
IN THE COMMONWEALTH COURT OF PENNSYLVANIA 

IN RE: 

Reliance Insurance Company 

In Liquidation 

NO. 1 REL 2001 

In Re: Application for Approval of Direct Payment of Reinsurance to Hunt 

Consolidated Inc. 

MEMORANDUM and ORDER 

Presently before the Court for consideration is the Application of the 

Statutory Liquidator of Reliance Insurance Company for the Approval of Direct 

Payment of Reinsurance to Hunt Consolidated, Inc. (Application).  No response or 

objections have been filed to the Application. 
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 Direct payment of reinsurance proceeds to a Reliance insured is governed by 

Section 534 of Article V of the Insurance Department Act of 1921 (Act),1 40 P.S. § 

221.34, the “Guidelines for Enforcement of 40 P.S. § 221.34,”(Guidelines) and the 

Order of this Court dated April 26, 2002 (approving the Guidelines for direct 

payment of reinsurance proceeds).2  The Liquidator has approved the written 

request for approval of direct payment of reinsurance by Hunt Equities, Inc. (as 

guarantor of Mount Vernon Insurance Company3) (Reinsurer) to Hunt 

Consolidated Inc. (Insured) and recommends in her Application that the Court 

approve the direct payment as well. 

 In support of her Application and recommendation, the Liquidator represents 

that: (1) Reinsurer and Insured comply with Section 534 of the Act, 40 P.S. § 

221.34, the Guidelines and the Court’s Order of April 26, 2002; (2) the 

Reinsurance Agreements expressly provide for a direct coverage obligation from 

                                                 
1 Act of May 17, 1921, P.L. 789; Section 534 was added by the Act of December 14, 1977, P.L. 280. 
2 Section 534 states: 

The amount recoverable by the liquidator from reinsurers 

shall not be reduced as a result of the delinquency 

proceedings, regardless of any provision in the 

reinsurance contract or other agreement.  Payment made 

directly to an insured or other creditor shall not diminish 

the reinsurer’s obligation to the insurer’s estate except 

when the reinsurance contract provided for direct 

coverage of an individual named insured and the payment 

was made in discharge of that obligation. 

40 P.S. § 221.34. 
3 In 2003, Mount Vernon Insurance Company was wound up and dissolved and Hunt Equities, Inc. 

guaranteed that it would assume the full and punctual payment of Mount Vernon’s obligations to 

Reliance. 
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Reinsurer to Insured in the event that Reliance became insolvent; (3) Reinsurer has 

unequivocally assumed Reliance’s entire direct coverage obligation to Insured and 

Reinsurer’s payment to Insured will satisfy Reliance’s coverage obligation to 

Insured; (4) Insured has consented to the substitution of Reinsurer for Reliance and 

consents to the release of Reliance for all claims that Insured has against Reliance 

relating to the coverage at issue; and (5) no person or firm will earn any contingent 

fee or extra remuneration of any type as a result of this transaction.  The Liquidator 

has submitted supporting documentation as well, including the relevant reinsurance 

agreements, the Assumption and Substitution by Reinsurer executed by 

Reinsurer’s representative and the Insured’s Informed Consent to Substitution of 

Reliance. 

 

Upon consideration of the Application, supporting documents and the 

Liquidator’s representations, the Court concludes that the direct payment from the 

Reinsurer to Insured satisfies the Act, Guidelines and this Court’s prior Order of 

April, 26, 2002.  Therefore the Court enters the following Order: 

AND NOW, this ________day of ________, 2017, the Application is 

granted.  Accordingly the Court confirms the Liquidator’s approval of the direct 

payment by the Reinsurer to the Insured and further approves the Reinsurer’s 

assumption of a direct coverage obligation to the Insured and upon the terms set 
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forth in the Reinsurer’s request and supporting documentation.  Finally, the Court 

approves the direct payment to the Insured by the Reinsurer in accordance with the 

direct payment obligations resulting from its assumption. 

 

 

        

BONNIE BRIGANCE LEADBETTER

 Judge 
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APPLICATION FOR APPROVAL OF DIRECT PAYMENT 

OF REINSURANCE PROCEEDS PURSUANT TO 40 P.S. §221.34  

Applicant, Teresa D. Miller, Insurance Commissioner of the 

Commonwealth of Pennsylvania, in her official capacity as Statutory Liquidator 

(“Liquidator”) of Reliance Insurance Company, respectfully requests that this 

Court enter an Order in the form attached approving the direct payment of 

reinsurance proceeds by Hunt Equities, Inc. (as guarantor of Mount Vernon 

Insurance Company) (the “Reinsurer”) to Hunt Consolidated, Inc. (the “Insured”) 

in accordance with direct coverage obligations assumed by the Reinsurer under 

reinsurance agreements reinsuring policies of insurance issued by Reliance to the 

Insured as set forth below.  For purposes of this Application, “Reliance” will 

collectively refer to Reliance Insurance Company (In Liquidation) and all of its 
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former subsidiaries that were merged into Reliance Insurance Company prior to 

liquidation. 

I. The Relevant Policies and Agreements 

1. The insurance policies that are the subject of this Application 

are policies of insurance that Reliance issued to the Insured covering workers 

compensation and employers liability for the period beginning September 30, 1991 

and ending September 30, 19964. 

2. The Policies issued by Reliance to the Insured were reinsured 

by the Mount Vernon Insurance Company, a reinsurance company (“Mount 

Vernon”).  Copies of the reinsurance agreements and their addenda (collectively, 

the “Reinsurance Agreements”) are attached to this Application as Exhibit A.  In 

2003, Mount Vernon was wound up and dissolved in Vermont, its domiciliary 

state.  As a result, Hunt Equities, Inc. executed and delivered to Reliance a 

Guarantee and Indemnification (“Guarantee”) in favor of Reliance guaranteeing 

that Hunt Equities, Inc. (hereinafter, the “Reinsurer”) would assume the full and 

punctual payment of Mount Vernon’s obligations under the Reinsurance 

Agreements.  A copy of the Guarantee is attached to this Application as Exhibit B. 

                                                 
4 Reliance also provided insurance to Hunt until 2000 but those policies are not the subject of this 

application. 
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II. The Guidelines and Direct Payment Request 

3. Following an Order of Liquidation declaring Reliance insolvent 

on October 3, 2001, the Liquidator petitioned this Court for the approval of 

“Guidelines for Enforcement of 40 P.S. §221.34” (“Guidelines”) relating to the 

process and standards for permitting a reinsurer of Reliance to make direct 

payments to a Reliance policyholder.   

4. The Guidelines were approved and, by Order of this Court 

dated April 26, 2002 (the “Order”), the necessary conditions precedent to any 

agreement by the Liquidator to permit direct payment by a reinsurer were 

established.  The Order and the Guidelines are attached to this Application as 

Exhibit C. 

5. Pursuant to paragraph 3 of the Guidelines, the Reinsurer 

submitted a written request to the Liquidator seeking approval of direct payments 

by the Reinsurer to the Insured.  The written request is attached to this Application 

as Exhibit D. 

III. The Liquidator’s Review and Recommendation 

6. Following submission and review of documentation in support 

of the Reinsurer’s request to the Liquidator, the Liquidator has approved the 

written request seeking approval of direct payment of reinsurance by the Reinsurer 
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to the Insured.  The Liquidator has concluded that the Reinsurance Agreements 

comply with 40 P.S. §221.34, the Guidelines and the Order. 

7. Specifically, the Liquidator has reviewed the Reinsurance 

Agreements and determined that they expressly provide for a direct coverage 

obligation (a “cut through”) from the Reinsurer to the Insured, in the event of the 

insolvency of Reliance, in place of and in substitution for any obligations of 

Reliance to the Insured, as required by 40 P.S. §221.34, paragraph 4(b) of the 

Guidelines, and the Order. 

8. In addition, the Liquidator has determined that the Reinsurance 

Agreements specifically identify that the “cut through” payment is to be made to 

the Insured, in accordance with 40 P.S. §221.34, paragraph 4(a) of the Guidelines, 

and the Order. 

9. Article I. (Definitions) of the Reinsurance Agreements, attached 

as Exhibit A, provides in pertinent part:  

“Policy” or “Policies” – Policies of insurance and any 

extension or renewals including endorsements written 

and issued by the Company to Hunt Consolidated, Inc. 

first named insured, and as described in Schedule I to this 

Agreement. 

10. Article XIII. (Insolvency), of the Reinsurance Agreements, 

provides in pertinent part: 

It is further agreed and understood that as to all reinsurance made, 

ceded, renewed or otherwise becoming effective hereunder, in the event of 
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insolvency of the Company all amounts payable under this Agreement shall 

be paid by the Reinsurer to the Named Insured under the Policies when the 

Reinsurer with the consent of the Named Insureds under the Policies has 

assumed the obligations of the Company under any of the Policies as direct 

obligations of the Reinsurer to the payees under any such Policy and in 

substitution for the obligations of the Company to such payees. 

11. With respect to the reinsured Policies, the Reinsurer executed 

an “Assumption and Substitution by Reinsurer” document, in a form authorized by 

the Guidelines and the Order.  This document provides that the Reinsurer has 

unequivocally assumed Reliance’s entire direct coverage obligation to the Insured, 

that the “cut-through” payments will be made in satisfaction of the coverage 

obligations of Reliance to the Insured, and that the Reinsurer releases Reliance 

from all liability as required by 40 P.S. §221.34, paragraphs (b), (c) and (e) of the 

Guidelines, and the Order.  The Assumption and Substitution document executed 

by the Reinsurer is attached to this Application as Exhibit E. 

12. With respect to the reinsured Policies, the Insured executed an 

“Informed Consent to Substitution of Reliance” in the form authorized by the 

Guidelines and the Order.  The document provides for informed consent to the 

direct coverage relationship which is in substitution for the relationship between 

the Insured and Reliance and consents to the release of Reliance for all claims by 

the Insured against Reliance relating to coverage assumed by the Reinsurer, as 

required by 40 P.S. §221.34, paragraph 4(e) of the Guidelines, and the Order.  The 
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Informed Consent to Substitution of Reliance is attached to this Application as 

Exhibit F. 

13. As set forth in the Affidavit of Robert Bellusci, attached to this 

Application as Exhibit G, the Liquidator states that no person or firm has earned or 

will earn any contingent fee or extra remuneration of any type from Reliance as a 

result of this transaction. 

14. As set forth in the Affidavit of Jennifer Sanborn (the “Sanborn 

Affidavit”), attached to this Application as Exhibit H, Ms. Sanborn states that no 

person or firm has earned or will earn any contingent fee or extra remuneration of 

any type from the Reinsurer as a result of this transaction. 

15. As further set forth in the Sanborn Affidavit, upon review of 

certain books and records that relate to the Reliance policies reinsured through the 

Reinsurer, the Reinsurer has confirmed that it has, from the October 3, 2001 date 

of Reliance’s liquidation to January, 2017, the Reinsurer made direct reinsurance 

payments estimated in the amount of $269,341.  After analysis of this data, the 

Reinsurer views its future exposure under the proposed cut-through to be $25,000 

as of June, 2017. 

16. In accordance with paragraph 4(e) of the Guidelines, the 

Liquidator has determined that the Reinsurer and the Insured have complied with 

all other contractual provisions regarding the direct payment or assumption and 
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that proper disclosure has been made with respect to the consequences of 

consenting to the direct coverage relationship with the reinsurer. 

17. Pursuant to paragraph 5 of the Guidelines and the Order, the

Liquidator is submitting the Reinsurer’s documentation to this Court and 

recommends approval of direct payment by the Reinsurer.  Accordingly, Teresa D. 

Miller, Commissioner of the Insurance Department of the Commonwealth of 

Pennsylvania, in her capacity as Statutory Liquidator of Reliance Insurance 

Company, hereby respectfully requests that this Court grant this Application and 

enter the Order attached permitting the direct payment of reinsurance proceeds 

from the Reinsurer to the Insured. 
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