1001 provides for ancillary conservation of a foreign insurer that is separate and distinet
from the process contained in Article 11l of IRMA.

D. Rehabilitation

A regulator may petition a court of competent jurisdiction for an order of rehabilitation that may be used
in an effort to remedy an insurer’s problems.

1. Grounds

The grounds upon which a regulator may petition the court for an order of rehabilitation vary from
state to state. A regulator must allege and prove a specific statutors ground for rehabilitation. Per §
207 of IRMA, the grounds upon which a regulator may petition the court are the same whether the
requested order is for conservation, rehabilitation or liquidation,

An order of rehabilitation is usually obtained through a formal proceeding that entails certain due
process requirements, such as: the filing of a petition by the regulator, usually brought in the name of
the people of the state: service of pracess upon the insurer: an opportunity for the insurer to be heard
prior to the issuance of the rehabilitation order: and a formal order from which an appeal may be
taken.

2. Burden of Proof

Generally, courts hold that if a regulator presents uncontroverted evidence that an insurer is in need of
rehabilitation. entry of the order is justified. IRMA § 208 provides that if the regulator establishes any
of the grounds for a receivership. the receivership court shall grant the petition and issue the order of
conservation. rehabilitation or liquidation requested.

-

3. Contents of a Rehabilitation Order

An order of rehabilitation generally appoints the regulator as rehabilitator: vests the rehabilitator with
possession or title to all of the insurer’s assets, books, records, accounts. property and premises”: and
directs the rehabilitator to take possession of the insurer’s assets and to administer those assets under
general court supervision, and to conduct the insurer’s business. The order should be recorded with
the county clerk or recorder of deeds for the county in which the insurer resides and where any real

" See Liquidation Model Act. at Section 12: Uniforn Act, Section 212} IRMA. §401
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property is located. so that creditors and the public are put on notice of the rehabilitation.
Additionally, the order should be served on all financial institutions where the insurer maintains
accounts or has other assets.

The Model Acts typically provide that the rehabilitator has the power to take any legal action that is
deemed necessary or appropriate to reorganize and revitalize the insurer. In accordance with the
applicable receivership act, the order will typically suspend the insurer’s directors. officers and
managers powers. except as the rehabilitator delegates. The rehabilitator retains all powers not
expressly delegated.

4. Rehabilitation Plan

The receivership act may allow, or require, the rehabilitator to file a plan of rehabilitation
(*plan”).Under IRMA the filing of a plan is mandatory; § 403 A. requires that a plan be filed within
one vear after entry of the rehabilitation order or such further time as the court may allow. In contrast.
some receivership acts require that a plan be filed only if the rehabilitator proposes to reorganize.
convert, reinsure or merge the insurer. The plan should not treat creditors less favorably than they
would be treated in liquidation.” Tt should be noted that the Model Acts do not require that the plan
provide for the emergence of the insurer from rehabilitation as a going concern. Thus, a plan for a
run-off may be permissible. After formulating the plan, the rehabilitator must submit it to the
supervising court for approval. The court will cither approve, disapprove or modify the plan. State
law typically requires that the court give notice and hold hearings upon any proposed plan. The
court’s review of the rehabilitator's proposed plan is generally a limited one, subjecting the
rehabilitator’s proposal to an abuse of discretion standard.® (See Chapter 8—Special Receiverships,
section on Alternatives to Immediate Liquidation of a Financially Troubled HMO, for further
discussion.)

5. Insufficient Assets

Sometimes the rehabilitator discovers that the insurer does not have sufficient liquid assets to defray
costs incurred during the receivership. In this instance, the rehabilitator may seek an advance for costs
that will be incurred during the rehabilitation from the state regulator. Most statutes require that any
money so advanced to the rehabilitator be repaid out of the assets of the insurer. § 804 of IRMA,
under certain circumstances, allows unclaimed funds of receivership estates to be found by the court
to be abandoned and disbursed under several methods. one of which is to fund a general receivership
expense account.

6. Apgency Force

In a rehabilitation proceeding or when the rehabifitator otherwise contemplates selling or reinsuring
the in-force business of the delinguent insurer, it is important to create an atmosphere favorable to the
preservation of the business. Public confidence in the insurer may be shaken. The relationship with
policvholders should be preserved to the extent possible. Communication with policyholders and
agents of the insurer is necessary to maintain the desired book of business. Agents can influence the
degree of confidence policyholders have in the receiver and the efforts to rehabilitate the insurer.
Policyholders view life insurance. in particular, as a long-term investment. Their natural tendency,

7 See generally Liguidation Model Act. supra note 3. at Section 12: Uniform Act, Section 2(2) IRMA §403 C. provides that the holder of a
particular claim may agree 1o Jess than favorable tremiment than would oceur in liquidation, see also Gersenson v, Pemnsvivania Life and
Health Ins. Guar, Assoe.. 729 A.2d 1191 (Pa. Super. App. 1999) (court. not rehabilitator. empow cred o compromise value of policics).

8 Foster v. Mutual Fire, Marine & Infand Ins. Co., 531 Pa. 5398, 614 A 2d 1086 (1992), cert. denied, Aflstate Ins. Co. v. Maleski, 306 U.S
1080, 122 L.Ed.2d 356. 113 S.CL 1047; and cert. denied. Rhine Reinsurance Co., Lid., v. Mutual Fire, Marine & Infand Ins. Co.. 306 U5,
1080, 122 L.Ed.2d 356, §13 S.Ct. 1031: and cert. denied, Repubiic fns. Group v. Maleski. 306 U.S. 1087 122 L.Ed.2d 371. 113 5.CL 1066
(1993): and Knekellum v. Fed. Old Line U.S. Co., 74 Wash.2d 304, 344 P.2d 667 (1968). But see In re Execurive Life, 38 Cal. Rptr.2d 433,
32 Cal. App. 4% 344 (Cal. App. 2d Dist. 1995), as modified on denial of rebearing (Mur. 13, 1995). and review denied (May 11, 1995)
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