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I. NATURE OF THE MOTION

1. This Report is respectfully filed in support of a motion by KPMG Inc., the liquidator (the

“Liquidator”) of Reliance (Canada) (as hereinafter defined) for an Order:

(a) amending the Order of this Court dated January 30, 2002 to extend the date for
Meridian Payments (as hereinafter defined) from April 30, 2002 to December 31,

2002 or such later date as this Court may order;
(b) approving the Meridian Transfer Agreement (as hereinafter defined); and

(c) amending the Appointment Order to extend the date for Policy Payments and

payment of Defense Costs (all as hereinafter defined), as provided in paragraphs 8



.

and 11, respectively, thereof from April 30, 2002 to December 31, 2002 or such

later date as this Court may order.
II. BACKGROUND

2. Reliance Insurance Company (“Reliance”) is a property and casualty insurer in the
United States of America, domiciled in the Commonwealth of Pennsylvania. Reliance has
carried on business in Canada as a “foreign company” within the meaning of the Insurance

Companies Act through its branch since 1918.

3. Reliance was ordered to be liquidated by Order of the Commonwealth Court of
Pennsylvania dated October 3, 2001, under the Pennsylvania Insurance Department Act of 1921.
M. Diane Koken, Commissioner of Insurance for Pennsylvania, was appointed liquidator (the
“U.S. Liquidator™).

4. By Order of the Honourable Mr. Justice Farley made December 3, 2001 (the “Winding-
up Order”), the insurance business in Canada of Reliance Insurance Company (“Reliance
(Canada)”) was ordered wound-up pursuant to the provisions of the Winding-up and

Restructuring Act. A copy of the Winding-up Order is attached as Schedule “A” hereto.

5. By further Order of this Court made December 3, 2001 (the “Appointment Order”),
KPMG Inc. was appointed provisional liquidator. A copy of the Appointment Order is attached
as Schedule “B” hereto.

6. The relevant provisions of the Appointment Order for the purposes of this motion are as

follows:

(a) paragraph 8 provides that the Liquidator may pay all valid policyholder claims,
including claims in respect of unearned premiums, to the amount of $25,000 or
the amount of the coverage limits of the Property and Casualty Compensation
Insurance Corporation (“PACICC”) if any (the “Policy Payments”), until April
30, 2002 or such later date as the Court may order, subject to paragraph 9 of the
Appointment Order, and that such payments are deemed to be payments made on

account of claims in the liquidation;

(b) paragraph 9 provides that the Liquidator may pay all valid claims, including

claims in respect of unearned premiums, under the Meridian Program (as
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hereinafter defined) and other warranty and surety programs to the amount of
$5,000 or the PACICC coverage limits, if any (the “Meridian Payments”), until
January 31, 2002 or such later date as the Court may order, and that such
payments are deemed to be payments made on account of claims in the

liquidation;

paragraph 11 provides that the Liquidator may pay and continue to pay all
reasonable legal and other costs, incurred to and including April 30, 2002 that
Reliance (Canada) is obligated to pay for defending any insureds against losses
under Reliance (Canada)’s policies in accordance with the applicable policy,

subject to the terms and limits of such policies (the “Defense Costs™); and

paragraph 30 provides that the Liquidator may, with the approval of this Court,
arrange for the transfer or reinsurance of all or a portion of the policies of
Reliance (Canada) or cancel all or a portion of the outstanding policies of

Reliance (Canada).

7. By Order of this Court dated January 30, 2002, the date of January 31, 2002 for Meridian
Payments was extended to April 30, 2002.

III. THE MERIDIAN TRANSFER AGREEMENT

8. Attached hereto as Schedule “C” is a copy of the Report of the Liquidator dated

January 28, 2002 in support of the application to extend the date for Meridian Payments. The

Report describes the Meridian Program and the Liquidator’s considerations in exploring a

transaction to transfer or reinsure the policies issued under the Meridian Program. In summary:

(a)

(b)

In October, 2000, Reliance stopped issuing new policies and began “running-off”
or winding down its existing business. Among its remaining blocks of insurance
business was a program under which Reliance (Canada) issued extended warranty
coverage for automobiles and other vehicles, as described below (the “Meridian
Program”). Coverage was written in all provinces, except Quebec. There are

approximately 18,000 Meridian policyholders. The last policy expires in 2007.

In 1995, Reliance (Canada) entered into an arrangement with Meridian Warranty
Management Inc. (an unaffiliated company), under which Reliance (Canada)

issued certificates extending repair warranty coverage on vehicles. The coverage
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was 100% reinsured by other insurers, being AXA Insurance and Lloyds
Underwriters (the “Meridian Reinsurers”). This type of arrangement is known in
the industry as a “fronting” arrangement, since the issuing insurer (here, Reliance
(Canada)) is fully reinsured and retains no residual risk. The effect is that
Reliance (Canada) earns a percentage fee from each of the reinsurers, rather than

bearing the ultimate benefit or burden of the underwriting risk.

(c) Although the Meridian Program is designed so that the ultimate underwriting risk
is borne by the Meridian Reinsurers, Reliance (Canada) is the issuer of the
policies and is therefore directly liable to the policyholders. This means that
Reliance (Canada) bears the risk of the Meridian Reinsurers not paying and must
reserve for these policies in the normal way, as liabilities of Reliance (Canada).
Conversely, the policyholders bear the risk of Reliance (Canada)'s insolvency.

The reinsurance amounts remain an asset of Reliance.

(d) Attached hereto as Schedule “D” is a copy of a letter dated November 8, 2001
from KPMG Inc. to the Office of the Superintendent of Financial Institutions
Canada, which was included as an exhibit to the affidavit filed in support of the
application for the winding-up order. As indicated in that letter, it was KPMG
Inc.'s view that a transfer or reinsurance of the policies would be in the best
interests of policyholders, creditors and other parties interested in Reliance
(Canada). KPMG Inc. recommended the making of the Policy Payments and the
Meridian Payments to enhance the value to any potential transferee or reinsurer.

The Liquidator has been making the payments.

9. The Liquidator has been engaged in a marketing process for the policies of Reliance
(Canada), including those under the Meridian Program. With respect to the Meridian Program,
the Liquidator considered the nature of the program and its limited profit potential, given that it
is only a fee generating business. The Liquidator consulted management of Reliance (Canada),
the third party administrators of the Meridian Program, the Meridian Reinsurers, and others
involved in this area of the insurance market to identify potential purchasers. Five insurers were
approached. One insurer, London Guarantee Insurance Company (“London Guarantee”),

expressed an interest in continuing discussions.
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10.  Attached as Schedule “E” is a copy of an agreement made April 3, 2002 between the

Liquidator and London Guarantee (the “Meridian Transfer Agreement”). In summary, it

provides:

()

(b)

(©)

(d)

(e)

London Guarantee will assume Reliance (Canada)’s liabilities under the Meridian

Program (the “Meridian Liabilities”).

The benefit of underlying reinsurance will be transferred to London Guarantee

simultaneously with its assumption of the Meridian Liabilities.

The warranties forming part of the Meridian Liabilities have been, to the extent
they are known to the parties, listed in a listing initialled by the parties. London
Guarantee will assume Reliance (Canada)’s liabilities for warranties not listed but
for which either or both of the Meridian Reinsurers accepts liability. It will also
assume Reliance (Canada)’s liabilities for warranties not listed for which neither
Meridian Reinsurer accepts liability, but if there are more than 2,000 of such
warranties, the liabilities for the 2,001" such warranty and each warranty
discovered thereafter will not form part of the Meridian Liabilities and will not be

assumed by London Guarantee.
On closing the Liquidator will:
) pay London Guarantee $975,000.00;

(11) transfer to London Guarantee amounts in various loss adjustment expense
funds and loss reserve funds maintained by Reliance (Canada) in respect

of various portions of the Meridian Liabilities; and

(1)  reimburse London Guarantee for the aggregate compensation London
Guarantee pays a third party administrator, for reinsurance consulting

services in relation to the Meridian Liabilities.

The Liquidator and London Guarantee will establish a trust account with Royal
Trust Company of Canada to be designated as the “Claims Account” into which
the Liquidator will deposit approximately $10,500,000.00, being the current
actuarial valuation of the Meridian Liabilities. London Guarantee will be entitled

to draw on the Claims Account for loss or premium refund claims or any loss
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adjustment expense due and payable for which the appropriate Meridian
Reinsurer fails to make payment within 7 days of demand. However, London
Guarantee may only make the withdrawal if any loss reserve fund or loss
adjustment expense fund transferred to London Guarantee for such purpose is

fully depleted.

The Liquidator will also deliver to London Guarantee on closing two letters of
credit, each in the initial amount of $1,000,000.00. London Guarantee will be
entitled to draw down these letters of credit for the purpose specified in the

preceding paragraph if and when the Claims Account has been depleted.

On or before the 60" day following each anniversary of closing until all of the
policies to which the Meridian Liabilities relate have expired, a valuation of the
Meridian Liabilities will be prepared. If the valuation amount shown in such
valuation is less than the amount in the Claims Account, the amount of the

difference is to be withdrawn from the Claims Account and paid to the Liquidator.

On the 180" day after the expiration of all policies assumed by London
Guarantee, the Claims Account, if then still in existence, is to be closed and the
balance therein remitted to the Liquidator, and London Guarantee is to surrender
the letters of credit, subject to the Liquidator providing to London Guarantee cash
or other security satisfactory to London Guarantee, acting reasonably, in an

amount equal to the lesser of:

(1) an amount sufficient to pay all amounts then still claimed by persons in

respect of the Meridian Liabilities; and

(i1) the amount in the Claims Account immediately prior to its closure and the

undrawn balance of the letters of credit.

The security provided by the Liquidator in respect of each outstanding claim will
be released to the Liquidator when the claim is resolved and the appropriate

Meridian Reinsurer satisfies London Guarantee’s liability in respect thereof.

London Guarantee has agreed with the Liquidator to use reasonable efforts to

collect all amounts owing under the reinsurance contracts, and to permit the
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Liquidator, at its expense, to commence legal action against a Meridian Reinsurer

failing to meet its obligations under its reinsurance contract.

(k) In addition to the execution of written reinsurance contracts with the Meridian
Reinsurers, closing of this transaction is also conditional upon approval of the
Minister of Finance under the Insurance Companies Act, approval of this court,
and the execution of new administration and reinsurance consulting agreements
with certain third party administrators in forms which have been attached to the

Assumption Reinsurance Agreement.

) The Liquidator anticipates that the conditions will be satisfied, and that closing
will occur, no later than September 30, 2002.

11. The alternatives to the Meridian Transfer Agreement are:

(a) to run-off the policies, in which case the estate would have to bear the costs of

administration of the run-off until 2007; or

(b) to cancel the policies. Given that vehicles warranties are generally sold at the time
the vehicle is purchased, it is unlikely the policyholders would be able to replace
the coverage. Cancelling the policies would involve payment of unearned
premium to each of the individual policyholders. The administrative costs
associated with the calculation of the unearned premiums would be significant.
The calculation of the unearned premium is based on the percentage of the
premium referable to the unexpired term of the policy. The term of the Meridian
policies depends not only on the passage of time but also on the number of
kilometres driven. Therefore the calculation of unearned premium would require
eliciting and reviewing responses on this point from 18,000 policyholders.
Further, it is not clear whether the Meridian Reinsurers are liable to refund
premiums paid to them by Reliance (Canada) to compensate for the cancellation
of the policies (on the issuances of the policies.) It is also not clear whether fees

paid by Reliance (Canada) would be repayable.

12. Because Reliance (Canada) is fronting the Meridian Program and so bears the
administrative costs but not the liabilities for claims under the policies and because the cost of

calculating unearned premiums is so high, the cost of cancelling the policies is likely to exceed
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the cost of running them off. The Meridian Transfer Agreement will have materially the same
economic impact on the estate as a run-off, and therefore a more beneficial impact than

cancellation of the policies.

13.  The Liquidator is confident, based on the information presently available to it, that the
estate of Reliance (Canada) will make full payment on all valid claims. However, for the reasons
discussed more fully below, the Liquidator is not yet in a position to pay all policyholders 100%.
In the view of the Liquidator, the Meridian Transfer Agreement is not prejudicial to the estate,
notwithstanding that it theoretically could result in payment of 100% of their benefits to
Meridian policyholders at a time when such payment is not assured to other Reliance (Canada)
policyholders. The Liquidator is of the view that, given the alternatives to the Meridian Transfer
Agreement, even if the claims were ultimately paid on the Meridian policies at less than 100%,
the cost of administering the reduction in payments would more than offset any cost savings to

the estate.

14.  The Liquidator is recommending that this Court extend the date to which the Liquidator
may make Meridian Payments to December 31, 2002, so that, should closing be delayed, there
will be no interruption in payments, no further communication required to policyholders

concerning the extension and no anxiety created among the Meridian policyholders.
IV.  EXTENSION OF POLICY PAYMENTS AND DEFENSE COSTS PAYMENTS

15. As indicated above, the Liquidator has undertaken a process of seeking qualified insurers
to assume all of the liability under all of the policies issued by Reliance (Canada) (other than the
Meridian policies) in exchange for the transfer of assets. The Liquidator engaged Scotia Capital
Inc. and KPMG Corporate Finance as co-advisors in this process. There have been expressions
of interest and the co-advisors are currently working with a number of prospective purchasers in
formulating a transaction which will meet the Liquidator’s requirements. The U.S. Liquidator
has been involved in the process as well. The Liquidator remains hopeful that an agreement will
be reached in the near future. In the meantime, the Liquidator is recommending that Policy
Payments and payment of Defense Costs should continue as at present until December 31, 2002

or such further date as this Court may order.

16.  Payment of Defense Costs maintains the standards of claims adjudication, ensures the
claims are properly handled and eases possible concerns of potential purchasers, as well as

eliminating immediate hardship to policyholders. The Liquidator will report back to the Court
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on his progress before December 31, 2002, but believes that all counsel and policyholders should
have the assurance that the Defence Costs will be paid to that date, to reduce their anxiety and

ensure claims are proceeding without disruption.

17. As indicated, the Liquidator is confident, based on the information presently available to
it, that all valid claims against Reliance (Canada) will be paid in full. However, there are
uncertainties. The major uncertainty is the potential that claims which were not reported in the
books and records of Reliance (Canada) may be valid claims in its liquidation. These claims
arise from policies written outside of Canada but which have some nexus with Canada, and
which, arguably, should have been reported in the books of the branch and for which assets
should have been deposited in Canada. There is no certainty as to the magnitude of such claims,
given that they were never identified as being appropriately assigned to Reliance (Canada).
Based on an initial review conducted by the U.S. Liquidator at the Liquidator’s request, the
magnitude of the claims would not prevent payment of full benefits to all policyholders with
some remaining surplus available to the U.S. Liquidator, but the review was not definitive.
Given this uncertainty, the Liquidator is not yet in a position to increase the level of Policy
Payments. The Liquidator is of the view that the level of Policy Payments is a reasonable one in

all of the circumstances, pending the result of the marketing efforts.

18. The Liquidator will be seeking the directions of this Court with respect to giving notice to
any party who believes they have a claim properly assertable in Canada to come forward, and
will then seek directions of this Court with respect to whether the claims should be allowed in

the Canadian estate.

19.  In the meantime, the Liquidator is of the view that continuing the Policy Payments and
the payment of Defense Costs strikes the appropriate balance between ensuring identified
policyholders and claimants are treated fairly, that the marketing process may continue, and that

potential future claimants are not prejudiced.
V. RECOMMENDATIONS
20. The Liquidator therefore recommends that this Court make an Order:

(a) amending the Order of this Court dated January 30, 2002 to extend the date for
Meridian Payments from April 30, 2002 to December 31, 2002 or such later date

as this Court may order;
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(b) approving the Meridian Transfer Agreement; and

(c) amending the Appointment Order to extend the date for Policy Payments and
payment of Defense Costs, as provided in paragraphs 8 and 11, respectively,

thereof from April 30, 2002 to December 31, 2002 or such later date as this Court

may order.

ALL OF WHICH IS RESPECTFULLY SUBMITTED

KPMG INC.,, solely in its capacity as the
Liquidator of Reliance Insurance Company -

Canadian Branch
Per: z‘—‘vqu—“ﬁ“‘\
R

Robert O. Sanderson, l_‘_rcs.idem

G26\RUBENSTG\4433309.10
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ON READING the Notice of Application and the evidence filed by the parties,

and on hearing submissions of counsel for the parties

1 THIS COURT ORDERS AND DECLARES that the Respondent Reliance
Insurance Company is a foreign insurance company within the meaning of the Insurance
Companies Act to which the Winding-up and Restructuring Act applies, and that the insurance
business in Canada of the Respondent (“Reliance (Canada)”) may be wound-up by this Court.

pursuant to Section 10.1 of the Winding-up and Restructuring Act.

2. THIS COURT FURTHER DECLARES that it has made no finding that Reliance

(Canada) is insolvent.

3. THIS COURT ORDERS that Reliance (Canada) shall be wound-up by this Court

pursuant to the Winding-up and Restructuring Act.

4. THIS COURT ORDERS AND DECLARES that the winding-up hereunder of

Reliance (Canada) shall be deemed to commence November 8, 2001.

5. THIS COURT ORDERS that no suit, action or other proceeding shall be
proceeded with or commenced against Reliance (Canada) or Reliance Insurance Company,

except with leave of this Court and subject to such terms as this Court may impose.

6. THIS COURT ORDERS that every judgment, attachment, sequestration, distress,
execution or like process put into force against Reliance (Canada) or Reliance Insurance
Company, or the estate or effects thereof, after the commencement of the winding-up is void and

of no effect.--
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ON READING the Notice of Application and the evidence filed by the parties,

and on hearing submissions of counsel for the parties:

1 THIS COURT ORDERS that the service of the Notice of Application and the
materials herein be and it is hereby good and sufficient notice thereof and that any further service

of the Notice of Application and materials herein be and it is hereby dispensed with.

2. THIS COURT ORDERS that KPMG Inc. be and is hereby appointed as
provisional liquidator (the “Liquidator”) of the insurance business in Canada of the Respondent,
including the assets in Canada of the Respondent, together with its other assets held in Canada
under the control of its chief agent, including, without limitation, al amounts received or

receivable in respect of itsinsurance business in Canada (“ Reliance (Canada)”).

3. THIS COURT ORDERS that the giving of security by the Liquidator upon its

appointment as liquidator be dispensed with.

4. THIS COURT ORDERS that al moneys belonging to Reliance (Canada) received
by or on behalf of the Liquidator and its agents shall be paid into a chartered bank to the account
of the Liquidator immediately after the receipt thereof and an account or accounts shall be
opened immediately, provided, however, that the Liquidator shall have the discretion to deposit

funds to and use the bank accounts currently in the name of or operated by Reliance (Canada).

5. THIS COURT ORDERS that any cheques or drafts in respect of policies, issued
by Reliance (Canada) prior to the making of the winding-up order herein and which are

presented for payment thereafter, may be paid out of the estate and effects of Reliance (Canada).

6. THIS COURT ORDERS that the amount recoverable from, due or owed by any
reinsurer to Reliance (Canada) shall be paid to the Liquidator and shall not be reduced as a result

of this Order or the winding-up order, notwithstanding any terms or contractual agreement to the
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contrary, and that any payment made directly by a reinsurer to an insured or other creditor or
clamant of Reliance (Canada) or Reliance Insurance Company shall not diminish or reduce or

affect such reinsurer’ s obligation to Reliance (Canada).

7. THIS COURT ORDERS that the Liquidator is authorized to cure such defaults
and effect such arrangements as may be required to reinstate such reinsurance affecting the
operations of Reliance (Canada), as the Liquidator deems to be in the interest and for the

protection of policyholders, creditors and claimants of Reliance (Canada).

8. THIS COURT ORDERS that the Liquidator may pay all valid policyholder
claims, including claims in respect of unearned premiums, to the amount of $25,000 or the
amount, if any, of the voluntary compensation payment of PACICC which may be paid under the
terms of its Memorandum of Operations (the “PACICC Voluntary Compensation Payment”)
until April 30, 2002 or such later date as this Court may order, subject to paragraph 9 hereof, and
such payments shall be deemed for al purposes to have been payments made on account of

claimsin the course of the liquidation of Reliance (Canada).

0. THIS COURT ORDERS that the Liquidator may pay al valid claims including
claims in respect of unearned premiums under the Meridian and other warranty and surety
programs to the amount of $5,000 or the amount, if any, of the PACICC Voluntary
Compensation Payment until January 31, 2002 or such later date as this Court may order, and
such payments shall be deemed for al purposes to have been payments made on account of

claimsin the course of the liquidation of Reliance (Canada).

10. THIS COURT ORDERS that the Liquidator may, after consultation with the
Inspectors, make such other payments as the Liquidator in the Liquidator’s discretion deems

advisable in the circumstances in respect of policies of Reliance (Canada) and such payments
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shall be deemed for al purposes to have been payments made on account of claimsin the course

of the liquidation of Reliance (Canada).

11. THIS COURT ORDERS that in addition to the payments referred to in
paragraphs 8 and 10, until April 30, 2002 or such later date as this Court may order, the
Liquidator may pay and continue to pay all reasonable legal and other costs, incurred to and
including April 30, 2002, which Reliance (Canada) is obligated to pay for defending any
insureds against losses under Reliance (Canada)’s policies in accordance with the applicable
policy (“Defence Costs’), subject to the applicable terms and limits of such policies. For greater
certainty, al payments of Defence Costs shall be deemed for al purposes to have been payments
made on account of claims in the course of the liquidation of Reliance (Canada) and to form part
of the expenses of the liquidation as a first charge on the assets of the estate. However, if the
applicable policy so provides, such payments shall be taken into account in determining the
amount which would otherwise be distributed to the respective policyholders and claimants, or
otherwise paid on account of Defence Costs, as the case may be, at such time as any further

distributions or similar arrangements are made in respect of their policies.

12. THIS COURT ORDERS that any payments made by the Liquidator pursuant to
paragraphs 5, 8, 9, 10 and 11 hereof, other than payments made pursuant to clerical errors (the

“Payments’):

(@ shall be deemed to be payments made on account of claims in the liquidation of
Reliance (Canada) and shall be deducted from the amount which would otherwise
be distributed at such time as further distributions or similar arrangements are

made in respect of such claims;

(b) shall be deemed to have been made in accordance with this Order;
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(© in respect of any policy shall not obligate the Liquidator to make further payments

in respect thereof; and

(d) which may have exceeded the ultimate amount which the Liquidator determinesis
available for distribution to the respective policyholders and claimants, or
available for payment of Defence Costs, as the case may be, (collectively, the
“Overpayments’) shal be deemed not to be preferences and shall not be

repayable by the recipients or policyholders.

Neither the Liquidator nor the Liquidator’s agents, advisers or employees shall be liable to any

person in respect of the Overpayments.

13. THIS COURT ORDERS that PACICC, which shall designate from time to time
one or more persons as its representative, and the Insurance Commissioner of the
Commonwealth of Pennsylvaniain her capacity as Liquidator of the Respondent or her designee
are appointed inspectors (collectively the "Inspectors') to assist and advise the Liquidator in the

winding-up of Reliance (Canada).

14. THIS COURT ORDERS that the Inspectors may apply to this Court on motion

for directions concerning any matter relating to the liquidation of Reliance (Canada).

15. THIS COURT ORDERS that each claim in respect of which PACICC makes a
PACICC Voluntary Compensation Payment (a* Compensated Claim™) shall be deemed to be and
shall hereby be assigned in its entirety to PACICC without specific assignment or further steps
required. PACICC shal be entitled to assert each Compensated Claim in the Liquidation.
Reliance (Canada) is hereby deemed to have acquiesced to the assignment of Compensated
Claims provided for herein and to have received a copy of the deed of assignment. PACICC and

the Liquidator shall be deemed to be and shall hereby be released and forever discharged from
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any and al claims, actions, losses and liabilities which any person has or may have at present or

in the future with respect to each Compensated Claim.

16. THIS COURT ORDERS that, notwithstanding the provisions of paragraph 15, the
Liquidator may make funds in the estate available to PACICC from time to time to be used by
PACICC to make PACICC Voluntary Compensation Payments pursuant to the terms and
conditions of the loan and services agreement made effective as of the date hereof between the

Liquidator and PACICC, which is hereby approved.

17. THIS COURT ORDERS that the Liquidator is authorised and empowered to act
as administrator of insurance coverage on behalf of third parties who assume all or part of the
insurance risk, and to be paid the fees earned by Reliance (Canada), pursuant to the terms of the

contracts between Reliance (Canada) and such third parties.

18. THIS COURT ORDERS that the Liquidator is entitled forthwith to possession of
all of Reliance (Canada)’s books, accounts, securities, documents, papers, computer programs
and data, registers and records of any kind (“Books and Records’) and that Reliance (Canada),
its present and former shareholders, directors, officers, employees, salespeople and agents,
accountants, auditors, solicitors, trustees, and every person having knowledge of this Order and
having possession or control of such Books and Records, do forthwith deliver over to the

Liquidator or to the Liquidator’s agent all such Books and Records.

19. THIS COURT ORDERS that al persons, including, without limitation,
employees, brokers, legal counsel, insurance agents, third party administrators, or salespeople
having access to or knowledge of the affairs of Reliance (Canada) do co-operate with the
Liquidator in providing information or documents necessary or incidental to the liquidation of

Reliance (Canada).
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20. THIS COURT ORDERS that any entity which has custody or control of any data
processing information and records (including but not limited to source documents, all types of
electronically stored information, master tapes or any other recorded information) relating to
Reliance (Canada), shall transfer custody and control of such records in a form readable by the
Liquidator to the Liquidator as of the date of this Order, unless instructed to the contrary by the

Liquidator.

21. THIS COURT ORDERS that any entity furnishing claims processing or data
processing services to Reliance (Canada) shall maintain such services and transfer any such
accounts to the Liquidator as of the date of this Order, unless instructed to the contrary by the

Liquidator.

22. THIS COURT ORDERS that Reliance (Canada) and its Chief Agent, officers,
trustees, employees, consultants, agents, and legal counsel shall: surrender peacefully to the
Liquidator the premises where Reliance (Canada) conducts its business; deliver all keys or
access codes thereto and to any safe deposit boxes; advise the Liquidator of the combinations or
access codes of any safe or safekeeping devices of Reliance (Canada) or any password or
authorization code or access code required for access to data processing equipment; and shall
deliver and surrender peacefully to the Liquidator all of the assets, books, records, files, credit
cards, and other property of Reliance (Canada) in their possession or control, wherever located,
and otherwise advise and cooperate with the Liquidator in identifying and locating any of the

foregoing.

23. THIS COURT ORDERS that all persons, firms, corporations and other entities
having agreements, whether written or oral, with Reliance (Canada) for the supply of goods or
services, be and they are hereby enjoined from terminating, accel erating, suspending, modifying,

determining or cancelling such agreements without the written consent of the Liquidator or leave
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of this Court, and that all such parties shall continue to comply with their obligations under such
agreements or otherwise on terms currently provided so long as the Liquidator pays the normal
prices or charges for such goods or services incurred after the date of this Order in accordance

with usual payment terms or as may hereafter be negotiated by the Liquidator from time to time.

24, THIS COURT ORDERS that all persons, firms, corporations and other entities be
and they are hereby enjoined from disturbing or interfering with the occupation, possession or
use by the Liquidator of any premises occupied or leased by Reliance (Canada) as at November
8, 2001 except upon further Order of this Court. From November 8, 2001 and for the period of
time that the Liquidator occupies any leased premises, the Liquidator shall pay occupation rent to
each lessor based upon the regular monthly base rent that was previously paid by Reliance
(Canada) in respect of the premises so occupied or as may hereafter be negotiated by the

Liquidator from time to time.

25. THIS COURT ORDERS that al persons, firms, corporations and other entities be
and they are hereby enjoined from disturbing or interfering with computer software, hardware,
support and data services or with utility services, including, but not limited to, the furnishing of
oil, gas, heat, electricity, water, telephone service (including at present telephone numbers used
by Reliance (Canada)) or any other utilities of like kind furnished to Reliance (Canada) and they
are hereby enjoined from discontinuing or altering any such utilities or services to the Liquidator
except upon further order of this Court, so long as the Liquidator pays the normal prices or
charges for such goods and services incurred after November 8, 2001 as the same become due in
accordance with usual payment terms or as may hereafter be negotiated by the Liquidator from

time to time.
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THIS COURT ORDERS that, without limiting the generality of the foregoing,

and except upon further order of this Court having been obtained on at least 7 days' notice to the

Liquidator:

@

(b)

(©

(d)

all persons, firms, corporations and other entities be and they are hereby
restrained from terminating, cancelling or otherwise withdrawing any licences,
permits, approvals or consents with respect to or in connection with Reliance

(Canada) as they were on November 8, 2001;

any and all proceedings or steps taken or that may be taken, wheresoever taken,
by any person, firm, corporation or entity, including, without limitation, any of
the policyholders or creditors of Reliance (Canada), suppliers, co-insurers,
reinsurers, contracting parties, depositors, lessors, tenants, co-venturers or
partners (hereinafter, in this paragraph “Claimants’) against or in respect of

Reliance (Canada) shall be and hereby are stayed and suspended,

the right of any Claimant to make demands for payment on or in respect of any
guarantee or similar obligation or to make demand or draw down under any letters
of credit, bonds or instruments of similar effect, issued by or on behaf of
Reliance (Canada), to take possession of, to foreclose upon or to otherwise deal
with any property, wheresoever located, of Reliance (Canada) whether held
directly or indirectly, as principal or nominee, beneficialy or otherwise, or to
continue any actions or proceedings in respect of the foregoing, is hereby

restrained;

the right of any Claimant to assert, enforce or exercise any right (including,
without limitation, any right of dilution, buy-out, divestiture, forced sale,

acceleration, termination, suspension, modification or cancellation or right to
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revoke any qualification or registration), option or remedy available to it
including a right, option or remedy arising under or in respect of any agreement
(including, without limitation, any contract, debt instrument, guarantee, option,
co-ownership agreement or any agreement of purchase of sale but not including
any eligible financial contract, as defined in the Winding-up and Restructuring
Act) to which Reliance (Canada) is a party, arising out of, relating to or triggered
by the occurrence of any default or non-performance by Reliance (Canada) or the
making or filing of these proceedings, or any alegation contained in these

proceedings, is hereby restrained; and

(e all Claimants are restrained from exercising any extra judicial remedies against
Reliance (Canada), including, without limitation, the registration or re-registration
of any securities owned by Reliance (Canada) into the name of such persons,
firms, corporations or entities or their nominees, the exercise of any voting rights
attaching to such securities, the retention of any payments or other distributions
made in respect of such securities, any right of distress, repossession, or
consolidation of accounts in relation to amounts due or accruing due in respect of
or arising from any indebtedness or obligation of Reliance (Canada) as of the date

hereof.

27. THIS COURT ORDERS that no action lies against the Liquidator, any of its
affiliates (the "Affiliates') any director, officer, agent, representative or employee of the
Liquidator or of the Affiliates, any entity or person (or director, officer, agent, representative or
employee of any such entity or person) acting under the direction of the Liquidator, or the
Inspectors or any director, officer, agent, representative or employee thereof, for anything done
or omitted to be done in good faith in the administration of the liquidation of Reliance (Canada)

or in the exercise of the Liquidator’s powers under this Order or otherwise.
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28. THIS COURT ORDERS that no suit, action or other proceeding shal be
proceeded with or commenced against the Liquidator, the Affiliates, any director, officer, agent,
representative or employee of the Liquidator, or of the Affiliates, any entity or person (or
director, officer agent, representative or employee of any such person) acting under the direction
of the Liquidator, or the Inspectors or any director, officer, agent, representative or employee

thereof, except with leave of this Court and subject to such terms as this Court may impose.

29. THIS COURT ORDERS that the Liquidator may, without the approval, sanction
or intervention of this Court and without previous notice to the policyholders or creditors of

Reliance (Canada) or any other person,

(@ take control of the estate and effects of Reliance (Canada) or such part thereof as

the Liquidator shall determine;

(b) bring or defend any action, suit or prosecution or other legal proceeding, civil or
criminal, in the Liquidator’s own name as liquidator or in the name or on behalf

of Reliance (Canada), as the case may be;

(© carry on the business of Reliance (Canada) so far asit is necessary or incidental to

the winding-up of Reliance (Canada);

(d) lease or mortgage or otherwise realize upon the undertaking, property and assets

of Reliance (Canada) or any part or parts thereof;

(e sell the real and personal property, effects, intangibles and choses in action of
Reliance (Canada), including all or any portion of Reliance (Canada)’s contracts
and products and related assets, including, without limitation, Reliance (Canada)’s
lists of policyholders and customers, by public auction or private contract, and

transfer the whole thereof to any person or company, or sell them in parcels,
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()

(h)

(i)

()

(k)

()
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do all acts and execute, in the name of and on behalf of Reliance (Canada), all
deeds, receipts, and other documents, and for that purpose use, when necessary,
the seal of Reliance (Canada), and file any elections (tax or otherwise), objections
or registrations, and file any notices, all as may be necessary or desirable in the

opinion of the Liquidator for the better liquidation of Reliance (Canada);

prove, rank, claim and draw dividends in the matter of the bankruptcy, insolvency
or sequestration of any contributory, for any sum due to Reliance (Canada) from
the contributory, and take and receive dividends in respect of the bankruptcy,
insolvency or sequestration, as a separate debt due from that contributory and

rateably with the other separate creditors;

draw, accept, make and endorse any bill of exchange or promissory note in the

name of and on behalf of Reliance (Canada);

give discharges of mortgages and other securities, partial discharges of mortgages
and other securities, and pay property taxes and insurance premiums on

mortgages and other securities taken in favour of Reliance (Canada);

pay such debts of Reliance (Canada) as may be necessary to be paid in order to
properly preserve and maintain the undertaking, property and assets of Reliance

(Canada) or to carry on the business of Reliance (Canada);

surrender possession of any premises occupied by Reliance (Canada) and disclaim

any leases entered into by Reliance (Canada);

apply for any permits, licences, approvals or permissions as may be required by

any governmental or regulatory authority;
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re-direct Reliance (Canada)’ s mail;

enter into any eligible financial contracts, as defined in the Winding-up and

Restructuring Act;

take possession and control of all securities in which Reliance (Canada) has an
interest (directly or indirectly) and exercise al rights that may be enjoyed by a
holder of such securities including, without limitation, rights (i) that may arise by
virtue of the holder being a party to a shareholder or similar agreement that may,
by way of example, restrict the powers of the directors to manage or supervise the
management of the business and affairs of the corporation, (ii) to receive
information, (iii) to attend at and cause to be held meetings of holders of such
securities, (iv) to vote such securities for the removal or election of directors and
approval of significant transactions (such as the sale or disposition of all or
substantially all of the assets of such company or the winding-up, liquidation,
rehabilitation, bankruptcy, receivership, restructuring or amalgamation of such

company), and (V) to sell or otherwise dispose of such securities;

compromise all cals and liabilities to calls, debts and liabilities capable of
resulting in debts, and al claims, demands and matters in dispute in any way
relating to or affecting the assets of Reliance (Canada) or the winding-up of
Reliance (Canada), on the receipt of such sums, payable at such times, and

generaly on such terms as are agreed on by the Liquidator;

make such compromise or other arrangements with creditors or persons claiming

to be creditors of Reliance (Canada) as the Liquidator deems expedient; and
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) do and execute all such other things as are necessary for, or incidental to the
winding-up of the affairs of Reliance (Canada), including without limitation

entering into agreements incurring obligations.

30. THIS COURT FURTHER ORDERS that the Liquidator may, with the approval

of this Court and on such notice as the Court may direct:

(@ arrange for the transfer or reinsurance of al or a portion of the policies of

Reliance (Canada); and

(b) cancel al or a portion of the outstanding policies of Reliance (Canada).

31. THIS COURT ORDERS that the Liquidator and any of the Liquidator’s agents,
officers, directors, representatives or employees shall be deemed not to be an employer or a
successor employer of the employees of Reliance (Canada) within the meaning of the Pension
Benefits Act (Ontario), Employment Standards Act (Ontario), the Labour Relations Act (Ontario)
or any other Federal, Provincia or Municipal legisation governing employment or labour
standards or any other statute, regulation or rule of law or equity for any purpose whatsoever
and, further, that the Liquidator and any of the Liquidator's agents, directors, officers,
representatives or employees shall not be and shall be deemed not to be, in possession, charge or
control of the property or business or affairs of Reliance (Canada) pursuant to any Federal,
Provincial or Municipa legislation, statute, regulation or rule of law or equity which imposes
liability on the basis of such status including, without limitation, the Environmental Protection
Act (Ontario), the Canadian Environmental Protection Act, or the Ontario Water Resources Act,

and this shall be binding on all tribunals and administrative bodies.

32. THIS COURT ORDERS that the Liquidator may retain, employ or engage such

actuaries, accountants, financial advisors, investment dealers, solicitors, attorneys, valuers or
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other expert or professional persons as the Liquidator deems necessary or desirable to assist the
Liquidator in fulfilling the Liquidator’ s duties, and all reasonable and proper expenses which the

Liquidator may incur in so doing shall be costs of liquidation of Reliance (Canada).

33. THIS COURT ORDERS that the Liquidator may act on the advice or information
obtained from any actuary, accountant, financial advisor, investment dealer, solicitor, attorney,
valuer or other expert or professional person, and the Liquidator shall not be responsible for any

loss, depreciation or damage occasioned by acting in good faith in reliance thereon.

34. THIS COURT ORDERS that the Liquidator shall be paid such remuneration as
the Court Orders.
35. THIS COURT ORDERS that the Liquidator shall be at liberty to apply reasonable

amounts against its remuneration, expenses and disbursements on a monthly basis and that such
amounts shall constitute advances against its remuneration and expenses on, but subject to, the

passing of its accounts.

36. THIS COURT ORDERS that this Order and any other ordersin these proceedings

shall have full force and effect in all Provinces and Territoriesin Canada.

37. THIS COURT SEEKS AND REQUESTS the aid and recognition of any Court or
administrative body in any Province or Territory of Canada and any Canadian Federal Court or
administrative body and any Federal or State Court or administrative body in the United States of
America and any Court or administrative body in the United Kingdom or elsewhere to act in aid

of and to be complementary to this Court in carrying out the terms of this Order.

38. THIS COURT ORDERS that the costs of this application, including the costs of
the Inspectors, are to be assessed on a solicitor and his own client basis and shall be costs of

ligquidation of Reliance (Canada).
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39. THIS COURT ORDERS that interested parties may apply to the Court for advice
and directions on 7 days' notice to the Liquidator and the Inspectors, and that the Liquidator may

at any time apply to this Court for advice and directions.
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Court FileNo. 01-CL-4313

ONTARIO
SUPERIOR COURT OF JUSTICE

COMMERCIAL LIST

INTHE MATTER OF
RELIANCE INSURANCE COMPANY

AND IN THE MATTER OF THE
INSURANCE COMPANIESACT, S.C. 1991, C.47, ASAMENDED

AND IN THE MATTER OF THE
WINDING-UP AND RESTRUCTURING ACT, R.S.C. 1985, C.W-11, ASAMENDED

BETWEEN:

THE ATTORNEY GENERAL OF CANADA

Applicant
-and -
RELIANCE INSURANCE COMPANY
Respondent
January 28, 2002
l. NATURE OF THE MOTION
1 This Report is respectfully filed in support of a Motion by KPMG Inc., the

liquidator (the "Liquidator") of Reliance (Canada) (as hereinafter defined) for an Order:

@ extending the date for payment of valid claims including claims in respect of
unearned premiums under the Meridian Program (as hereinafter defined) and
other warranty and surety programs issued by Reliance (Canada) from January 31,
2002 to April 30, 2002 or such later date as this Court may Order; and

(b) authorizing the Superintendent of Financial Institutions (the " Superintendent™) to,
among other things, attend and call meetings of inspectors of the estate of
Reliance (Canada).



. BACKGROUND

2. Reliance Insurance Company (“Reliance’) is a property and casualty insurer in
the United States of America, domiciled in the Commonwealth of Pennsylvania. Reliance has
carried on business in Canada as a “foreign company” within the meaning of the Insurance
Companies Act through its branch since 1918.

3. Reliance was ordered to be liquidated by Order of the Commonwealth Court of
Pennsylvania dated October 3, 2001, under the Pennsylvania Insurance Department Act of 1921.

4. By Order of the Honourable Mr. Justice Farley made December 3, 2001 (the
“Winding-up Order”), the insurance business in Canada of Reliance Insurance Company
(“Reliance (Canada)”) was ordered wound-up pursuant to the provisions of the Winding-up and
Restructuring Act. A copy of the Winding-up Order is attached as Schedule "A" hereto.

5. By further Order of this Court made December 3, 2001 (the "Appointment
Order"), KPMG Inc. was appointed provisional liquidator. A copy of the Appointment Order is
attached as Schedule "B" hereto.

6. The relevant provisions of the Appointment Order for the purposes of this motion
are asfollows:

@ paragraph 8 provides that the Liquidator may pay al valid policyholder claims,
including claims in respect of unearned premiums, to the amount of $25,000 or
the amount of the coverage limits of the Property and Casualty Compensation
Insurance Corporation ("PACICC"), if any, until April 30, 2002 or such later date
as the Court may order, subject to paragraph 9 of the Appointment Order, and that
such payments are deemed to be payments made on account of claims in the
liquidation (the “Policy Payments’);

(b) paragraph 9 provides that the Liquidator may pay all valid claims, including
claims in respect of unearned premiums, under the Meridian Program and other
warranty and surety programs to the amount of $5,000 or the PACICC coverage
limits, if any, until January 31, 2002 or such later date as the Court may order, and
that such payments are deemed to be payments made on account of claims in the
liquidation (the "Meridian Payments");
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(©) pursuant to paragraph 13, PACICC and the liquidator of Reliance were appointed
inspectors to assist and advise the Liquidator in the winding-up of Reliance
(Canada); and

(d) paragraph 30 provides that the Liquidator may, with the approval of this Court,

arrange for the transfer or reinsurance of al or a portion of the policies of
Reliance (Canada) or cancel al or a portion of the outstanding policies of
Reliance (Canada).

(1.  THE MERIDIAN PROGRAM

7. In October, 2000, Reliance stopped issuing new policies and began "running-off"
or winding down its existing business. Among its remaining blocks of insurance business was a
program under which Reliance (Canada) issued extended warranty coverage for automobiles and
other vehicles, as described below (the “Meridian Program”). Coverage was written in all
provinces, except Quebec. There are approximately 18,000 Meridian policyholders. The last
policy expiresin 2007.

8. In 1995, Reliance (Canada) entered into an arrangement with Meridian Warranty
Management Inc. (an unaffiliated company), under which Reliance (Canada) issued certificates
extending repair warranty coverage on vehicles. The coverage was 100% reinsured by other
insurers. This type of arrangement is known in the industry as a “fronting” arrangement, since
the issuing insurer (here, Reliance (Canada)) is fully reinsured for the risk, and retains no
residual risk. The effect is that Reliance (Canada) earns a percentage fee from the reinsurer,
rather than bearing the ultimate benefit or burden of the underwriting risk.

9. Although the Meridian Program is designed so that the ultimate underwriting risk
is borne by the reinsurer, Reliance (Canada) is the issuer of the policies and is therefore directly
liable to the policyholders. This means that Reliance (Canada) bears the risk of the reinsurers
not paying and must reserve for these policies in the normal way, as liabilities of Reliance
(Canada). Conversely, the policyholders bear the risk of Reliance (Canada)'s insolvency. The
reinsurance amounts remain an asset of Reliance.

10. Attached hereto as Schedule "C" is a copy of a letter dated November 8, 2001
from KPMG Inc. to the Office of the Superintendent of Financial Institutions Canada, which was
included as an exhibit to the affidavit filed in support of the application for the winding-up
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Order. Asindicated in that letter, it was KPMG Inc.'s view that a transfer or reinsurance of the
policies would be in the best interests of policyholders, creditors and other parties interested in
Reliance (Canada). KPMG Inc. recommended the making of the Policy Payments and the
Meridian Payments to enhance the value to any potential transferee or reinsurer. The Liquidator
has been making the payments, as contemplated by the Appointment Order.

11. The Liquidator has been exploring the possibilities of transferring or reinsuring
the policies of Reliance (Canada), including those under the Meridian Program. With respect to
the Meridian Program, the Liquidator explored the industry and marketplace and identified those
insurers who might have an interest in the program. The Liquidator then sought expressions of
interest from them and has now entered into exclusive negotiations with one potential purchaser.
The Liquidator is satisfied that the negotiations are serious and is optimistic that an agreement
will be concluded, although one has not been concluded as of the date hereof.

12. The alternatives to a transaction are:

@ to run-off the policies, in which case the estate would have to bear the costs of
administration of the run-off until 2007; or

(b) to cancel the policies. Given that vehicles warranties are generally sold at the time
the vehicle is purchased, it is unlikely the policyholders would be able to replace
the coverage. Cancelling the policies would involve payment of unearned
premium to each of the individual policyholders. The administrative costs
associated with the calculation of the unearned premiums would be significant.
The calculation of the unearned premium is based on the percentage of the
premium referable to the unexpired term of the policy. The term of the policies
issued under the Meridian Program is dependent not only on the passage of time
but also on the number of kilometres driven which would require €eliciting and
reviewing responses on this point from 18,000 policyholders.

Given the serious expression of interest by the potential purchaser, the costs associated with
cancelling the policies under the Meridian Program and the impact a cancellation would have on
the individual policyholders, the Liquidator is of the view that cancellation of the policies at this
timeisnot justified, in the circumstances.
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13. The Liquidator is therefore seeking an extension of the January 31, 2002 date in
paragraph 9 of the Appointment Order to April 30, 2002, which is coincident with the date
contained in paragraph 8 of the Appointment Order. The Liquidator is hopeful that an agreement
will be concluded by that time. In such a case, the Liquidator would seek the approval of this
Court to the transaction as required by paragraph 30 of the Appointment Order.

V. THE ROLE OF THE SUPERINTENDENT

14. As noted above, pursuant to the Appointment Order, PACICC and the liquidator
of Reliance were appointed inspectors of the estate of Reliance (Canada). The Superintendent
has indicated an interest in maintaining a role in the estate. However, the Superintendent has
carefully considered his potential appointment as an inspector and has concluded that he does not
wish to be appointed as an inspector.

15. The Superintendent has indicated that he wishes to maintain a role on the
following basis:

@ he would receive notice of the meetings of inspectors and be entitled to attend and
be heard at such meetings;

(b) he would be entitled to call meetings of inspectors on reasonable notice to the
inspectors and to the Liquidator;

(c) he would receive notice of all proceedings and, subject to further order of this
Court, be entitled to attend and be heard at such proceedings;

(d) the protections offered to the other inspectors pursuant to paragraphs 27 and 28 of
the Appointment Order would be extended to the Superintendent; and.

(e he would be entitled to apply to this Court on motions for directions concerning
any matter relating to the liquidation.

16. The Liquidator and the inspectors are content that the Superintendent play such a
role and have agreed on the terms set out above.



V. RECOMMENDATIONS

17. The Liquidator therefore recommends that this Court make an Order:

€) extending the date set out in paragraph 9 of the Appointment Order from January
31, 2002 to April 30, 2002 or such later date as this Court may Order; and

(b) authorizing the proposed role of the Superintendent as set out above.
ALL OF WHICH ISRESPECTFULLY SUBMITTED
KPMG INC., solely in its capacity asthe

Liquidator of Reliance Insurance Company -
Canadian Branch

Per: MEL:L —

-"\’::_J Robert O. Sanderson, President

G26\RUBENSTG\4423751.5
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KPMG Inc. Suite 3300 Commerce Court West Telephone (416) 777-8500
PO Box 31 Stn Commerce Court Telefax (416) 777-3364
Toronto ON M5L 1B2 Telefax (416) 777-8818

http://www.kpmg.ca
November 8, 2001

Office of the Superintendent of Financial Institutions Canada
255 Albert Street

Ottawa, Canada

KIA 0H2

Attention: Francois Gilbert

Dear Sir:
Re:  Reliance lnsurance Company - Canadian Branch (“ Reliance (Canada)”)

The Superintendent has designated KPMG Inc. as one of his representatives in connection with
his taking of control of the assets in Canada of Reliance (Canada). He has also requested that the
Attorney General of Canada apply to the Ontario Superior Court of Justice for an order (the
“Order”) winding up Reliance (Canada) under the Winding-up and Restructuring Act. He is
recommending that KPMG Inc. be appointed as liquidator of Reliance (Canada) (the
“Liquidator”).

In our capacity as the Superintendent’s representative, we have become familiar with the
business of Reliance (Canada). Based on our work thus far and on our experience in the
liquidations of both property and casualty insurance companies and branches and life insurance
companies, we consider that if Reliance (Canada) is liquidated, the best interests of
policyholders, creditors and other parties interested in Reliance (Canada) would be best served if,
in the initial phases of the liquidation, the Liquidator explored the possibility of arranging for
transfer or reinsurance of all or a portion of the policies of Reliance (Canada). In order to
enhance the value of the estate as much as possible to any potential transferee or reinsurer, the
Liquidator should be specifically empowered in the Order to pay certain liabilities relating to the
policies, including:

(@ the reasonable legal and other costs which Reliance (Canada) is obligated to pay
for defending insureds against losses under their policies in accordance with the
policies;

(b) all valid policyholder claims, except as described in paragraph (c) below, up to
$25,000 or the amount, if any, of the voluntary compensation payment (“PACICC
Voluntary Payment”) of the Property and Casualty Insurance Compensation
Corporation (“PACICC"), discussed more fully below;

(©) al valid clams under certain warranty and surety programs of Reliance (Canada)
up to $5,000 or the amount, if any, of the PACICC Voluntary Payment; and

KPMG International
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(d) any other payments in respect of the policies that the Liquidator in its discretion
deems advisable.

The Liquidator should also be empowered to pay cheques or drafts issued by Reliance (Canada)
prior to the making of the Order but presented for payment thereafter and to enter into
arrangements with PACICC.

In our view, making these payments will enhance the value of the business, maximizing any
potential opportunity for its sale or transfer. It will also minimize the potential disruption or
hardship to policyholders and creditors.

With respect to the payment of liabilities relating to policies:

(@ the payment of defence costs will maintain the standards of claims adjudication,
ensuring that claims are properly handled and easing possible concerns of
reinsurers; and

(b) the payment levels recommended are based on our review of the claims profiles,
which indicate that the vast majority of the claims are under $25,000, other than
clams under the warranty and insurance programs referred to above, the vast
majority of which are under $5,000.

We recommend that the above provisions with respect to payments on policies be in place until
April 30, 2002. By that time, the Liquidator will have had an opportunity to further consider the
status of the business and the potential for its transfer, and to further report to the Court and seek
directionsif necessary.

PACICC was established by property and casualty insurers to compensate policyholders and
third party claimants in respect of insolvent property and casualty insurers by making voluntary
payments. We considered it prudent to contact PACICC and explore ways in which PACICC and
the Liquidator could cooperate, to ensure both the least disruption to policyholders and third
party claimants and the most expeditious and efficient handling of claims and processing of
PACICC payments. We attach a draft loan agreement reached with PACICC which we would
propose be executed by the Liquidator and PACICC if the Order is issued. The loan agreement
provides that the Liquidator will advance payments up to PACCIC limits from the assets of
Reliance (Canada) in respect of policyholder claims covered under PACICC. PACICC will pay
the Liquidator the difference between amounts so advanced and the ultimate percentage recovery
which the estate would pay, with interest from the date each payment is made to policyholders
and claimants.

We have reviewed all outstanding cheques or drafts issued prior to October 5, 2001, and
approved them for payment. Any cheques or draftsissued after October 5, 2001 have been drawn
with the authority of the representatives.
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We respectfully request that the Attorney General include provisions in the Order being
requested which would, if the Order is made, empower the Liquidator to make the payments
described in this letter and enter into the loan agreement with PACICC.

Yoursvery truly,

KPMG INC.

——

Robert O. Sanderson
President

Attachment



Schedule “E”
ASSUMPTION REINSURANCE AGREEMENT

THIS AGREEMENT madethe 5™ day of Apl |, 2002

BETWEEN:

LONDON GUARANTEE INSURANCE COMPANY
(hereinafter called “London Guarantee”)
OF THE FIRST PART;
-and -
KPMG INC,, inits capacity as liquidator
of the insurance businessin Canada of
RELIANCE INSURANCE COMPANY
and not in its personal capacity

OF THE SECOND PART.

WHEREAS

A.

11

Reliance Insurance Company isin liquidation pursuant to an order made the 3rd day of
October, 2001 by the Commonwealth Court of Pennsylvania (the “U.S. Proceedings’);

By order of the Court (as defined herein) dated December 3, 2001 the insurance business
in Canada of Reliance Insurance Company was ordered wound-up and KPMG Inc. was
appointed liquidator of Reliance Insurance Company’ sinsurance business in Canada;

The Liquidator has agreed to cede and assign to London Guarantee, and London Guarantee
has agreed to assume, the Policy Liabilities (as defined herein) on the terms and conditions
hereinafter set forth.

NOW THEREFORE the parties agree as follows:

ARTICLE |
INTERPRETATION

Definitions.
In this Agreement, except as otherwise expressly provided, capitalized words or

expressions shall have the meanings set out below:

@ “Actuaries’ means J.S. Cheng & PartnersInc.
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“Administration Agreement” means an administration agreement among
London Guarantee, the Liquidator, George Bilyk and the Administrator
substantially in the form of Schedule“A”.

“Administrator” means 3768279 Canada Inc.

“Agreement” means this Agreement and al schedules annexed hereto and dl
instruments in amendment or in confirmation of it.

“AXA” means AXA Pacific Insurance Company.
“Block” means any one of Block 1, Block 2 or Block 3.

“Block 1" means those Policies issued between November 1, 1995 and April 30,
1998 and 100% reinsured by Lloyd's.

“Block 2" means those Poalicies issued between May 1, 1988 and April 30, 1999
and reinsured asto 47.5% by Lloyd’'s and asto 52.5% by AXA.

“Block 3" means those Policies issued between May 1, 1999 and August 30, 2000
and 100% reinsured by AXA.

“Business Day” means every day except a Saturday, Sunday or a day which is a
statutory holiday under the laws of Canada or Ontario.

“Claims Account” means the account to be so designated under Section 2.2(a)(iv).

“Closing” means the completion of the transactions described in this Agreement,
and “Closing Date” or “Date of Closing” means the earlier of:

() May 31, 2002 (or such later date as may be agreed upon by the parties); and

(i) thelast Business Day of the month in which al of the conditions set out in
Sections 7.1(c), (g) [and (i)] have been satisfied, if dl of such conditions
have been satisfied.
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“Court” meansthe Ontario Court of Justice (General Division).

“Declining Letter of Credit” has the meaning attributed to such term in paragraph
2.2(a)(vi);

“Deposit Amount” means an amount determined by:

(i) dtarting with an opening baance as a December 31, 2001 equa to
$10,565,000.00;

(i) deducting, as and when paid, any amounts paid on account of claims for
loss or premium refund or on account of Loss Adjustment Expenses under
or in respect of the Policies during the period from December 31, 2001 to

Closing; and

(i) accruing interest on the outstanding balance from time to time in accordance
with (i) and (ii) above at an annual rate of interest equal to the rate of 2.25%

per annum during the period from December 31, 2001 to Closing; and

(iv)  deducting from the balance determined in accordance with (i), (ii) and (iii)
above, the amounts transferred to London Guarantee on Closing pursuant to
clauses 2.2(a)(i) and 2.2(a)(ii).

“Existing Administration Agreement” means the Program Administration
Agreement between the Existing Administrators and Reliance Insurance Company
dated November 1, 1995, as amended from time to time prior to the date hereof, a
copy of which is attached as Schedule “B”.

“Existing Administrators’ means the administrators appointed and authorized by
Reliance Insurance Company under the Existing Administration Agreement,
defined therein as Meridian Warranty Management Inc. and Nicole Demers &
Associates Inc.

“Fixed Letter of Credit” has the meaning attributed to such term in paragraph
2.2(a)(vi).
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“Letters of Credit” means the Declining Letter of Credit and the Fixed Letter of
Credit and “ Letter of Credit” means either one of such letters of credit.

“Liquidator” means the Person who from time to time is the liquidator of
Reliance, it being acknowledged that as at the date hereof the liquidator of Reliance
isKPMG Inc.

“Lloyds’ meansLloyd’ s Underwriters.

“Loss Adjustment Expenses’ means all fees paid to the Existing Administrators
pursuant to the Existing Administration Agreement or to the Administrator
pursuant to the Administration Agreement, as the case may be.

“Person” means an individual, partnership, joint venture, association, corporation,
trust or governmental authority, body, agency or department.

“Policy Liabilities’ means dl liabilities of Reliance under the Policies, which
liabilities are outstanding as at Closing or which liabilities arise or are incurred after
Closing, (including claimsfor premium refunds and/or claims for loss) and which
in either caserelate to:

(i) the warranties listed in that certain listing which has been initidled by the
parties;

(i) warranties not listed in thelisting referred to in 1.1(x)(i) above but in respect
of which the reinsurer or, for Block 2, both reinsurers under the applicable
Reinsurance Contract(s) accept(s) liability; and

(i)  warranties not listed in the listing referred to in 1.1(x)(i) above and in
respect of which the reinsurer or, for Block 2, either of the reinsurers under
the applicable Reinsurance Contract(s) for the applicable Block denies
lighility,

provided that should there be more than 2000 warranties matching the description
set out in subparagraph (iii) above, the liabilities of Reliance in respect of the 2001*



such warranty to be discovered and each such warranty to be discovered theresfter,
will be deemed not to be “Policy Liabilities’.

(y) “Policies’ means dl mechanical breakdown insurance policies and extended
warranty service contracts issued by or on behaf of the Existing Administrators,
the Administrator or Reliance in Canada and administered by the Existing
Administrators or the Administrator (which for greater certainty include those
policies named “Premium Plan 2", “DFS Advantage” and “ Suzuki”).

2 “Records’ means al technical, business, financial books and records of account,
books, manuals, data, reports, files, briefs, deeds, certificates, contracts, actuarial
files, paper policy claim files, or similar documentation and information in any
form or recording medium whatsoever relating to the Policy Liabilities in the
Liquidator’ s possession and control as at Closing.

(@ “Reinsurance Contracts’ means written reinsurance contracts between London
Guarantee and Lloyd's and AXA in form and substance satisfactory to the
Liguidator and London Guarantee (each acting reasonably), formalizing the
arrangements reflected in the documentation pertaining to such reinsurers which
has been provided to London Guarantee by the Liquidator; and aso including:

() a“follow the fortunes’ clause substantialy in the form of Schedule “C”
attached;

(i) agreement by the reinsurers to be bound by the claims administration of the
Administrator; and

(i) inthecase of AXA only, a*“cut-through” clause to AXA Insurance PIc.

(bb) “Reliance” means the Canadian assets and business of Reliance Insurance
Company, in liquidation.

(cc) “Timeof Closing” means 2:00 p.m. (Toronto time) on the Closing Date.
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“U.S. Proceedings’ has the meaning attributed to such term in the first recita of
this Agreement.

“Valuation” has the meaning attributed to such term in subparagraph 2.2(d).

I nter pretation.

In this Agreement:

@
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words denoting the singular include the plural and vice versa, and words denoting

any gender include all genders;

any reference to a statute shall mean the statute in force as a the date hereof, unless
otherwise expressly provided;

the use of headings is for convenience of reference only and shall not affect the
construction of this Agreement;

when calculating the period of time within which, or following which, any act is to
be done or step taken, the date which is the reference day in caculating such period
shall be excluded. If the last day of such period is not a Business Day, the period
shall end on the next Business Day. A day shall run from 00:01 A.M. to 12:00
A.M. of the following day;

“including” means “including, without limitation” and “includes’ has a
corresponding meaning;

all dollar amounts are expressed in Canadian Funds.

Schedules:

The following attached schedules form part of this Agreement:

Schedule “A” — Administration Agreement
Schedule “B” — Existing Administration Agreement

Schedule “C” - “Follow the Fortunes’ clause



Schedule “D” — Form of Estoppel Certificate

Schedule “E” — Form of Reinsurance Consulting Agreement

Schedule “F” — Form of DFS Indemnity

ARTICLE I
TRANSFER AND ASSUMPTION

21 Transfer and Assumption.

On Closing, the Liquidator shal assign and transfer to London Guarantee al of the

Liquidator’s and Reliance's right, title and interest in and to the Policies on the Closing Date and

London Guarantee shall assume, carry out, discharge and indemnify the Liquidator and Reliance

from and againgt, the Policy Liabilities. In consideration of the assumption, the Liquidator shall

pay to London Guarantee on Closing the sum of $975,000.00 plus any premium tax which may

be exigible on such sum, and will transfer the other assets and make the other arrangements
described in Section 2.2.

2.2 Closing Transactions and Post-Closing Adjustments.

@ On Closing the Liquidator will:

(i)

(ii)

transfer to London Guarantee cash in amounts equaling the amounts
alocated as a Closing (in each case in accordance with the existing
reinsurance contracts with AXA and Lloyd's) to the Loss Adjustment
Expense funds maintained in respect of Block 1, Block 2 and Block 3 (it
being acknowledged that as at December 31, 2001, the amount alocated to
the Loss Adjustment Expense fund for Block 1 was $45,878.00, the
amount allocated to the Loss Adjustment Expense fund for Block 2 was
$115,785.00, and the amount allocated to the Loss Adjustment Expense
fund for Block 3 was $132,919);

transfer to London Guarantee cash in an amount equaling the amount
allocated as at Closing (in accordance with the existing reinsurance contract
with AXA) to the loss reserve fund maintained in respect of Block 3 (it
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being acknowledged that as at December 31, 2001, $3,186,791.00 was
allocated to the Block 3 loss reserve fund, and the balance alocated to the
loss reserve funds maintained in respect of both Block 2 and Block 1 was

nil):;

reimburse London Guarantee for the reasonable out-of-pocket expenses
incurred by London Guarantee in obtaining the approval(s) referred to in
paragraph 7.1(h) and pay London Guarantee a sum equal to the aggregate
compensation payable to George Bilyk under the reinsurance consulting
agreement in the form attached hereto as Schedule “E”;

in co-operation with London Guarantee, establish with Roya Trust
Company of Canada atrust account for the benefit of holders of Policies,
the Liquidator and, as provided in Section 2.2(c), London Guarantee to be
designated as the “Claims Account” over which two officers of London
Guarantee will have signing authority;

ddiver to London Guarantee a written caculation of the Deposit Amount
and deposit the Deposit Amount into the Claims Account; and

deliver to London Guarantee two letters of credit, each in the initid amount
of $1,000,000.00, drawn on a Schedule 1 Canadian Chartered bank and
having London Guarantee as its sole beneficiary, and entitling London
Guarantee to draw thereunder upon presentation of a certification of a senior
officer of London Guarantee stating that the Claims Account has been fully
depleted, and that the amount drawn is required for the payment of a clam
for loss or premium refund or a Loss Adjustment Expense due and payable
in respect of the Policies, and that demand has been made of the appropriate
reinsurer not less than seven days previously for the payment of such sum,
and such sum has not been paid by such reinsurer (the “Letters of Credit”).
The baance of one of the Letters of Credit (the “Declining Letter of
Credit”) will decline in accordance with paragraph 2.2(e). The baance of
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the other Letter of Credit (the “Fixed Letter of Credit”) will decline in
accordance with paragraph 2.2(f).

London Guarantee will maintain and administer the Loss Adjustment Expense
funds and the loss reserve fund referred to in subparagraph 2.2(a)(ii) above in
accordance with the applicable Reinsurance Contract, and will maintain such loss
reserve fund referred to above in a separate trust account in accordance with the
requirements of the Reinsurance Contracts.

From and after Closing London Guarantee will have the authority to withdraw
sums from the Claims Account solely for the purpose of satisfying and discharging
clams for loss which are the Policy Liabilities and claims for premium refund
which are Policy Liabilities, and for the purpose of paying Loss Adjustment
Expenses provided that no such payment or withdrawal shal be made from the
Claims Account in respect of Block 3 unless and until the loss reserve fund for
Block 3 has been fully depleted, and no such payment or withdrawal shall be made
from the Claims Account in respect of Loss Adjustment Expenses in respect of a
Block unless and until the Loss Adjustment Expenses fund for such Block has
been fully depleted, and provided further that no payment or withdrawal shall be
made from the Claims Account in respect of a claim for loss unless demand has
been made of the appropriate reinsurer in respect of such payment and funds have
not been made available from such reinsurer within seven days of demand. After
depletion of the Claims Account, London Guarantee may draw under the Declining
Letter of Credit for the purpose specified in the immediately prior sentence and after
the Declining Letter of Credit has been fully drawn down London Guarantee may
draw under the Fixed Letter of Credit for the purpose specified in the immediately
prior sentence. Funds ultimately paid by areinsurer in respect of aclam initialy
satisfied from the Claims Account or the Letter of Credit will be deposited to the
Claims Account by London Guarantee, or if the Claims Account is no longer in
existence, will be paid by London Guarantee to the Liquidator. For so long as the
Claims Account is in existence or either or both of the Letters of Credit are
outstanding, within 30 days of the end of each cdendar quarter after Closing,
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London Guarantee will provide to the Liquidator awritten report detailing payments
made from the Claims Account or drawn under the Letters of Credit during such
calendar quarter, amounts deposited to the Claims Account or paid to the Liquidator
by London Guarantee during such calendar quarter, and the balance in the Claims
Account and the undrawn balance of the Letters of Credit a the end of such
calendar quarter.

The Liquidator shall cause the Actuaries to deliver to the Liquidator and London
Guarantee, on or before the 60th day following each anniversary of Closing until dl
Policies have expired, a report setting out the Actuaries’ assessment and valuation
of the actuaria liabilities attributable to the Policy Liahilities as of such anniversary
of Closing (each such report being a “Vauation”). Each Vauation will be
prepared on a basis consistent with the Actuaries report and valuation with respect
to the Policies which was prepared by them as at December 31, 2001. If the
valuation amount shown in the Vauation is less than the amount in the Claims
Account as at the date which is 5 days after the delivery of such Valuation, London
Guarantee shall withdraw from the Claims Account and pay to the Liquidator the
amount of the difference.

On ddivery of a Valuation, London Guarantee will deliver to the issuer of the
Declining Letter of Credit a request that the Declining Letter of Credit be renewed
for the following twelve month period in an amount equal to the lesser of (i)
18.93% of the vauation amount shown in the Vauation, less $1,000,000.00 and
(i) the outstanding balance under the Declining Letter of Credit immediately prior
to therenewal. Thetermsof the Declining Letter of Credit will provide for annual

renewal on such terms.

Until drawn down, the Fixed Letter of Credit will renew annualy in the amount of
$1,000,000.00. Once the Fixed Letter of Credit is drawn down, it will renew

annually in the amount of its undrawn balance.

Sumsin the Claims Account will be invested by London Guarantee at al times in
debt obligations of the Government of Canada or the provinces thereof having a
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term not exceeding 365 days. Interest income earned in the Claims Account shall
be retained in and form part of the Claims Account. London Guarantee will earn
and be entitted to deduct from the Claims Account on a quarterly basis
(commencing the first calendar quarter after Closing) an investment fee of 25 basis
points per year on the average balance in the Claims Account.

On the 180th day after the expiration of all Policies, the Claims Account, if then till
in existence, will be closed and the balance therein will be remitted to the
Liquidator, and London Guarantee will surrender the Letters of Credit for
cancellation, subject to the Liquidator providing to London Guarantee cash or other
security satisfactory to London Guarantee, acting reasonably, in an amount equal to
the lesser of: (i) an amount sufficient to pay al amounts then still claimed by
Persons in respect of Policy Liabilities, as evidenced by a certificate of a senior
officer of London Guarantee which will be delivered to the Liquidator and which
will itemize such claims and indicate the amount claimed under each claim, and (ii)
the amount in the Claims Account to be remitted to the Liquidator pursuant to this
paragraph 2.2(h) together with the undrawn baance of the Letters of Credit. If the
Liquidator provides security in the amount described in clause (ii) above, then the
Liquidator will be deemed to have provided security in respect of each claim in an
amount equal to a percentage of the total amount provided by the Liquidator as
security in respect of dl such claims which corresponds to percentage which such
clamisof al of the claims shown in the aforementioned officer’s certificate. If the
Liquidator provides security in the amount described in clause (i) above, it will be
deemed to have provided security in respect of each claim in the amount equa to
the amount shown as being claimed in respect of such claim in the aforementioned
officer’s certificate. As and when any such clam is resolved, London Guarantee
will remit to the Liquidator the amount, if any, by which (i) the amount deemed to
have been provided by the Liquidator as security in respect of the claim pursuant to
the foregoing provisions exceeds (ii) the amount actually paid the claimant, less the
reinsurance recovered in respect of the claim.
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2.3 Records.

On Closing, the Liquidator shall transfer, convey and assign to London Guarantee al of its
right, title and interest in the Records and shall deliver the Records to London Guarantee at a
location in Toronto, Ontario specified by London Guarantee.

24 Assumption Certificates.

The Liquidator agrees, at its expense, to prepare and deliver to the holders of Policies an
assumption certificate, in form acceptable to London Guarantee, acting reasonably, in respect of
London Guarantee' s assumption of the Policy Liabilities within sixty (60) days following the
Closing.

25 Responsibility for Claims Arising From Administration.

For greater certainty, from and after the Closing and as between Reliance and the
Liquidator on the one hand and London Guarantee on the other, London Guarantee will have dl
liability and responsibility for claims, damages, liabilities, costs or expenses (including claims for
punitive damages) arising out of or attributable to London Guarantee's or the Administrator’s (or
any other administrator appointed by London Guarantee) administration, after Closing, of any
liability expressly assumed by it pursuant to the provisions of this Agreement.

2.6 Reinsurance Contracts

After Closing, London Guarantee will diligently comply with its obligations under the
Reinsurance Contracts, will not terminate the Reinsurance Contracts, will use al commercialy
reasonable efforts to collect amounts owing thereunder and keep the Liquidator informed of its
collection efforts, and, if required by the Liquidator, will permit the Liquidator at its expense to
commence legal action against areinsurer failing to pay any amount alleged by the Liquidator to be
owing under a Reinsurance Contract in the name and on behalf of London Guarantee, and will
provide the Liquidator with al such cooperation in connection with any such lega action as the
Liquidator may reasonably request.
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2.7 Administration Agreement

It is acknowledged that the terms of the Administration Agreement have been approved by
the Administrator and George Bilyk, but that such terms shall also require approval of AXA and
Lloyd’'s. The parties hereto agree to use commercially reasonable efforts to obtain the approval of
such reinsurers to such terms not less than seven (7) days prior to Closing. If the approva of the
reinsurers to such terms has not been obtained at |east seven (7) days prior to Closing as aforesaid,
Reliance's rights under the Existing Administration Agreement will, with the consent of the
Existing Administrators, be assigned to London Guarantee on the terms specified in clause (ii) of
paragraph 7.1(d). After Closing, (a) the Administration Agreement, if entered into and approved
by AXA and Lloyd's as aforesaid, or (b) the Existing Administration Agreement, if assigned as
aforesaid, will not be amended in any manner which affects, or could reasonably be expected to
impact upon, the Liquidator’'s rights and obligations hereunder without the Liquidator’s prior
written consent.

ARTICLE 111
REPRESENTATIONS AND WARRANTIES OF THE LIQUIDATOR

31 Representations and Warranties.

The Liquidator hereby makes the following representations and warranties and
acknowledges that London Guarantee is relying on such representations and warranties in entering
into this Agreement:

@ Authority. KPMG Inc. was appointed Liquidator by order of the Court dated
December 3, 2001, and such order remainsin full force and effect. Subject only to
obtaining the approva of the Court and notwithstanding the U.S. Proceedings, the
Liquidator has the authority to enter into this Agreement and dl other documents
contemplated herein to which it is or will be a party, to perform the obligations of
the Liquidator hereunder and thereunder, and to carry out the transactions
contemplated hereby and thereby.

(b) Validity of this Agreement. Notwithstanding the U.S. Proceedings but subject to
obtaining the approval of the Court, this Agreement and al other documents
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referred to herein to which the Liquidator is or will be a party are or will be as a
Closing duly and validly executed and delivered and congtitute or will a Closing
congtitute legal, valid and binding obligations of the Liquidator, enforceable against
the Liquidator in accordance with the terms hereof and thereof.

(© Liguidator’s Right to Transfer Records. Subject to obtaining the approval of the

Court, the Liquidator has the right to transfer and assign Reliance’s right, title and
interest in the Records and the Policies and the Liquidator has not done any act to
encumber, and shall not encumber, any of such Records or Policies, and nothing in
the U.S. Proceedings affects or could affect the Liquidator’s right to transfer and
assign to London Guarantee its and Reliance' sright, title and interest in the Records
and the Policies.

ARTICLE IV
LIMITATIONS ON REPRESENTATIONS AND WARRANTIES

41 Disclaimer of Liability re: Information.

The Liquidator does not make and shall not be deemed to make any representation or
warranty as to the accuracy of any information which has been provided to London Guarantee
(including, without limitation, the Records) or may after the date hereof be provided to London
Guarantee in connection with the Policy Liabilities, and al liability resulting from reliance on such
information by London Guarantee or othersis hereby expressly and specifically disclaimed.

4.2 Survival.

The representations and warranties of the Liquidator contained in Section 3.1 shall survive
the execution of this Agreement and Closing for a period of one (1) year from Closing.
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ARTICLE V

REPRESENTATIONS AND WARRANTIES OF LONDON GUARANTEE

Representations and Warranties.

London Guarantee hereby makes the following representations and warranties and

acknowledges that the Liquidator is relying on such representations and warranties in entering into

this Agreement:

5.2

@

(b)

Due Incorporation. London Guarantee is a company duly incorporated under the

laws of Canada, has not been dissolved, isduly licensed to carry on business as an
insurer in all of the provinces and territories of Canada, and possesses dl such
licenses as are required in al of the provinces and territories of Canada to be the
insurer under the Policies. London Guarantee has the corporate authority to enter
into this Agreement and al other documents contemplated herein to which it is or
will be aparty, and to perform the obligations of London Guarantee hereunder and
thereunder, together with the transactions contemplated hereby and thereby.

Validity of Agreement. This Agreement and al other documents referred to herein

to which London Guarantee is or will be a party are or will be as a Closing duly
and validly executed and delivered and congtitute or will as a Closing congtitute
legal, valid and binding obligations of London Guarantee, enforceable against

London Guarantee in accordance with the terms hereof and thereof.

Survival.

The representations and warranties of London Guarantee contained in Section 5.1 shall

survive the execution of this Agreement and Closing for aperiod of one (1) year from Closing.

6.1

ARTICLE VI
INTERIM COVENANTS

Conduct Prior to Closing.

During the period from the date of this Agreement to the Time of Closing, the Policy

Liabilities will continue to be administered in the ordinary course pursuant to the Existing

Administration Agreement.
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6.2 Consents and Approvals.

The Liquidator shall forthwith use its reasonable efforts to ensure that as of the Time of
Closing, the approval of the Court referred to in paragraph 7.1(c) has been obtained, and London
Guarantee shall render, at the expense of the Liquidator, all such assistance in connection therewith
as the Liquidator may reasonably request. Each of the Liquidator and London Guarantee shall
forthwith use its reasonable efforts to ensure that as of the Time of Closing, the actions, consents
and approvalslisted in paragraphs 7.1(d), (e), (), (g), (h) and (K) have been taken and obtained.
As used herein, reasonable efforts shall not, except as expressly provided otherwise herein, include
the obligation to expend any funds other than such administrative fees as may be charged by a
Person from whom any action, consent or approval is sought, and legal fees.

ARTICLE VII
CONDITIONS OF CLOSING IN FAVOUR OF LONDON GUARANTEE

7.1 Conditions.

The obligation of London Guarantee to complete the transactions provided for herein and
otherwise perform the obligations of London Guarantee to be performed on and after Closing is
subject to the fulfilment, performance and satisfaction of each of the conditions set forth below.
The Liquidator acknowledges that the following conditions are for the exclusive benefit of London
Guarantee:

@ Representations and Warranties. All representations and warranties of  the

Liguidator made in or pursuant to this Agreement shall be true and correct as at the
Time of Closing with the same force and effect as if made at and as of such time
and date, and London Guarantee shall have received on Closing a certificate from a
senior officer of the Liquidator to such effect.

(b) Performance of Covenants. The Liquidator shall have performed or complied with
in al respects dl of the obligations, covenants and agreements in this Agreement
which are to be performed or complied with by the Liquidator a or prior to the
Time of Closing, and London Guarantee shall have received on Closing a certificate
from asenior officer of the Liquidator to such effect.
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Court Approval. The Liquidator shall have obtained from the Court an order in a

form satisfactory to London Guarantee acting reasonably approving this Agreement
and the fulfilment of the Liquidator’s obligations hereunder and vesting title in the
Policies and the Records in London Guarantee and such order shal be in full force
and effect on Closing.

Administration Agreement. Either: (i) London Guarantee, the Liquidator, the
Administrator and George Bilyk shall have entered into the Administration
Agreement and the reinsurers under the Reinsurance Contracts shall have approved

the terms thereof, or (ii) Reliance's rights under the Existing Administration
Agreement shall have been assigned to London Guarantee with the consent of the
Existing Administrators and amended by incorporating therein the provisions set
out in Sections 6.5 and 6.6 of the form of Administration Agreement attached as
Schedule “A”, making George Bilyk a party thereto, on substantidly the same
terms as those provided for in the form of Administration Agreement attached as
Schedule “A” and changing the Administrator under the Existing Administration
Agreement from the Existing Administrators to the Administrator, and the
Existing Administrators and the Administrator shall have executed and delivered to
London Guarantee a certificate in the form attached as Schedule “D”.

Reinsurance Consulting Agreement. London Guarantee and George Bilyk shall

have entered into a reinsurance consulting agreement in the form attached as
Schedule “E”.

Reinsurance. The Reinsurance Contracts shall have been fully executed, and dl
clams for set-off which have been asserted by Lloyd's under its existing
reinsurance arrangements with Reliance pertaining to the Policies shall have been
settled.

DFES Indemnity. London Guarantee shall have received from Deutsche Financial

Services Canada Corporation an indemnity substantialy in the form attached as
Schedule “F’ hereto.
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(h) Minister of Finance Approval. London Guarantee shall have obtained the approva

of the Minister of Finance to the transactions contemplated herein pursuant to
Section 254 of the Insurance Companies Act (Canada) or the Office of the
Superintendent of Financia Institutions shall have confirmed in writing that such
approval is not required.

0] No Action to Restrain. No action or proceeding seeking to restrain or prohibit
completion of the transactions contemplated by this Agreement shall be pending in
any court or before any governmental authority, body, agency or department.

()] DES, Bilyk and Existing Administrators Confirmation. Deutsche Financial
Services Canada Corporation, George Bilyk and the Existing Administrators shall
have confirmed to London Guarantee in writing that the information provided to
London Guarantee with respect to the Policies is, to the best of their knowledge,
accurate and completein all material respects.

7.2 Satisfaction or Waiver.

If any of the conditions set forth in this Article have not been fulfilled, performed and
satisfied a or prior to the Closing Date, London Guarantee may, by written notice to the
Liquidator, terminate al of its obligations hereunder, without prejudice to London Guarantee's
right to claim for damages arising from the non-fulfilment or non-performance of any covenant of
the Liquidator contained herein. Any of these conditions may be waived in whole or in part by
London Guarantee by instrument in writing, without prejudice to any of its rights of termination in
the event of non-performance of any other condition, obligation or covenant in whole or in part,
and without prejudice to itsright to complete the transactions contemplated by this Agreement and
claim damages for breach of representation, warranty or covenant.

ARTICLE VIII
CONDITIONS IN FAVOUR OF THE LIQUIDATOR
8.1 Conditions.

The obligations of the Liquidator to complete the transactions provided for herein and
perform the other obligations to be performed by the Liquidator on or prior to Closing is subject to
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the fulfilment, performance and satisfaction of each of the conditions set forth below. London

Guarantee acknowledges that the following conditions are for the exclusive benefit of the

Liquidator.

@

(b)
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(d)
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8.2

Representations and Warranties. All representations and warranties of London

Guarantee made in or pursuant to this Agreement shall be true and correct as at the
Time of Closing with the same force and effect as if made at and as of such time
and date, and the Liquidator shall have received on Closing a certificate from a
senior officer of London Guarantee to such effect.

Performance of Covenants. London Guarantee shall have performed or complied

with in dl respects dl of the obligations, covenants and agreements in this
Agreement which are to be performed or complied with by London Guarantee at or
prior to the Time of Closing, and the Liquidator shall have received on Closing a
certificate from asenior officer of London Guarantee to such effect.

Court Approval. The Liquidator shall have obtained an order of the Court ina form

satisfactory to the Liquidator, acting reasonably, approving this Agreement and the
fulfilment of the Liquidator’s obligations hereunder, and confirming that from and
after Closing, the Liquidator and Reliance shall have no liability in respect of Policy
Liabilities.

Reinsurance. The Reinsurance Contracts shall have been fully executed.

Other Approvals. The approval or confirmation described in paragraph 7.1(h) shall
have been obtained.

No Action to Restrain. No action or proceeding seeking to restrain or prohibit

completion of the transactions contemplated by this Agreement shall be pending in

any court or before any governmental authority, body, agency or department.

Waiver.

If any of the conditions set forth in this Article have not been fulfilled, performed and

satisfied a or prior to the Closing Date, the Liquidator may, by written notice to London
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Guarantee, terminate al of its obligations hereunder without prejudice to the Liquidator’s right to
claim for damages arising from the non-fulfilment or non-performance of any covenant of London
Guarantee contained herein. Any of these conditions may be waived in whole or in part by the
Liquidator by instrument in writing, without prejudice to any of its rights of termination in the
event of non-performance of any other condition, obligation or covenant in whole or in part, and
without prejudice to its right to complete the transactions contemplated by this Agreement and
claim damages for breach of representation, warranty or covenant.

ARTICLE IX
INDEMNIFICATION

9.1 Indemnification by the Liquidator.

The Liquidator shall indemnify and hold London Guarantee harmless from and against any
claim, loss, damages, award, ligbilities, costs or expenses (including reasonable lega fees) which
may be made or brought against London Guarantee, or which London Guarantee may suffer or
incur asaresult of any:

) inaccuracy in, or breach of, any of the Liquidator’ s representations or warranties set
forth in Section 3.1 hereof;

(b) any breach of any of the Liquidator’ s covenants hereunder

whether such claim, loss, damages, award, liabilities, costs or expenses (including reasonable legal
fees) arise before or after Closing.

The indemnities set forth above will terminate on the first anniversary of Closing, provided
that to the extent that such indemnities relate to covenants of the Liquidator, if any, that by ther
terms are to be performed by the Liquidator after Closing, such indemnities shall survive
indefinitely. However, the termination of the indemnities set forth above will not extinguish the
Liquidator’s obligations thereunder with respect to damage or actions or clams of which the
Liquidator is notified by London Guarantee prior to termination.
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9.2 Indemnification by London Guarantee.

London Guarantee shall indemnify and hold the Liquidator harmless from and against any
claim, loss, damages, award, liabilities, costs or expenses (including reasonable lega fees) which
may be made or brought against the Liquidator, or which the Liquidator may suffer or incur as a
result of:

@ any inaccuracy in, or breach of, any of London Guarantee's representations or
warranties set forth in Section 5.1 hereof; or

(b) any breach of a covenant of London Guarantee to be performed a or before
Closing; or

(© the failure of London Guarantee to discharge any liability to be assumed by London
Guarantee pursuant to the provisions of Article I, and the failure of London
Guarantee to perform any covenant which by its terms is to be performed after
Closing.

whether such claim, loss, damages, award, liabilities, costs or expenses (including reasonable legal
fees) arise before or after Closing.

The indemnities set forth in paragraphs (a) and (b) above will terminate on the first
anniversary of Closing, and the indemnity set forth in paragraph (c¢) will survive Closing
indefinitely. However, the termination of the indemnities set forth in paragraphs (a) and (b) will
not extinguish London Guarantee’s obligations under such indemnities with respect to damage or
actions or claims of which London Guarantee is notified by the Liquidator prior to termination.

93 Procedurefor I ndemnification.

€) Claims Other Than Third Party Claims. Following receipt from the Liquidator or
London Guarantee, as the case may be (the “Indemnified Party”), of a written
notice of a clam for indemnification which has not arisen in respect of a Third
Party Claim (as defined in paragraph 9.3(b) below), the party who is in receipt of
such notice (the “Indemnifying Party”) shall have 30 days to make such
invegtigation of the clam as the Indemnifying Party considers necessary or
desirable. For the purpose of such investigation, the Indemnified Party shall make
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available to the Indemnifying Party the information relied upon by the Indemnified
Party to substantiate the clam. If the Indemnified Party and the Indemnifying
Party agree a or prior to the expiration of such 30 day period (or any mutually
agreed upon extension thereof) to the validity and amount of the claim, the
Indemnifying Party shall immediately pay to the Indemnified Party the full agreed
upon amount of the claim. If the Indemnified Party and the Indemnifying Party do
not agree within such period (or any mutually agreed upon extension thereof), such
dispute shall be resolved by arbitration as set out in Section 12.1.

(b) Third Party Claims. The Indemnified Party shall notify the Indemnifying Party in
writing as soon as is reasonably practicable after being informed in writing that

facts exist which may result in a claim originating from a Person other than the
Indemnified Party (a “Third Party Claim”) and in respect of which a right of
indemnification given pursuant to Section 9.1 or Section 9.2 may apply. The
Indemnifying Party shall have the right to elect, by written notice delivered to the
Indemnified Party within 10 days of receipt by the Indemnifying Party of the notice
from the Indemnified Party in respect of the Third Party Claim, at the sole expense
of the Indemnifying Party, to participate in or assume control of the negotiation,
settlement or defence of the Third Party Claim, provided that:

(i) suchwill bedone at al timesin adiligent and bona fide manner;

(i)  thelndemnifying Party acknowledges in writing its obligation to indemnify
the Indemnified Party in accordance with the terms contained in this
Agreement in respect of that Third Party Clam; and

(i) the Indemnifying Party shall pay dl reasonable out-of-pocket expenses
incurred by the Indemnified Party as a result of such participation or
assumption.

If the Indemnifying Party elects to assume such control, the Indemnified Party shall
cooperate with the Indemnifying Party and its counsel and shall have the right to participate in the
negotiation, settlement or defence of such Third Party Clam at its own expense. If the
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Indemnifying Party does not so dect or, having eected to assume such control, thereafter fails to
proceed with the settlement or defence of any such Third Party Claim, the Indemnified Party shall
be entitled to assume such control. In such case, the Indemnifying Party shall cooperate where
necessary with the Indemnified Party and its counsal in connection with such Third Party Claim
and the Indemnifying Party shall be bound by the results obtained by the Indemnified Party with
respect to such Third Party Claim. In no event, however, may the Indemnified Party settle a Third
Party Claim without the prior written consent of the Indemnifying Party (which consent, in
circumstances where the Indemnified Party has assumed control of the Third Party Claim, will not
be unreasonably withheld).

94 Additional Rules and Procedures.

The obligation of the parties to indemnify each other pursuant to this Article IX shall also

be subject to the following:

@ if any Third Party Claim is of a nature such that the Indemnified Party is required
by applicable law to make a payment to any Person (a“Third Party”) with respect
to such Third Party Claim before the completion of settlement negotiations or
related legal proceedings, the Indemnified Party may make such payment and the
Indemnifying Party shall, forthwith after demand by the Indemnified Party,
reimburse the Indemnified Party for any such payment. If the amount of any
liability under the Third Party Claim in respect of which such apayment was made,
asfinally determined, isless than the amount which was paid by the Indemnifying
Party to the Indemnified Party, the Indemnified Party shall, forthwith after receipt
of the difference from the Third Party, pay such difference to the Indemnifying
Party; and

(b) the Indemnifying Party and the Indemnified Party shall provide each other on an
ongoing basis with dl information which may be relevant to the other’s liability
hereunder and shall supply copies of al relevant documentation promptly as they
become available.
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ARTICLE X
CLOSING PROCEDURE

10.1 Closing.

The Closing shall take place at the offices of Goodmans LLP at the Time of Closing.

10.2 Procedure.

At the Time of Closing, upon satisfaction of all of the conditions set out in Articles VII and
VI which have not been waived as provided therein, the Liquidator shall make the payment
required by Article 11, and the Liquidator and London Guarantee shall do such other things and
execute and deliver such other documents as are required hereunder to be done and executed on

Closing.
ARTICLE XI
CONFIDENTIALITY AND RECORDS
11.1 Non-Disclosur e of Reliance | nfor mation.

Any non-public information that London Guarantee may obtain from the Liquidator in
connection with or in the course of the negotiation of and/or entry into this Agreement and any
information relating to the negotiation or terms of this Agreement, shall be deemed confidential
and London Guarantee shall not disclose any such information to any third party (other than its
directors, officers and employees and representatives of its advisors whose knowledge thereof is
necessary in order to facilitate the consummation of the transactions contemplated hereby and the
discharge of its obligations related hereto) or use such information to the detriment of Reliance or
the Liquidator; provided that:

@ London Guarantee may use and disclose any such information which has been
publicly disclosed (other than by London Guarantee in breach of its obligations
hereunder) or which has rightfully come into the possession of London Guarantee
(other than from Reliance or the Liquidator);

(b) London Guarantee may use and disclose any such information to the extent
reasonably considered by it to be necessary to obtain the approvals listed in Section
7.1; and
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(© to the extent that London Guarantee may be compelled by lega or regulatory
requirements to disclose any of such information, London Guarantee may disclose
such information if it shall have used all reasonable efforts to obtain and shall have
afforded the Liquidator the opportunity to obtain an appropriate protective order or
other satisfactory assurance of confidential trestment for the information compelled
to be disclosed.

In the event of termination of this Agreement, London Guarantee shall use al reasonable
efforts to cause to be delivered to the Liquidator, and shall retain no copies of, any documents,
work papers and other materials obtained by London Guarantee or on its behaf from the
Liquidator, pursuant to or in connection with this Agreement or the negotiation of this Agreement
whether so obtained before or after the execution hereof.

The foregoing obligations of London Guarantee shall cease to apply to information
pertaining to the Policy Liabilities upon Closing and shdl terminate in their entirety on December
31, 2005.

11.2 Non-Disclosur e of London Guarantee | nfor mation.

Any non-public information that the Liquidator may obtain from London Guarantee in
connection with or in the course of the negotiation of and/or entry into this Agreement and any
information relating to the negotiation or terms of this Agreement, shall be deemed confidential
and the Liquidator shall not disclose any such information to any third party (other than employees
of the Office of the Superintendent of Financia Institutions, employees of the U.S. liquidator of
Reliance, the Liquidator’s directors, officers and employees and such representatives of its
advisors whose knowledge thereof is necessary in order to facilitate the consummation of the
transactions contemplated hereby, and inspectors appointed in connection with the liquidation of
Reliance), or use such information to the detriment of London Guarantee; provided that:

() TheLiquidator may use and disclose any such information which has been
publicly disclosed (other than by the Liquidator in breach of his obligations
hereunder) or which has rightfully come into the possession of the
Liquidator (other than from London Guarantee);
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(i) The Liquidator may use and disclose any such information to the extent
reasonably considered by it to be necessary to obtain the approvals listed in
Section 8.1; and

(iii)  to the extent that the Liquidator may be compelled by lega or regulatory
requirements to disclose any of such information, the Liquidator may
disclose such information if it shall have used al reasonable efforts to
obtain, and shall have afforded London Guarantee the opportunity to obtain,
an appropriate protective order or other satisfactory assurance of
confidentia treatment for the information compelled to be disclosed.

In the event of termination of this Agreement, the Liquidator shall use all reasonable efforts
to cause to be delivered to London Guarantee, and shall retain no copies of, any documents, work
papers and other materials obtained by the Liquidator from London Guarantee pursuant to or in
connection with this Agreement or the negotiation of this Agreement, whether so obtained before
or after the execution hereof.

The foregoing obligations of the Liquidator will terminate on December 31, 2005.

11.3 Retention of Records.

London Guarantee shall retain the Records for the periods required by law, and shall keep
the Liquidator advised of the location of such Records. London Guarantee shall permit the
Liquidator and its representatives to inspect such Records a any time, upon reasonable notice,
during normal business hours. If London Guarantee intends to destroy any Records it shall first
so notify the Liquidator and afford it the opportunity to take copies of the Records to be destroyed.

ARTICLE XIlI
ARBITRATION
12.1 Arbitration.

Any controversy or claim arising out of or relating to this Agreement or any agreement
ddivered pursuant hereto, shall be settled by arbitration in accordance with the following
procedures:



(i)

(ii)

(iii)

(iv)

v)
(vi)

(vii)
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Arbitration shall proceed in accordance with the rules for the conduct of
arbitrations of the Arbitration and Mediation Institute of Ontario Inc. (the
“Rules’) in effect at the date of commencement of such arbitration by one
arbitrator (the “Arbitrator”) appointed by the parties hereto, or failing
agreement within five Business Days of one party giving notice to the other
that it wishes a controversy or a clam hereunder to be resolved through
arbitration, appointed in accordance with the Rules.

If there are no Rules in effect a the date of the commencement of the
arbitration, the arbitration shall proceed in accordance with the Arbitration
Act, 1991 (the“Act”) as may be amended from time to time.

The arbitration shall take place in the City of Toronto unless otherwise
agreed in writing by the parties hereto.

The procedures and substance of the arbitration shall be governed by the
laws of the Ontario.

The language to be used in the arbitration shall be English.

Where a controversy or disagreement is to be referred to arbitration
pursuant hereto, the making of an award by the Arbitrator shall be a
condition precedent of any right of action by either of the parties hereto, or
their successors or assigns againgt the other party or its successors or
assigns.

The Arbitrator shall have the right to determine dl questions of law and
jurisdiction including questions asto whether a claim is arbitrable and shall
have the right to grant final and interim damages awards and shall have the
discretion to award costs including reasonable legal fees and expenses,
reasonable expert fees and expenses, reasonable witnesses fees and
expenses, pre-award and post-award interest and the costs of the arbitration.
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(vili) Theaward of the Arbitrator shall be final and binding on the parties hereto
and their successors and assigns. There is no right of appeal from the
Arbitrator’ saward. The parties hereto shall be bound by any award granted
by the Arbitrator and the parties hereto consent to judgment upon the award
granted by the Arbitrator being entered in any court of competent

jurisdiction.
ARTICLE XIIlI
GENERAL
131 Failureto Deliver Assumption Certificates.

London Guarantee agrees that the failure to deliver any assumption certificate as provided
herein shall not in any manner eiminate, reduce or dter any of its obligations under this
Agreement, and further agrees not to raise in any manner, or in any forum, judicia or otherwise,
such failure as a defence to itsfailure, actua or alleged, to satisfy in full its obligations hereunder.

13.2 AcCCess.

After Closing, the Liquidator shall on reasonable prior notice be provided with such access
to London Guarantee’'s books and records with respect to the Policy Liabilities (and London
Guarantee' s activitiesin connection therewith) as is necessary to enable the Liquidator to confirm
London Guarantee's compliance with this Agreement.

13.3 Public Disclosure.

No public disclosure of any kind shall be made or permitted in respect of the subject matter
of this Agreement by any party without consultation with and the written consent of the other party
(such consent not to be unreasonably withheld). Notwithstanding the foregoing, a party may
without the other party’s consent make such disclosure of this Agreement as is required by law,
the regulations of any stock exchange, or in connection with obtaining the consent and approvals
listed in Sections 7.1 and 8.1, or to any third party to whom a party is expressly permitted to
provide information pursuant to Section 11.1 or Section 11.2.
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134 Notice.

All notices required or permitted by this Agreement shall be in writing and delivered by
hand or sent by facsimile transmission to:

The Liquidator:

Address: KPMG Inc.
Suite 3300,
Commerce Court West
Toronto, Ontario
M5L 1B2

Attention: Robert O. Sanderson
Fax Number: (416) 777-3683

with a copy to: Goodmans LLP
250 Y onge Street, Suite 2400
Toronto, Ontario
M5B 2M6

Attention: Danidl J. Gormley
Fax Number: (416) 979-1234

London Guarantee;

Address: 77 King Street West,
Royal Trust Tower, 34th Floor,
Toronto, Ontario
M5K 1K2

Attention: Vice-President, Specia Risk and Corporate Communications
Fax Number: (416) 360-8267

or a such other address or fax number of which the addressee may from time to time have
notified the addressor. A notice shall be deemed to have been sent and received on the day it is
delivered by hand or on the day on which transmission is confirmed, if telecopied. If such day is
not a Business Day or if the notice is received after ordinary office hours (time of place of receipt),
the notice shall be deemed to have been sent and received on the next Business Day.



-30-

135 Costs.

Except as otherwise provided in this Agreement, each party shal be responsible for its
own fees, expenses, and other costs incurred in connection with the transactions contemplated
hereby.

13.6 Time of the Essence.

Time is of the essence to every provision of this Agreement. Extension, waiver or
variation of any provision of this Agreement shall not be deemed to affect this provision and there

shall be no implied waiver of this provision.

13.7 Further Acts.

The parties acknowledge that their co-operation is required to facilitate the Closing. The
parties shall do or cause to be done dl such further acts and things as may be necessary or

desirable to givefull effect to this Agreement.

13.8 Jurisdiction.

This Agreement shall be governed by the laws of the Province of Ontario and the laws of
Canada applicable therein. Each party hereby irrevocably attorns to the non-exclusive jurisdiction
of the courts of the Province of Ontario.

13.9 Amendment.

This Agreement may be amended only by written agreement of the parties.

13.10 Waiver.

No waiver of any provision of this Agreement shall be binding unlessiit is in writing. No
indulgence or forbearance by a party shall constitute a waiver of such party’s right to insist on
performance in full and in atimely manner of al covenants in this Agreement. Waiver of any
provision shall not be deemed to waive the same provision thereafter, or any other provision of

this Agreement at any time.
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1311 Entire Agreement.

This Agreement and the Schedules attached to this Agreement congtitute the entire
agreement among the parties pertaining to all the matters herein.

13.12 Sever ability.

If any provision of this Agreement is invalid or unenforceable, such provision shal be
severed and the remainder of this Agreement shall be unaffected thereby but shall continue to be
valid and enforceable to the fullest extent permitted by law.

13.13 Counter parts.

This Agreement may be executed in one or more counterparts which, together, shall
constitute one and the same Agreement. This Agreement shall not be binding upon any party until
it has been executed by each of the parties and delivered to all other parties.

13.14 Assignment.

Neither this Agreement nor any rights or obligations hereunder may be assigned, directly
or indirectly, by any party without the prior written consent of the other parties, except as expressy
provided herein. Any assignment without such consent shall be null and void. Notwithstanding
the foregoing, after Closing the Liquidator may, without consent, assign its rights hereunder to the
liquidator in the United States of Reliance Insurance Company.

13.15 Enurement and Binding Effect.

This Agreement shall enure to the benefit of and be binding upon the parties hereto and
their respective successors, helrs, executors, administrators, personal representatives and permitted

assigns.

13.16 Third Party Beneficiaries.

Except as expressly set forth herein, each party hereto intends that this Agreement shall not
benefit or create any right or cause of action in or on behalf of any person, other than the parties
hereto, and that no Person other than the parties hereto, shall be entitled to rely on the provisions
hereof in any action, suit, proceeding, hearing or other forum.
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13.17 Recour se

The Liquidator shall have no personal liability under or by virtue of this Agreement,
whether in contract, tort or under any other legal or equitable theory, and London Guarantee's
recourse in respect of the representations, warranties and covenants contain herein will be limited
to the assets under the control of the Liquidator pursuant to the order of the Court referred to in
Recital B hereof.

[Theremainder of page has been intentionally left blank.]



-33-

IN WITNESS WHEREOF, the parties hereto have executed this Agreement on the day

and year first above written.

G23\GORMLEY D\2506166.7

LONDON GUARANTEE INSURANCE
COMPANY

Per: ﬁ,({/—'

| have authority to bind the Corporation

Per:
ity to bind the Corporation
George Petropoulos
Executive Vice-President & C.L.0.

KPMG INC. in its capacity as liquidator of
the Insurance Businessin Canada of Reliance
Insurance Company and not in its per sonal

capacity.
Per:

| have authority to bind the Corporation
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IN WITNESS WHEREOF, the parties hereto have executed this Agreement on the day

and year first above written.

G23\GORMLEYD\2506166.7

LONDON GUARANTEE INSURANCE
COMPANY

Per:

| have authority to bind the Corporation

| have authority to bind the Corporation

KPMG INC. in its capacity as liquidator of
the Insurance Businessin Canada of Reliance
Insurance Company and not in its personal

capacity.

oor L

— | Have authBtiperi O, thaCei pysninn
President
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AND

KPMG INC.
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PROGRAM ADMINISTRATOR AND CONSULTING AGREEMENT

AMONG:

THISAGREEMENT isentered into as of the  day of ¢, 2002

LONDON GUARANTEE INSURANCE COMPANY
(hereinafter referred to as “London Guarantee”)
OF THE FIRST PART

-and -

3768279 CANADA INC.
(hereinafter referred to as “ Administrator”)
OF THE SECOND PART

-and -

GEORGE BILYK
(hereinafter referred to as “Bilyk™)
OF THE THIRD PART

-and -

KPMG INC., inits capacity as liquidator of
the insurance business in Canada of
RELIANCE INSURANCE COMPANY
and not in its persona capacity

(hereinafter referred to as the “Liquidator”)

OF THE FOURTH PART

WHEREAS London Guarantee has assumed the Policy Liabilities (as defined
herein) pursuant to an assumption reinsurance agreement dated the date hereof between
L ondon Guarantee and the Liquidator (the “ Assumption Reinsurance Agreement”);

AND WHEREAS Administrator will be responsible for the administration of all
Policies (as defined herein) in accordance with the terms of this Agreement and will
perform the administrative duties relating to the adjustment and processing of claims;

AND WHEREAS Bilyk will, in its capacity as a consultant to London Guarantee,
assist in managing the relationship between London Guarantee and the Reinsurers (as
defined herein);

11354733.7



NOW, THEREFORE, in consideration of the mutual covenants, promises and
agreements as set forth in this Agreement, the parties agree as follows:

ARTICLE 1
INTERPRETATION

11 DEFINITIONS

In this Agreement, except as otherwise expressly provided, capitalized words or
expressions shall have the following meanings set out below:

“ Agreement” means this Agreement, including the Recitals and Exhibits and the
Schedules to this Agreement, asit or they may be amended or supplemented from
time to time, and the expressions “hereof’, “herein”, “hereto”, “hereunder”,
“hereby” and similar expressions refer to this Agreement and not to any particular
Section or other portion of this Agreement

“Closing” has the meaning set forth in the Assumption Reinsurance Agreement;

“Dealer” means any person who was authorized by Administrator or Reliance to
sl Policies;

“Former Program Administrator’s Agreement” means the program
administrator’ s agreement between Administrator and Reliance dated November
1, 1995, as amended;

“Net Dealer Cost” means the consideration paid by the Dealer to Administrator
for the Policies, which amount includes, without limitation, the premium reserves,
commissions and administrative and marketing fees;

“Policies’ has the meaning set forth in the Assumption Reinsurance Agreement;

“Policyholder” or “Contract Holder” means the owner of any Policy;

“Reinsurance Contracts’ has the meaning set forth in the Assumption
Reinsurance Agreement;

“Reinsurers’ means LlIoyd' s Underwriters and AXA Pacific Insurance Company;
and

“Reliance” means Reliance Insurance Company.

11354733.7 -2-



ARTICLE 2
APPOINTMENT OF ADMINISTRATOR AND BILYK

21 London Guarantee hereby appoints Administrator, subject to the provisions
of this Agreement, and Administrator hereby accepts such appointment, as
London Guarantee's administrator to directly or indirectly administer the Policies and
handle al clamsfor the Policies pursuant to this Agreement.

2.2 London Guarantee hereby engages Bilyk, and Bilyk hereby accepts such
engagement, to act as a consultant to London Guarantee and to manage the relationship
between London Guarantee and the Reinsurers in accordance with the terms set forth
herein.

2.3 In consideration of this appointment and engagement, each of London
Guarantee, Administrator and Bilyk agrees to act in good faith and to use their best
efforts, knowledge, skill, and judgment in the faithful performance of this Agreement.

ARTICLE 3
TERM OF APPOINTMENT

31 This Agreement shall commence immediately upon execution of this
Agreement and shall apply to all Policies. This Agreement shall continue in full force
and effect until terminated as hereinafter provided.

ARTICLE 4
LIMITSOF AUTHORITY

4.1 Each of Administrator and Bilyk agrees that it does not have express
authority to act and that it will not do any of the following acts on behalf of London
Guarantee without London Guarantee's prior written consent:

@ make, dter, waive or modify any of the terms, conditions or
limitations of the Policies unless required to do so under applicable
law or as otherwise expressly permitted under this Agreement;

(b) obligate London Guarantee in any way to any agreement of any
kind, except as expressly permitted under this Agreement;

(c) incur any indebtedness, liability, expense, debt or obligation on
behalf of London Guarantee, except as expressly permitted under
this Agreement; or

(d) waive any rights possessed by London Guarantee.

4.2 London Guarantee agrees that it does not have express authority to act and
that it will not do any of the following acts on behalf of Administrator or Bilyk without
Administrator’s or Bilyk’s prior written consent, as the case may be:

11354733.7 -3-



€)] obligate Administrator or Bilyk in any way to any agreement of any
kind, except as expressly permitted under this Agreement;

(b) incur any indebtedness or liability on behalf of Administrator or
Bilyk, except as expressly permitted under this Agreement; or

(© waive any rights possessed by Administrator or Bilyk.

ARTICLE 5
GENERAL AUTHORITY

51 This Agreement is expressly conditioned upon the Policies being fully
insured at all times by London Guarantee. Adequate |oss reserves with respect to such
insurance shall be held by London Guarantee. Upon the termination of any Policy issued
under this Agreement, Administrator shall notify all necessary government agencies,
cettificate holders, Contract Holders, and any other person or entity to whom
Administrator has certified coverage or provided evidence of insurance if required under
then-current federal or provincial laws or regulations.

5.2 Administrator is authorized and agrees to perform, directly or indirectly,
the following activities on behalf of London Guarantee:

@ ensure the availability of adequate supplies and equipment to
support the Policies,

(b) provide all the usual and customary services to Policyholders,
Contract Holders, insurance agents, solicitors, providers or brokers;
and premium finance companies including, but not limited to,
policy and contract information, delivery of Policies, and return of
the Net Deadler Cogt, if any, which is due to Policyholders or
Contract Holders upon cancellation of their Policy;

(c) prepare timely draft responses to consumer complaints
accompanied by all relevant supporting documentation for London
Guarantee’s use;

(d) cancel, not renew, or otherwise terminate Policies in accordance
with all applicable federal, provincial, and local laws, contract and
policy provisions, and the rates. and rules established for the
administration of the Policies;

(e maintain copies of all binders, Policies, certificates, endorsements,
reinstatements, cancellations, non-renewals, and any other
terminations processed by Administrator under this Agreement for
aperiod of seven years and make them available for inspection by
London Guarantee and any provincia or federal regulator upon
reasonable notice;
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(f)

(9)

(h)

(i)

()

(k)

D

be liable for and pay any and all costs and expenses associated with
Administrator’ s performance under this Agreement including, but
not limited to, Administrator’ s business expenses; claims expenses
incurred pursuant to Article Six; any and all expenses incurred by
Administrator related to or associated with commissions earned by
Dedlers; employees compensation and benefits, and other related
expenses; rent; travel expenses, postage; office supplies,
maintenance of all Policies; license and registration fees, bond
expenses; any other fees; and all other administrative expenses of
whatever nature;

maintain competent, trained personnel to administer and supervise
the Policies including ensuring that it and its personnel are
sufficiently knowledgeable about the Policies to explain accurately to
any Policyholder and Contract Holder the scope of the coverage
provided and the Policy exclusion and limitations;

stay abreast of, and comply fully with, all applicable federal and
provincial laws and regulations currently in effect or hereinafter
enacted affecting the Policies;

upon receipt, promptly forward to London Guarantee all
communications received from any federa, provincia, loca
executive or judicid branch officia affecting Policies and
cooperate fully with London Guarantee in preparing timely and
appropriate responses and providing al relevant supporting
documentation;

obtain and provide London Guarantee, upon request, with copies of
all licenses and permits required by Administrator for the proper
conduct of its duties under this Agreement;

safeguard and maintain the confidentidity of any proprietary
information provided by London Guarantee to Administrator under
this Agreement. London Guarantee similarly agrees to safeguard
and maintain the confidentiaity of any proprietary information
provided by Administrator to London Guarantee under this
Agreement; and

cancel or otherwise terminate Policies bound or written by or
through Administrator as required by applicable underwriting
standards and consistent with applicable regulatory and Policy
conditions. London Guarantee shall always retain the right to
direct the cancellation or termination of Policies by Administrator
or to cancel or terminate Policies by Administrator or to cancel or
terminate Policies by direct notice to insureds or, Policyholders.
Administrator shall not make, permit or cause general or
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5.3

of London Guarantee:

54

activities:

11354733.7

indiscriminate cancellations, terminations or replacements of
Policies. Administrator shall be responsible for notifying
governmental. agencies or other persons for whom Administrator
has certified coverage or provided evidence of insurance.

Bilyk is authorized and agrees to perform the following activities on behal f

(@

(b)

(©)

(d)

(€)

(f)

(9)

coordinate all reporting to Administrator, London Guarantee, the
Reinsurers and the Liquidator;

act asthe liaison between Administrator, London Guarantee, the
Reinsurers and the Liquidator;

arrange for any special acceptances/ex-gratia payments with the
Reinsurers;

perform regular audits on the claims handling process to ensure
compliance with all regulatory requirements;

stay abreast of, and comply fully with, all applicable federal and
provincial laws and regulations currently in effect or hereinafter
enacted affecting the Policies;

safeguard and maintain the confidentiaity of any proprietary
information provided by London Guarantee to Bilyk under this
Agreement. London Guarantee similarly agrees to safeguard and
maintain the confidentiality of any proprietary information
provided by Bilyk to London Guarantee under this Agreement; and

be liable for and pay any and all costs and expenses associated with
his performance under this Agreement including, but not limited to,
his business expenses; rent; travel expenses, postage; office
supplies, license and registration fees; bond expenses; any other
fees; and all other administrative expenses of whatever nature.

Each of Administrator and Bilyk has no authority to perform, nor shall it
represent itself as having such authority to perform, nor shall it do any of the following

(@

(b)

hold itself out as an agent of London Guarantee unless properly
licensed to do so in the applicable jurisdiction for any purpose not
specifically authorized in this Agreement;

ingtitute, prosecute, defend, or maintain any legd action or
proceeding affecting London Guarantee or its interests unless
otherwise specifically provided for in this Agreement. However,
London Guarantee shall cooperate with Administrator in asserting
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its collection rights against any Dealers in respect of its outstanding
Net Dealer Costs; and

(© transact businessin violation of any federal, provincial, or local law
or in amanner contrary to the provisions of this Agreement.

ARTICLE 6
CLAIMSAUTHORITY

6.1 London Guarantee grants Administrator authority as provided in this
Agreement, and Administrator hereby agreesto: investigate, adjust, compromise, settle,
retain legal counsel to defend, approve, or deny claims against London Guarantee and,
upon receipt of funds from the Reinsurers, pay all losses and allocated expenses under
any Policy in accordance with the provisions set forth herein.

6.2 London Guarantee and any insurance regulatory authority shall have
reasonabl e access to, and the right to copy, any of Administrator’s claim files related to
the Policies.

6.3 Administrator shall send or otherwise provide London Guarantee with
accessto a copy of any claim file upon London Guarantee' s request.

6.4 Administrator shall give prompt written notice to London Guarantee of all
claims involving any Policyholder or Contract Holder or athird party complaint or any
action with any court or regulatory authority alleging bad faith or similar tort or any
violation of any unfair or deceptive insurance claims settlement practices prohibited by
statute or regulation

6.5 Administrator shall continue to maintain the imprest account that was
established in connection with the Former Program Administrator's Agreement.
Administrator shall pay all current claims using the funds in the imprest account.
Administrator shall replenish the imprest account with the funds received by the
Administrator from the Reinsurers for that purpose.

6.6 Immediately upon receipt by Bilyk of the information provided by
Administrator pursuant to Section 7.2, Bilyk shall provide such information to the
Reinsurers, as appropriate, and arrange for the payment by the Reinsurers of all claims
within the timelines specified in the appropriate Reinsurance Contract. Administrator
shall provide wire instructions to Bilyk, who shall instruct the Reinsurers where to
transfer the funds to Administrator. Bilyk shall be solely responsible for following up on
any outstanding claims payments and shall advise Administrator and London Guarantee
immediately of any issue that shall cause a delay in the receipt of the funds by
Administrator.

6.7 The Administrator shall, at the request of the Liquidator, account for the
interest account and provide evidence that the balance of the imprest account is being
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used solely to pay for claims under the Policies and said funds are held separately and apart
from the general funds of the Administrator. The amount of the imprest account
and any paid claims that have not been reimbursed shall be equal to amount originally
advanced by Reliance, in the amount of $300,000.

6.8 The amount of the imprest account will be returned to the Liquidator upon
the earlier of termination of this agreement according to its terms or the expiry of the term
of dl of the Policies.

ARTICLE 7
ACCOUNTING AND STATISTICAL REPORTING AUTHORITY

7.1 Bilyk shall provide an accounting to London Guarantee as follow:

@ Bilyk shall provide any and all financial and statistical reports, either on a
summary or transactional level, including a bordereau, as may be required
by London Guarantee, the Reinsurers or the Liquidator, in the form and
with the content required by such person. Bilyk shall ensure that any and
al financia and satistica information is accurately coded, input, and
balanced. Bilyk shall support London Guarantee in identifying and
correcting any reconciliation issues which may emerge upon review by
London Guarantee of the financial and dtatistical reports prepared by
Bilyk.

2 Thefinancial and statistical information prepared by Bilyk pursuant to this
Section 7. 1, including a bordereau, shall be provided to London Guarantee
and the Liquidator within thirty (30) days after the end of each calendar
month.

(©)) Bilyk shall maintain complete and accurate accounting records in
accordance with usual and customary accounting practices and/or as may
be requested by London Guarantee.

7.2 Administrator shall collect all Net Dealer Costs, taxes, and any other funds
due to London Guarantee and others on all Policies and provide an accounting to L.ondon
Guarantee as follows:

Q) Administrator shall provide any and all clams information, either on a
summary or transactional level, including a bordereau, as may be required
by London Guarantee, the Reinsurers or the Liquidator, in the form and
with the content required by such person. Administrator shall ensure that
any and all claimsinformation is accurately coded, input, and balanced.
Administrator shall support London Guarantee in identifying and
correcting any reconciliation issues which may emerge upon review by
L ondon Guarantee of the claims reports prepared by Administrator.
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(20  Theclaimsinformation prepared by Administrator pursuant to this Section
7.2, including a bordereau, shall be provided simultaneously to London
Guarantee, Bilyk and the Liquidator within thirty (30) days after the end of
each calendar month.

(©)) Administrator shall maintain complete and accurate accounting records in
accordance with usual and customary accounting practices and/or as may
be requested by London Guarantee.

7.3 Throughout the term of this Agreement and for as long after its
termination as London Guarantee deems necessary, London Guarantee shall have access
to, the right to copy, and the right to audit at its expense all of Administrator’s or Bilyk’s
accounts and records related to business under this Agreement in a form usable by
London Guarantee. Audits may be conducted at Administrator’s offices, or wherever
Administrator’s or Bilyk’s accounts and records may be located, during normal business
hours, at such times and frequency as London Guarantee deems appropriate, upon
reasonable prior notice. An audit may include, but not be limited to, the right to visit,
inspect, examine, and verify any accounts, files, documents, books, reports, work papers,
and other records, in whatever form, or property belonging to, or in the possession or
control of Administrator, Bilyk or any other person regarding the Policies. Bilyk shall
conduct regular audits on the claims-handling process. London Guarantee may conduct
such additional audits through any person or persons it may designate, subject to
Administrator’ s consent which consent will not be unreasonably withheld. Administrator
may make copies and extracts of its accounting records as may be reasonably necessary

7.4 Throughout the term of this Agreement and for as long after its
termination as Administrator deems necessary, Administrator shall have access to, the
right to copy, and the right to audit at its expense all of London Guarantee’ s accounts and
records related to business under this Agreement in a form usable by Administrator.
Audits may be conducted at London Guarantee’s offices, or wherever London
Guarantee’'s accounts and records may be located, at such times and frequency as
Administrator deems appropriate, upon reasonable prior notice. An audit may include,
but not be limited to, the right to visit, inspect, examine, and verify any accounts, files,
documents, books, reports, work papers, and other records, in whatever form, or property
belonging to, or in the possession or control of London Guarantee or any other person
regarding business written under this Agreement. Administrator may conduct such audits
through any person or persons it may designate, subject to London Guarantee’ s consent
which consent will not be unreasonably withheld. London Guarantee may make copies
and extracts of its accounting records as may be reasonably necessary

75 If Administrator or Bilyk is substantially and materially delinquent in
either accounting for or paying any sums due to London Guarantee under this Agreement,
London Guarantee may immediately suspend or terminate Administrator’'s or Bilyk's
authority under this Agreement in accordance with Article 13 or Article 14.
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ARTICLE 8
TERRITORY

8.1 Administrator and Bilyk are appointed and authorized to perform all of
their duties and responsibilities under this Agreement in all of the provinces of Canadain
which London Guaranteeis properly licensed, admitted, registered or digible to write
insurance.

ARTICLE9
COMPENSATION AND EXPENSE ADJUSTMENTS

9.1 Administrator’s sole and complete compensation for the performance of
al of its duties and responsibilities under this Agreement shal be the compensation
payable by the Liquidator in accordance with the terms of the Former Program
Administrator’s Agreement.

9.2 For policy cancellations or endorsements resulting in premium or contract
charge refunds to Policyholders and Contract Holders or to premium finance companies,
Administrator shall be responsible for refunding to the appropriate parties the entire
amount of any of Administrator's amounts of commissions paid or alowed on the
returned premium or contract charge, including any commissions retained by Dealers.

ARTICLE 10
RECORD KEEPING

10.1 During the term of this Agreement and for seven (7) years after its
termination, or for such longer period as may be required by law, Administrator shall
maintain separate, identifiable, orderly, accurate, complete, and timely records and
accounts of all business and transactions relating to the Policies including, but not limited
to, complete policy, underwriting, claims, accounting, premium, and banking records.
All such records shall be the property of London Guarantee whether paid for by it or not.
At the end of the seven year records retention period, Administrator shall so notify
London Guarantee and forward the records to London Guarantee or otherwise dispose of
them in accordance with London Guarantee’ s written instructions. Administrator retains
all rightsto copy and maintain such records.

10.2 Administrator shall retain all records described in Subsection 10.1 above
in hard copy or eectronic form, microfilm, or other generally accepted information storage
and retrieval medium aong with an appropriate and secure back-up copy for the
entire records retention period. If any electronic underwriting or claims files are used by
Administrator, all relevant data shall be transmitted or otherwise made available to
London Guarantee in a prompt and timely manner.

10.3 Upon the request of any regulatory agency, Administrator shall permit

regulators access to all Administrator’s books, bank accounts, and recordsin aform usable
to the regulators.

11354733.7 -10-



104 Administrator shall maintain a register and an appropriate record of all
voided Palicies.

105 London Guarantee shall have access to and the right to examine any and
all of Administrator’s and Bilyk’s accounts and records pertaining to the Policies or the
business transacted under this Agreement at all reasonable times and to make copies of
any such accounts and records in aform usable by London Guarantee. London Guarantee
shall not make available or share records with any other entity without the express written
consent of Administrator and Bilyk.

10.6 The parties hereto acknowledge and agree that the books, records and
accounts pertaining to Policies and maintained by Administrator in accordance with the
Former Program Administrator’s Agreement shall be the property of London Guarantee.

ARTICLE 11
ADVERTISING

111 None of Administrator, Bilyk or their representatives may use any of
London Guarantee's trademarks, service marks, symbols, or letterheads in any
advertisement, circular, pamphlet, illustration, or other publication without the prior
written consent of London Guarantee or as otherwise authorized under this Agreement.

ARTICLE 12
[Intentionally Omitted]

ARTICLE 13
SUSPENSION OF AUTHORITY

131 Upon written notice to Administrator or Bilyk, as the case may be, London
Guarantee may immediately suspend or amend any or all of Administrator’s or Bilyk’s
authority under this Agreement for such time as London Guarantee may deem necessary
to protect its interests or reputation should any of the following occur:

@ initiation of any proceedings against Administrator or any of its
executive officers or Bilyk by a federa, provincia, or loca
regulatory agency relating to Administrator’s or Bilyk’s duties as
an insurance agent, broker, provider or administrator that reflects
adversely on the honesty or integrity of Administrator or any of its
executive officers or Bilyk;

(b) indictment of Administrator or any of its executive officers or
Bilyk by any federal, provincial, or local law enforcement agency
for violations of any criminal law relating to Administrator’s or
Bilyk’s duties as an insurance agent, broker, provider or
administrator, as applicable, that reflects adversely on the honesty
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or integrity of Administrator or any of its executive officers or
Bilyk; and

(© fraudulent practices or material default or delinquency of
Administrator or Bilyk in the performance of its administrative,
claims, or accounting responsibilities pursuant to this Agreement.

13.2 With respect to Subsection 13.1(c), above, London Guarantee is required
to grant Administrator or Bilyk, as the case may be, a cure period of ninety (90) daysin
writing to correct the material default or delinquency of Administrator or Bilyk in its
responsibilities identified by London Guarantee. If Administrator or Bilyk, as the case
may be, does not correct the material default or the delinquency within the specified cure
period to London Guarantee's satisfaction, then London Guarantee may suspend or
amend any or all of Administrator’s or Bilyk’s authority, as the case may be, under this
Agreement for such time as London Guarantee may deem necessary to protect its interests
or reputation.

13.3 In the event any of Administrator's or Bilyk’'s authority is suspended
during the term of this Agreement, Administrator and Bilyk shall continue to account to
London Guarantee for all Net Dealer Costs, claims payments, or other transactions
unaccounted for at the time of such suspension or arising thereafter with respect to the
Policies. At London Guarantee's option, al of Administrator's and Bilyk’s authority,
rights, and obligations under this Agreement including, but not limited to, the collection
of Net Dealer Costs, the accounting of Net Dealer Costs, commissions, losses, and claims
payments, and the settlement of all balances shall remain in full force and effect until all
liabilities of London Guarantee under al Policies arefinally discharged.

134 In the event that any of Bilyk’s authority is suspended during the term of
this Agreement, Administrator agrees to furnish London Guarantee directly with any
information normally provided through Bilyk.

ARTICLE 14
TERMINATION OF AGREEMENT

141 London Guarantee may terminate this Agreement in its entirety or solely
with respect to the rights and obligations of ether the Administrator or Bilyk,
immediately upon the occurrence of any of the following events unless the specific event
for which London Guarantee elects to terminate shall, by law, require prior written notice,
in which case the Agreement shall not be terminated without sending the requisite
statutory notice:

@ Administrator or any of its executive officers or Bilyk is convicted
of an indictable crime or is adjudged by any federal, provincial, or
local court or administrative agency to have violated any law
relating to Administrator’s or Bilyk’s duties as an insurance agent,
broker, provider or administrator, as applicable, that reflects
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(b)

(©)

(d)

()

(f)

(9)

(h)

(i)

adversely on the honesty or integrity of Administrator or any of its
executive officers or Bilyk.

Any necessary insurance agent, broker, or producer license or
registration of Administrator or any of its employees representing
London Guarantee or Bilyk lapses, expires, terminates, or is
suspended or revoked by any insurance regulatory authority for any
reason and such regulatory action substantially impairs
Administrator’s or Bilyk’s ability to materially perform its duties
under this Agreement.

The bankruptcy, receivership, assignment for the benefit of
creditors, or abandonment of Administrator or Bilyk, whether
voluntary or involuntary.

Failure of Administrator or Bilyk to pay any Rinds to London
Guarantee or its Policyholders and Contract Holders when
reasonably due, except that the fallure to pay any item that
Administrator or Bilyk, in good faith, disputes shall not constitute
afailure to pay provided that Administrator or Bilyk has paid the
balance of the account when due and has notified London
Guarantee and the Policyholder or Contract Holder (if applicable),
in writing, of the disputed item or items at the time of such
payment, including the reason for the dispute.

A material misapplication or misdirection or any misappropriation
by Administrator or Bilyk of London Guarantee' s funds or property
or of funds received on its behalf from Policyholders and Contract
Holders.

London Guarantee surrendersits licenses or loses its eligibility asan
insurer to do business in a majority of the territories in which
Administrator or Bilyk is authorized to represent London Guarantee
as provided in this Agreement.

Administrator’s or Bilyk’s fallure to use and comply fully and
promptly with any of the rates and rules required to be filed (if any)
with any appropriate provincial insurance departments regarding
Policies.

Any substantial, material or continuing breach of this Agreement
by Administrator or Bilyk.

Administrator or any of its executive officers or Bilyk engagesin

or is involved in fraudulent acts or illega conduct during the
period this Agreement isin effect.
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14.2 London Guarantee may terminate this Agreement in its entirety or solely
with respect to the rights and obligations of either the Administrator or Bilyk, upon thirty
(30) days' notice to Administrator and Bilyk in the event of:

@ the number of complaints received by London Guarantee relating
to Administrator’s or Bilyk’s performance and service to insureds,
Policyholders, or members of the public is excessive, as may be
determined by London Guarantee in its sole discretion; or

(b) enactment of legislation which, in the opinion of London Guarantee,
would adversely affect London Guarantee's rights or
liabilities under this Agreement or the Policies; or

(© the faillure of Administrator or Bilyk to perform its duties and
responsibilities under this Agreement including the timely remitting
of accounts and monies to London Guarantee, insureds or
Policyholders and timely and fall compliance with London
Guarantee’ s directives, rules, regulations or manuals; or

(d) a significant change in the ownership or management of or in the
event of the execution of an agreement of sale, transfer or merger
of Administrator or Bilyk without prior notice and consent of
London Guarantee.

14.3 London Guarantee may terminate this Agreement in its entirety or solely
with respect to the rights and obligations of either the Administrator or Bilyk, for any
other reason upon one hundred and eighty (180) days prior written notice to
Administrator and Bilyk. If the Agreement is terminated pursuant to this provision,
Administrator and/or Bilyk shall, at the election of London Guarantee, continue to
administer Policies in accordance with this Agreement during such 180 day period.

14.4 With respect to Subsections 14.2(b), 14.2(d), 14.2(g) and 14.2(h), London
Guarantee isrequired to grant Administrator or Bilyk a cure period of up to sixty (60)
days in writing to correct a breach or problem identified by London Guarantee. If
Administrator or Bilyk does not correct the breach or problem within the specified cure
period to London Guarantee's satisfaction, acting reasonably, then London Guarantee
may terminate this Agreement in its entirety or solely with respect to the rights and
obligations of either the Administrator or Bilyk, at any time and for any reason by giving
written noticeto Administrator and Bilyk specifying the effective date of termination,
which shall not be less than thirty (30) days thereafter.

145 Upon termination of this Agreement in its entirety or solely with respect to
the rights and obligations of either the Administrator or Bilyk, Administrator and Bilyk
shall account to London Guarantee for all Net Dealer Costs, claims payments, or other
transactions unaccounted for at the time of termination or arising thereafter with respect
to Policies written under this Agreement. At London Guarantee’s option, all of
Administrator’'s and Bilyk’s authority, rights, and obligations under this Agreement
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including, but not limited to, the collection of Net Dealer Costs; the accounting of Net
Deadler Costs, commissions, losses, and claims payments, and the settlement of all
balances shall remain in full force and effect until all ligbilities of London Guarantee
under all Policies are finally discharged and all outstanding claims are investigated,
negotiated and settled.

14.6 All undelivered Policies, forms, rates and rules documentation, equipment,
computer software and hardware (except for such software and hardware as may have
been purchased by Administrator or Bilyk for its own use), supplies, licensed or
copyrighted materials, and other tangible or intangible property furnished to
Administrator or Bilyk by London Guarantee or purchased or licensed by London
Guarantee for Administrator’'s or Bilyk’'s use shall remain the exclusive property of
London Guarantee. Administrator or Bilyk shall return any or al such property to
L ondon Guarantee promptly upon termination of this Agreement or at such other time as
London Guarantee may designate in writing. Administrator and Bilyk agree to surrender
such property peaceably and without expense to London Guarantee.

14.7 The termination of this Agreement or any part thereof shall not affect the
rights and obligations of London Guarantee, Administrator, KPMG and Bilyk regarding
any transactions or actions taken by either party prior to the effective date of the
termination. The termination of this Agreement with respect to the rights and obligations
of either Administrator or Bilyk (the “ Terminated Party”) shall not affect the rights and
obligations of the parties to this Agreement other than the Terminated Party, except as
specificaly set forth herein.

14.8 Aslong as Administrator continues to perform its duties in accordance
with the Agreement, Administrator shall continue to be entitled to the compensation
payments as described in Article 9.

ARTICLE 15
OWNERSHIP OF EXPIRATIONS

15.1 Notwithstanding any provison of this Agreement to the contrary,
Administrator owns all of the expirations of the Policies (the “Expirations’). The use and
control of Expirations, including Expirations on direct-billed business, shall remain the
property of Administrator and be left in its undisturbed possession.

15.2 Notwithstanding Section 15.1, if this Agreement is terminated by London
Guarantee in its entirety or with respect to the rights and obligations of Administrator
pursuant to Section 14.2, the Expirations shall vest in and become the sole and exclusive
property of London Guarantee. London Guarantee may service those Expirations directly
or dispose of them in any commercialy reasonable manner. London Guarantee may
collect premiums directly from any insured or policyholder who has not made payment to
Administrator.

11354733.7 -15-



ARTICLE 16
CURRENCY

16.1 Unless otherwise specified in this Agreement, all transactions shall be
reported and paid in Canadian dollars.

ARTICLE 17
INDEPENDENT CONTRACTOR RELATIONSHIP

171 This Agreement is not a contract of employment and nothing contained
herein shall be construed to create a joint venture, partnership, or employer/employee
relationship between London Guarantee and Administrator or between London Guarantee
and any of Administrator’s employees or representatives or between London Guarantee
and Bilyk. Administrator, its employees and representatives and Bilyk shall not represent
that they are employees of London Guarantee nor shall they in any manner hold
themselves out to be employees of London Guarantee. It is the express intent of the
parties that Administrator and its employees and representatives and Bilyk are not
employees of London Guarantee for any purpose. Administrator and Bilyk are
independent contractors for all purposes and in all situations and shall be free, subject to
the provisions of this Agreement, to exercise independent judgment and discretion as to
the time, place, and manner of its performance under this Agreement.

ARTICLE 18
INDEMNIFICATION

18.1 Administrator agrees to indemnify and hold harmless London Guarantee,
its officers, directors, and employees from and against any and al claims, suits,
complaints, damages, losses, costs, expenses (including attorney’ s fees), fines, penalties
(including punitive or exemplary damages), and all other costs of defense resulting from
any negligent act, error, or omission, whether intentional or unintentional, by
Administrator or its officers, directors, employees, or contractors, related to or which
arise out of the business covered under this Agreement.

18.2 Bilyk agrees to indemnify and hold harmless London Guarantee, its
officers, directors, and employees from and against any and all claims, suits, complaints,
damages, losses, costs, expenses (including attorney’s fees), fines, pendties (including
punitive or exemplary damages), and all other costs of defense resulting from any
negligent act, error, or omission, whether intentional or unintentional, by Bilyk or its
officers, directors, employees, or contractors, related to or which arise out of the business
covered under this Agreement.

18.3 L ondon Guarantee shall choose defense counsel for all lawsuits subject to
indemnification from Administrator or Bilyk under Section 18.1 or 18.2, as the case may
be, and shall defend itself. London Guarantee shall decide, in its sole discretion, acting
reasonably, whether any claims or suits may be settled. Any such settlement shall be
binding upon Administrator or Bilyk, as indemnitor under Section 18.1 or 18.2, as the
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case may be. The Administrator or Bilyk expressly authorize London Guarantee, without
precluding London Guarantee from exercising any other remedy it may have, to charge
against all compensation due or to become due to Administrator or Bilyk under this
Agreement any funds paid or liabilities incurred by London Guarantee by reason of any
occurrence described herein.

184 London Guarantee agrees to indemnify and hold harmless Bilyk and
Administrator, its officers, directors, and employees from and against any and all claims,
suits, complaints, damages, losses, costs, expenses (including attorney’s fees), fines,
penalties (including punitive or exemplary damages), and al other costs of defense
resulting from any negligent act, error, or omission, whether intentional or unintentional,
by London Guarantee or its officers, directors, or employees related to or which arise out
of the business covered under this Agreement.

185 Administrator or Bilyk, as the case may be, shall choose defense counsel
for all lawsuits subject to indemnification from London Guarantee under Subsection 18.4
and shall defend itself. Administrator or Bilyk shall decide, in its sole discretion, acting
reasonably, whether any claims or suits may be settled. Any such settlement shall be
binding upon London Guarantee, as indemnitor under Section 18.4.

ARTICLE 19
NON-ASSIGNABILITY

191 None of the parties may assign any rights or delegate any duties under this
Agreement except as expressly permitted under this Agreement without the prior written
consent of the other parties. A party may not delegate all or any part of its duties
hereunder to a wholly-owned subsidiary or affiliated entity without the consent of the
other parties, which consent shall not be unreasonably withheld.

ARTICLE 20
NOTICE

20.1 All notices, requests, demands or other communications required to be
given or made hereunder shall be in writing and shal be deemed to be well and
sufficiently given if hand delivered or sent by prepaid courier or by means of printed
electronic or printed telephonic communication, in each case to the applicable address set
out below:

(1) if to London Guarantee, addressed to:

L ondon Guarantee I nsurance Company
77 King Street West

Suite 3426, P.O. Box 284

Royal Trust Tower

Toronto, Ontario M5K 1K2
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Attention: M. Anthony O’ Brien
Facsimile No.: 416-360-8267

(i) if to Bilyk addressed to:

George Bilyk
[address]

Toronto, Ontario M5K 1K 2

Facsmile No.: ¢

(iii)  if to Administrator addressed to:

3768279 Canada Inc. o/a

Excellence Risk Management

1600 Henri-Bourassa West, Suite 544
Montreal, Quebec H3M 3E2

Attention: Nicole Demers
Facsimile No.: 1-800-468-7175

(iv)  if tothe Liquidator addressed to:

KPMG INC.

Suite 3300

Commerce Court West

PO Box 31

Stn Commerce Court
Toronto, Ontario M5L 1B2

Attention: Robert O. Sanderson
Facsimile No.: 416-777-3683

Any such communication so given or made shall be deemed to have been
given or made and to have been received on the day of delivery if delivered, or on the day
of faxing or sending by other means of recorded electronic communication, provided that
such day in either event is a business day in the place the communication is received and
the communication is so delivered, faxed or sent before 4:30 p.m. (local time) on such
day in the place the communication is received. Otherwise, such communication shall be
deemed to have been given and made and to have been received on the next following
business day in the place the communication is received. Any such communication sent
by facsimile shall be deemed to have been given and made and to have been received on
production of atransmission report from the machine from which the facsimile was sent
which indicates that the facsimile was sent in its entirety to the relevant facsimile number
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of the recipient. Any such communication sent by mail shall be deemed to have been given
and made and to have been received on the fifth business day in the place the
communication is sent following the mailing thereof, provided however that no such
communication shall be mailed during any actua or apprehended disruption of postal
services. Any such communication given or made in any other manner shall be deemed
to have been given or made and to have been received only upon actual receipt.

Any party may from time to time change its address under this Section 20.1 by
notice to the other Parties given in the manner provided by this Section 20. 1.

ARTICLE 21
SERVICE OF PROCESS

21.1 In the event any legal process or notice is served on Administrator, Bilyk or
London Guarantee in an action or proceeding, the receiving party shall immediately
forward such documents to the General Counsel, Legal Division at London Guarantee’s
mailing address first herein above written.

ARTICLE 22
WAIVER

22.1 No waiver or modification of this Agreement shall be effective unlessit is
in writing and signed by each of the parties hereto. The failure of a party to insist on
strict compliance with, or to enforce any provision of this Agreement or to exercise any
right or remedy shall not constitute awaiver by the party of any such provision, nor shall
it stop the parties from thereafter demanding full and complete compliance, nor shall it
prevent the parties from exercising such aremedy in the future. The past waiver of any
provision by a party shall not constitute a course of conduct or awaiver in the future of
that provision.

ARTICLE 23
CONFLICT OF LAW AND SEVERABILITY

231 If any term, part, or provision of this Agreement is declared illega or
invalid by a court of general jurisdiction or superseded by a specific law or regulation,
such law or regulation shall control to the extent of such conflict without affecting the
remaining provisions of this Agreement and the rights and obligations of the parties.

ARTICLE 24
CONFIDENTIALITY OF INFORMATION

24.1 It is understood and agreed by the parties that each deems this Agreement
and any exhibits, addenda and amendments thereto, to be confidential and none of the
parties shall reproduce or disclose to any third party, other than any provincia or
governmental authority requiring same, any or al of such confidentia matters, unless
such reproduction or disclosure is consented to in writing by the other parties not so
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reproducing or disclosing or required by order of a court order of competent jurisdiction
or of agovernmental body. It is further understood and agreed that none of the parties
shall use or reproduce any documents for any purpose other than those contemplated by
this Agreement.

ARTICLE 25
AMENDMENTS

25.1 Any amendment, alteration, or modification of this Agreement must bein
writing and signed by an officer of London Guarantee, Bilyk and Administrator.

25.2 No oral agreement or representation concerning this Agreement or the
parties’ relationship to each other shall be binding on any party.

25.3 This Agreement cannot be amended by any subsequent practices or courses
of dealing by the partiesinconsistent herewith.

ARTICLE 26
MISCELLANEOQOUS

26.1 This Agreement, together with the Reinsurance Assumption Agreement,
supersedes any previous agreements entered into between the parties hereto regarding the
business. Any prior statements, agreements, covenants, warranties, or representations,
whether oral or written, between the parties regarding this Agreement are merged herein.

26.2 The rights and obligations of the partiesto this Agreement shall not be
affected by its termination. All necessary transactions related to this Agreement will
continue in accordance with this Agreement’s provisions until all the obligations of the
parties to each other are fully concluded and discharged. In the event that ownership or
control of London Guarantee is transferred to a third party during the term of this
Agreement, the new owners or controlling parties shall continue to be bound by the
provisions of this Agreement.

26.3 This Agreement has been negotiated by the parties and the fact that the
initial and final draft shall have been prepared by London Guarantee shall not be used in
any manner in the construction or interpretation of this Agreement or any of its
provisions.

26.4 This Agreement shall be considered an honorable undertaking made in
good faith and subject to a libera construction to give effect to the good faith and
honorable intentions of the parties hereto.

26.5 Unless the context and circumstances require action sooner, the word
“promptly” as used in this Agreement shall mean within five (5) business days. Any
defined term herein shall be equally applicable to both the singular and plural forms of
the terms defined.

26.6 Time shall be of the essencein al respects of this Agreement.
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26.7 All headings are solely for convenience of reference and shall not affect
the meaning, construction, or effect of this Agreement.

26.8 This Agreement shall be governed by and construed in accordance with
the laws of the Province of Ontario and the federal laws of Canada applicable therein and
each of the parties hereto hereby irrevocably attorns to the jurisdiction of the courts of
Ontario.

26.9 This Agreement may be executed in counterparts each of which shall be
deemed an original but all of which when taken together shall be deemed one and the
same document.

ARTICLE 27
BINDING ARBITRATION

27.1 Arbitrable Claims. Except as otherwise specified below, al actions,
disputes, claims and controversies under common law, statutory law or in equity of any
type or nature whatsoever between the parties which cannot be resolved and which
touches upon the validity, construction, meaning, interpretation, performance or effect of
this Agreement, whether arising before or after the date of this Agreement, and whether
directly or indirectly relating to: (i) this Agreement and/or any amendments and schedules
or exhibits hereto, or the breach, invaidity or termination hereof; (ii) any previous or
subsequent agreement between the parties; (iii) any act committed by the parties or by any
parent company, subsidiary or affiliated company of such party (the “Companies’), or by
any employee, agent, officer or director of such party whether or not arising within the
scope and course of employment or other contractual representation of the Companies
provided that such act arises under a relationship, transaction or dealing between the
parties, and/or (iv) any other relationship, transaction or dealing between the parties
(collectively the “ Disputes™), will be subject to and resolved by binding arbitration.

27.2 Administrative Body. All arbitration hereunder will be conducted by the
Arbitration and Mediation Institute of Canada Inc. (“AMIC”). If AMIC is dissolved,
disbanded or becomes subject to any provincia of federal bankruptcy or insolvency
proceeding, the parties will remain subject to binding arbitration which will be conducted
by a mutually agreeable arbitral forum. Within fifteen (15) days after the commencement
of arbitration, each party shall sdect, from a list of available arbitrators provided by
AMIC, one person to act as an arbitrator. These two arbitrators shall each be charged
with the sole responsibility of selecting athird arbitrator. If the arbitrators cannot select a
third arbitrator within ten (10) days of their appointment, then the third arbitrator will be
selected by AMIC. The arbitration of Disputes hereunder shall proceed before the third
arbitrator so selected acting as sole arbitrator. This sole arbitrator will be alawyer with at
least ten (10) years commercial transactions experience and will decide if any
inconsistency exists between the rules of any applicable arbitral forum and the arbitration
provisions contained herein. If such inconsistency exists, the arbitration provisions
contained herein will control and supersede such rules. The site of all arbitration
proceedings will be in the City of Toronto, Ontario.
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27.3 Discovery. Discovery permitted in any arbitration proceeding commenced
hereunder is limited as follows. No later than thirty (30) days after the filing of aclaim
for arbitration, the parties will exchange detailed statements setting forth the facts
supporting the claim(s) and all defensesto be raised during the arbitration, and alist of al
exhibits and witnesses. No later than twenty-one (21) days prior to the arbitration
hearing, the parties will exchange afinal list of all exhibits and all witnesses, including
any designation of any expert witness(es) together with a summary of their testimony; a
copy of all documents and a detailed description of any property to be introduced at the
hearing. Under no circumstances will the use of interrogatories, requests for admission,
requests for the production of documents or the taking of discoveries or depositions be
permitted. However, in the event of the designation of any expert witness(es), the
following will occur: (i) al information and documents relied upon by the expert
witness(es) will be delivered to the opposing party, (ii) the opposing party will be
permitted to discover or depose the expert witness(es), (iii) the opposing party will be
permitted to designate rebuttal expert witness(es), and (iv) the arbitration hearing will be
adjourned or continued to the earliest possible date that enables the foregoing limited
discovery to be accomplished.

274 Exemplary or Punitive Damages. The Arbitrator will not have the
authority to award exemplary or punitive damages.

27.5 Confidentiality of Awards. All arbitration proceedings, including testimony
or evidence at hearings, will be kept confidential, although any award or order
rendered by the arbitrator pursuant to the terms of this Agreement may be entered as a
judgment or order in any provincial or federal court and may be confirmed within the
judicid district which includes the residence of the party against whom such award
or order was entered. The Arbitration Act (Ontario), as amended (“OAA”) will govern al
arbitration(s) and confirmation proceedings hereunder.

27.6 Legal Fees. If a party brings any other action for judicia reief with
respect to any Dispute, the party bringing such action will be liable for and immediately
pay all of the other party’ s costs and expenses (including all legal fees and disbursements)
incurred to stay or dismiss such action and remove or refer such Dispute to arbitration. If
aparty brings or appeals an action to vacate or modify an arbitration award and such party
does not prevail, such party will pay all costs and expenses, including all legal fees and
disbursements, incurred by the other party in defending such action. Additionaly, if a
party (the “Initiating Party”) sues another party (the “Defending Party”) or institutes any
arbitration claim or counterclaim against the Defending Party in which the Defending
Party isthe prevailing party, the Initiating Party will pay al costs and expenses (including
all legal fees and expenses) incurred by the Defending Party in the course of defending
such action or proceeding.

27.7 Limitations. Any arbitration proceeding must be ingtituted: (i) with
respect to any Dispute for the collection of any debt owed by a party to another party,
within two (2) years after the date the last payment was received by the instituting party;
and (ii) with respect to any other Dispute, within seven (7) years after the date the
incident giving rise thereto occurred. whether or not any damage was sustained or capable
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of ascertainment or any party knew of such incident. Failure to institute an arbitration
proceeding within such period will constitute an absolute bar and waiver to the institution
of any proceeding, whether arbitration or a court proceeding, with respect to such Dispute.
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IN WITNESS WHEREOF, the parties hereto have duly executed this Agreement
as of the date first written above.

LONDON GUARANTEE INSURANCE
COMPANY

Per:
Name:
Title:

Per:
Name:
Title:

KPMG INC.

Per:
Name:
Title:

Per:
Name:
Title:

3768279 CANADA INC.

Name:
Title:

Name:
Title:

GEORGE BILYK
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SCHEDULE “B”

EXISTING ADMINISTRATION AGREEMENT

(Attached)



PROGRAM ADMINISTRATOR’S AGREEMENT

 AGREEMENT between Meridian Warranty Management Inc. / Nicole Demers & Associates Inc.
(Admigistrator), and Reliance Insurance Company with office locared at:

200 King Street West
Suite 1906, P.O. Box 61
Toronto, Ontario

MSH 3T4

Adniinisirator and Reliance agre as follows:
ARTICLEL Term of Agreement

This Agreement bogins on November 1%, 1995, and will contipue unt) terminated under the provisions of Aricle
xn. .

ARTICLE 1. Engagement of Admibistrator Autharity
Rdisnce engages Administrator as exclusive program manager for Reliance as follows:

A. Authority:
Administrotor is authorized to manape the Meridian Warranty program

(“Program”) in sccardance with the terms and canditions of this agreement
and wlso Exhibit A stiached to be madc a part of this Agreement.

B. Territory
Administrator’s autherity is limited 10 Warranty Business within Canada.

C. Restrictions
Administrator’s appointment and authority is subject to any restrictions set farth in Exhibit A.

D. Reinsurance Availability
Administrator’s appoinunent and autharity for business written under this Agreement is subject 1o the
following:

1. Reliance is able to obtain and maintain in force at 2] times 100%
reinsurance satisfactory to Relisnce for Business written under this
Agreement. '

2. Obteining reinsurance is the sale responsibility of Reliance. When
Reliance obuiing satisfactory reinsurance for all of the Business, Rediance will give
Administrator notice that Administrator may write and bind those classes of

Business, policies and lines and limits of insurance for which reinsurance has been
obtained.

3. If reinsurance is terminsted or oo looger in full force and effect or
restricted io. any form, Ior all or any part of the Business,
Administrator’s suthority for the business affected shall be suspended,
or limited immediately upon notice to Administrator from Reliance
until further notice.



each authorized lioe of insurance such informatiob as Reliance may request, and the

following:
a Gross writien premium,
b. Policies issued o7 bound by insured includiog location, limits, and effective
dare,
c. Policies canceled,
d. Premivm adjustments due to endorsement or audits,
£. Writien Premium received,
f. Writteo Premium delinquent by policy,
B Gross writien premium delinguent,
h, Commission payable to or retained by Administrator,
i Net balance duc,
2. The Administrater shall pay Reliance balances due within forty (40) days of the «nd
of cach r¢porting month.
3. Cumulative teports for cach plan and/or treaty term shall also be made on a monthly
basis. These reparts shall provide carned vs. unearned premium, and other statistical
information.

Copies of Policies
To forward to Reliaoce proroptly copies of all Policies, endorsements. Policy cancellations and
other terminations processed by the Administrator, as required by Reliance.

Credit Extensjops '
To assume the obligation for any extensions of credit to insureds and policyhalders and be ful)
respoasitle for (ke full amount of the premium dus Reliance on policies written or bound under
this Agreemeot whether or not Administrstor has collected the premivm due fram

policyholders.

Administrator Expenses

To pay, assune the obligation for and 1o be fully responsible for all costs and expenses
associated with the Administrator’s performance under this Agreement includiag: travel
expense, employee and clerical salaries, benefits and expense, fees, countersignature fees and
expense, postage, advertising, exchauges, and licenses fees, Reliance shall be responsible only
for its own costs and expensas unless other wise agreed by Reliance. In Lhe cvent Reliance is
required 1o pay any costs or expenses that are the responsibility of the Administrator, the
Administrator shall promptly reiraburse Relionce for its payments.

Legsl Compliance
To keep fully informed of and comply fully with all applicable laws and rcgulations.

Governments] Contacts

To promptly notify Reliance of all contacts and correspondence received from insurance
regulatory or other governmental authorities, to forward promptly upon receipt all summonses,
complaints, subpoenas or other court documents, and to cooperate fully with Reliance in making
any responses.

Premium Finandng

To promptly and appropriately respand 1o all correspondence and notices related o financing or
proposed financing of premivnis on Palicies issued under this Agreement, znd forward copies Lo
Reliance.

Combpetent Staff
To mainsain sufficient supplies and equipmoent and a stafY of competent and trained personnel, to
produce, develop. underwritc, ‘and supervise the Business covered by this Agreement.



Q. Reliance Interests
To promote and safeguard the best interests and good name of Reliance

R. Accurate Revords
To keep and maintain separate, identifiable, orderly, accurate, complete and timely records and
accounts of all Business and transactions pertaining to Policies bound or written under this
Agreament including complete underwridng and rate files. Such records and files shall be the
property of Reliance.

S. Andit
To permit Reliance during the term of this Agreement and as loug as Reliance considers
necessary, to visit, jnspect, examine, audit and verify, at Administrator’s offices or elsewherc.
at such times and as oftca a¢ Reliance may deem appropriate, with or withont prior notice any
of the properties, accounts files, documeats, books reports, work papers and other records
belonging to or in possession or control of Administrater of any other person rclating to the
Businesy covered by this Apreement. Reliance may moake copies and extracts as may as be
reasonably necessary. Reliance may conduct any audit through any person or persons il may
designate.

T. Licenses :
To obtzin and provide Reliance, upon requests, with copies of all liceases and permits required
by Administrator for the proper conduct of its duties under this Agreement.

u. Policy Cancellation
To capcel or otherwise termingie Policies bound or writien by or through Administrator as

required by applicable underwriting standards and consistent with applicable regulatory and
Policy conditions. Relionce shall always retaln the right to direct the cancellation ox temnination
of Policies by Admiuistrator or to cancel or termination Polides by Administratar or to
cancel or terminate Policies by direct notice to insureds or policyholders. Administrator shall
pot make, permil o causw genaral or indiscriminate cancellations, lerminations or replacements
of Palices, Administrator shall be responsible for notfying governmental agencies or other
persans for whom Administrotor has certified coverage or provided evidence of tisurance, No
canceled or terminated Policy may be reinstated without the prior written spproval of Reliance.

ARTICLEIV. Clsaims Settlement
Administrator shall:
A. Give immediate potice upon Teceiving notice or knowledge of any claim or loss. and cooperate

fully with Raliance to facilitate the tavestigation. adjustment, settlement and payroent of each
and all claims, and assign such claims or loss for handling as may be directed by Reliance.

B. Take steps Lo recover any deductible, or other sums recoverable due,

C. Give Immediate notice of any claim or suit brought agsinst Reliance where Reliance ot any of
its affiliated companics Is nammed or defendant, to Relisnce. Reliance shall asrume sole and full
control of the defense of such claim or suit.

D. Receive a claims processing fee of $25,00 for each claim paid. This amount will be deducted
from the claims handling fund.

E. Collect money 10 be paid into the loss adjustrnent expense fund as per addendum A. This loss
adjustment expensc shal) be retained by Reliance. At expiration of all Reliopee lisbilities,
Reliance will 2llow rulease of all surplus funds, to the Administrator.

The administrator will not be reimbursed by Reliance for the salaries, office expenses ar any other expenses
incurred in the processing of claims (other than that specified in Item D sbove), unless otherwise expressly agreed
1o in writing by Rdiance.



ARTICLE V. Administrator’s Compensation

Reliance will pay te Administrator as full compensation for all of its duties and responsibilities under this
Agreement as follows:

A. Production and Administration Commission
1. Claims processing fec of $25.00 per claim
2. Program Administration Fees

3. Sales and Marketing
4. Brokerage

B. Unearned Comrmission
Administrator shal) promptly refund pro-rata 1o Reliance the production and administration
comumissions on cancellations, refund end return premviums at the rate originally allowed when
such Policy or Policies were bound, written renewed or extended,

ARTICLE VL Advertising

Administrator will pot refer to Reliance or the Business covered by the Agreement in any advernsement, Jelicr,
circular, pamphlct or other publication or statement without the prior writien consent of Reliance, Whether or
pot Reliance gives its consent, Refiance will not be responsible for any advertising expense.

ARTICLE VII. Representotion With Respext 1o Pulices

Administrator will not make any represemtation to applicants, insureds, policybolders or claimants as to the
existepce or extent of coverage either avallable from Reliancs or under a Policy that is pot consistent with the
terms and conditions of coverages available from Reliance or of a Policy. Administrator shall establish
procedures 1o ¢nsure that Administrator and A dministrator’s employees will make known to any applicant,
insured or policyholder the ful]l scope and effect of all exclusions and limitations upon or under coverage pmvxded
under the Policy.

ARTICLE vi. Insurance of Administrator

Administrator will maintain for as lang a5 this Agrecment remazins in force with insurers and an forms acceptable
to Reliance.

A. Professional errors and omissions palicy in an amount of at least $2.000,000, and
B. Compreheasive General Lisbilily Policy in an amount of at Jeast $2,000,000
C. Blanket Employce Dishonesty Bond for all employees of at least $100,000.

Reliance muy reguire certificates of insarance or other evidence that the insurance required by this Article is and
remains in force.

ARTICLE IX. Indemnification

A. Adminoistrstor sball be responsible 10 Reliance, and shall indermify, save, defend and hold Reliancee,
including its affiliates, and all officers, directors and employees harmless agaiost any and all claims,
suily, hearings, actions, dzrages of any kind, liability, fines. penalties, loss or expense, including
attorney's fees csused by or resulting from any allegation of any raisconduct, error, mmission, or other
act; or beach of this Apreerent by Administrator, or Administrstor’s employees or representatives,
unless the conduct giving rise 1o the allegation Was performed at the specific dircction of Reliance.

B. Rdiance shall be rcsponsible 1o Administrator and shall indermmify, save defend and hold
Admingistrstor harmless sgainst any and all claims, suits, hearings, actions, damages of any kind,
liadiliry, fines, penaltics, loss or expensc, including stiorney 's fees caused by or resuldng from any
alicgation of any dircet mieconduct, error, omission, or other act by Reliance, provided Administrator
has not contributed 1o or compounded the act alleped. :



ARTICLE X. Flat Cancellation

If a Policy is canceled flat, the originals of the canceled Policy or & lost policy release shall be prompuly
forwarded by Administrator to Rclionce. Administrator will not cancel flat a Policy after it bas been in effect
without the prior written cansent of Reliance.

ARTICLE X1. Suspension of Administrator’s Authority

Reliance may, by immediate notice 10 Administrator. suspend any part or all of Administrator’s authority under
this Agreement for such time as Reliance may decm necessary to protect its interests or reputation if any of the
following occur:

A. Loss of Reinsurance
In accordance with Article 1.D.3; or

B. Administrative Action
As administrative accusation of vialation of insurance law or regulation against Administrator
or any Administrator’s executive officers by and insuragce regulatory agency; or

C. Grounds for Immediate Termination
For apy reason that would permit termination of Administrator under this Agreernent under
Anicle XIILA.1; or

D. ault
The failure of Administrator to perform jts duties and responsibilities under this Agreement
including the timely remiting of acoounts and roonies 1o Reliance insureds or policybolders and
timely and all compliance with Reliance directives, rules, regulations or mamials; or

E. Termination by Administrator
If the Administrster gives notice of terminaton under Anicle XJ1.B; or

K. Dispute Over Terminstion
In the event of a dispule over the reason for tcrminalion of the Agreement; or

G. Premium Limitations
In the event the total gross written premiums for Business written under this Agroement cxceeds
or Reliance decides to restricl its premiums for the Business written under this Agreement

ARTICLE XTI Termination of Agreement
A. Reliance may terminate this Agreement as follows:
1. Immediately upon potice 10 Administrator i the cvent of:

a. License Suspension or Revocation
An order of suspension or revocalion of Administrator’s license by any insuranee

regulatory 2uthority; or

b. Misapnplication of funds
A misapplication misdireciion oc misappropriation by Administrator of funds or

property of Reliance or funds received for it or policyholders by Administrater, or in
the event of failure by Administrstor o remic 1 Reliance or policyholders, fupds due
prompily afier wrinten derpand therefore by Reliance; or



c. Vivlation of Law
A charge brought against Administrstor or any of Administratar’s executive officers
of violation of the insurance laws or regulations of any jurisdiction, or of avy Jaw
constituting an offease which may be prosecuted as an indictable offense or is a fclony
in the jurisdiction in which committed, or of any law whose violatiom reflects adverscly
upon the honesty or integrity of Administrator or any of Administralor’s executive
officers whether or not classified as a felony; or

d. Insolvency
The Administrator shall become insclvent or make a general assignment for the benebt

of creditors; if 2 petition is field for bapkruptey ar other law providing for its
reorganization, dissolution or liquidation, or a trustee or receiver is appointed for the
Administrator, its assct or 2 substantial part thereof.

p) Upon Thirty (30) dzys potice to Administrator in the event of:
a. Excessive Complaints

The number of complaints Teceived by Relisnce relaling o Admiistrator’s
performance and service to insureds, policyholders, or members of the public is
excessive, as may be determined by Reliance im its sole discretian; or

b. Adverse Legiclation
Enactment of lcgislation which in the opinica of Reliance would adversely atfect
Reliance rights or liabilities under this Agreernent or the Policies; or

c. Conflict with Luw
As provided for in Anicle XVILB; or
d. Delault

The failure of Administrstor to perform its duties and responsibilitics under this
Agreement including the 1imely remitting of accounts and monies to Reliance, insureds
or palicybolders and timely and full compliance with Relinnce directives, rules,
regulations or manuals: or

e Ownucrship Change
A significant change in the ownership or management of or in the event of the
execution of an agreement of sale, transfer or merger of Administrator without prior
notice and consent of Reliance; or

Rither Relisnce or Adminiatrator may terminate this Agreement at any time upon ninety (90) days prior
notice 1o the other.

On the first anniversary of the beginning of this Agreement shown in Axticle | subject 1o the pinety (90)
days potice in Item B., unless Rcliance apd Administrator agree in writing to extend this Agreement for
successive annual terms.

ARTICLE X1I0. Continuing Dutics of Administrator sfter Termination

A.

If Reliance elects upon termination of this Agreement, and for as long as Reliance continues to desire the
services of Administratar will pecform all of the dulies necessary for the proper servicing of zll Palicies
bound or wrillen under this Agreement unGl a1l those Policies shall have expired or been terminaled.
These services shall include canceling. issuing mandatory endorsements, and collecting retuming

premiums.

So long as the A dmiojstrator coptimes to perform duties in accordance with this Article, the
Administrator shall continue 10 receivé the production and administrstion commission set forth in
Article V.A.



C. Should Administrator not continue to perform any duties for any reason, Reliance may discantioue
payment of any production and administration commission set forth in Article V.A.

D. If this Agreement is terminated by Reliance for any reason under Article XTI and Reliance is required 1o
renew oy Policics under the law of any jurisdiction the Admimistrater will not be entitled to any
production and sdministration conunission with respect to that repewal Business except as provided in

XII.B.
ARTICLE XIV. Waiver of Statutory Terminstion Rights of Administrator
Both Administrator and Reliance are aware that there ar= or may be laws or regulations in the various

jurisdictions served by Administrator that may be interpreted to provide Administratar with certain rights of
notice, “nunoff, continuation of Business written through Manager, prevention of \crmination and regulatory
review and possible disspproval of the termination of this Apreement. Because this Agreement has beeg murually
entered into for a special purpose, an) places responsibilitics, duties and obligations upon Admioistrator both
beyond those and different from those of @ normal soliciting agent, Administrator acknowledges that this
therefore involves and necessitates a different rolationship. Administrator hereby specifically waives any and all
rights with respect to termination of this Agreement that may now or bereafier be provided Administrator by
statue or regulstion in recognition of that different relationship, and agrees not to impose upon or require
cowpliance by Reliance of any obligatians relating to termination of this Apreement other than those provided for
specially in this Agrevment.

ARTICLE XV. Ownership of Expirations

A. Records of insureds, policybolders and Policies and their use and control of solicitation of Business
writien or bound by or trough Admivistrator ("Expirations”) as beiween Administretor and Reliance,
sball be the solc and exclusive property of Administrator except:

1. Underwriting Records and Files
as deseribed in Article ITI.R above.

2. Account and Payment Delinquency
1f Administrator*s suthority undert this Agreement is suspended or terminated, in part or in full,
and Administrator fails to render all sccounts duc or pay any amounts due to Reliance.
Reliapce will be eatitled to solicit, write and to sel] insurance 10 any and al) existing insoreds ot
policyholders written by or through Administrator. In such event the Expirations will vest in
and become the sole and exclusive property of Reliance.

3. Limited License
If the Administrstor’s suthority under this Agreement is suspended or terminated, in part or in
foll, and if any applicablc insurance law or regulation prohibits Reliance from terminating any
Policles or obligates Reliance to offer 1o contioue or to venew, directly or throogh another
produccr of Reliance, any Policics, or insureds or policyholders previously bound or written
under this Agreement, theo Reliance shall be permitted and is hereby graated by Administrator
a limited license in, and a right to use the expiratioas of those Policies, insureds and
policyholders without any payment 1o Administrator to permit Reliance 10 comply within its
reasonable discretion and in good with eny such insurance law ar regulation.

a. Defaujt
1f this Apreemeat is lerminated by Reliance for a reasan that permits immediate notice of
terminstion o Administrator under Arnicle XT1.A.1., the Expirations will vest in and become
the sole and exclusive property of Relisnce,

B. Upon the occurtence of any event which gives rise to the vesting of the ownership of Expirations in
Reliance, Reliance may take jmmediate. possessian of all records rclating to those Expirations and
Administrator shall upon request immediately pather such records together at Manaper’s principal place
of Business and allow Relinnce sceess 10 take possession of those xecords. Rcliance may service those



Expirations directly or dispose of them in any commercially reasonable manner. Reliance ruay collect
premiuros directly from any insured or policyholder who has not roade payment to Administrator.

If Reliance disposes of Adniinistrator's records and Expirations and does not realize sufficient moncy to
discharge in full any and all of Administrator's indebiedoess o Reliance (including any cost incurred by
Reliance in connection with its recovery and disposal of the records and Expirations). A dministrator
wil) remain liable 10 Reliance for the balance of the Administretar’s indebicdness to Reliance.

If Reliance disposes of Admipistrater’s records and Expirations and there is any excess over the
Administrator’s indebledness to Reliance (including any cost incurred by Reliance in connection with
its recovery and disposal of rccords and expirations) realized by Reliance, 1o the extent of commissions
due 10 the Adminirtrator, the excess ghall be remitted to Administrator.

ARTICLE XVI. Arbitration

A.

Submission to Arbitration

As a candition precedent to any right of action bereunder, any dispute arising out of this Agreement,
including its formation of validity, dvring ar after termination of this Agreemzm shall be submitted 1o
the decision of a board of arbitration composad of two arbiwators and an umpire meeting in Toronto
unless otherwise mutually apreed.

Notice

The potice requesting arbitration shall state in particulars all principal issues 10 be resalved and shall set a
date for the bearing, which date shall be not sooner than 120 days and no later than 150 days from the
dae that the nolice requesting arbitration is mailed. The other party may submit additional issues for
resolution by giving notice to the party requesting arbitration within 10 days of receipt of the notice of
arbitration.

Arbitration Board Membership
The members of the board of arbitration shall be disinterested, impartial, active or retired officials withia

the insurance industry, with insurance experience. Each party shall appoint its own arbitrator and the
two arbitrators sball cboose & third arbitrator as umpire before the date set for the hearing. Jf a party
fails to sppoint its arbitrator within 30 days afier having either received or given the notice requesting
arbitration. the other shall appoint the second arbitrsror.

Submission of Briefs
The parties shall submit their initial briefs within 20 days from zppomtmcnt of vapire. Each may submit
reply briefs within 10 days after filing the initial bricfs.

Arbitrstion Aweard

The board shal) make an award of compensatory mosetary damages, but not of punitive of exemplary
damages. The award shall be made with due regard to the cusiorn and usage of the insurance Business
and shall be in writing stating the factual and legal basis for the award. The award shall be based upon 2
bearing in which evidenct muy b introdueed without fallowing strict nales of evidence but in which
cross exarnination and rebuttal shall be allowed, At its own clection or at the request of the board, either
party may submit & port-besring bricf of consideration of the board within 20 days of the close of the

hearing. The board shall make its »ward within 30 days following the close of the hearing ar the

submission of posthearing briefs, whichever is longer, unless the partics consent to 2n extension. A
decision by the majority of the members of the board shall become the award of the board and shall be
final and binding upon al] parties to the proceeding.

Arbjtretion B
Each party shall bear the expense of its own arbitrator and shall jointly and equally bear with other party
the expensc of the umpire. The remaining costs of the arbitration proceedings shall be allocated by te
bosrd.

Survival This Anicle shall survive the termination of this Agrecement.




ARTICLE XVII. Other Terms and Conditions

A.

K.

Waiver

The failure of Reliance or Administrator to insist on strict compliance with this Agreement, or to
exercise any right or remedy shall nol constitute a waiver of any rights provided vnder this Agrecment,
pot estop the parties from thereafier demanding full and complete compliance por preveat the parties
from exercising such a remedy in the forore.

Conflict with Law

If any provision of this Agreerpent should be declared invalid by 4 court of general jurisdiction of
superseded by specific law or regulation, such law or regulation shall control to extent of such conflict
without affecting the ccmaining provisions of this Agreement.. However, if cither party believes that the
voiding of any provision herzof materially saffects the whole Agreement, or the relationship of the parties
under this Agreement, the party by notice may terminale this Agreement by giving thirty (30) days notice
to the other.

Assipnment : .
Neither this Agreernent nor any righis or obligations under this Agroement may be assigned or delegated
by Admipistrator without the prior written consent of Reliance,

Headings
The headings preceding the text of the articles and paragrapbs of this Agrecment are intended and
inseried solely for the convenience of reference and shall not affect the meaning, construction or effect of

this Agrecment,

Governing Law
Thc Agreement shall be governed as to performance, administration and mterpretanon by the laws of the

Province of Ontario.

Honorablc Undertaking
This Agreement shall be considered an honarable undertaking made in pood faith and shall be subject to

a liberal construction for the purposce of giving cifcet to the good faith and honorable intentlons of
Administrator and Rdiance.

Promptly
Unless the conlext and circumstances require action sooner, the term pmmptly m ms Agrecmcnl shall

be defined 10 mean “within five (S) working days”.

Notices
Wherever notice is required under this Agreement, it shall be In writing, and deerued to have been
received either when actua)ly received or 3 days afier having been senl by certified mail.

In Mdmt Contrsactor
This Agreement is not 3 contact of employment and nothing contained in this Agroement shall be

continued to create the relationship of joint veature, partnership, or employer and Reliance and
Administratar. Administrator is an indcpendent conuactor and shall be free, subject to the terms and
copdirtions of this Agreement. to exercise judgment and discretion with regard to the conduct ot‘
Business.

Negotioted Agpreement
This Agreemnent has been negotiated by the parties and the fact that the initial and final draft shall be

prepared by Reliance shall not be used in any forum in the constriction or interpretation of this
Agroement or any of its provisions.

Entire Apreement

This Agreement supevsedes all previous agreements, whether written or oral, betwees Reliance and
Administrater, or the predecessors with respect to the Business to be written under this Apresment,



L. This Agxeeineu_t may be amended, a)tered or modified only in writing signcd by both parties.
2. Manuais. ruls. r¢ulan‘ons, guidelines, instructions and directions issued in writing by Reliance

from time to time as provided in this Agreement, shall bind the Administrator as though a pan
of this Agrcement.

L. Counterparts
Thiy Agrecment may be exccuted in duplicate counterparts each of which shall be deemed an original but

both of which when taken together shall be deemed one and the same document.

The Administratar and Reliance, intending to be bound, have executed this Agreement in duplicate, each of
which shall serve as an original:

FOR ADMINISTRATOR FOR RELIANCE

]
: s

BY: -EKen Williams BY: J;}-’M 7 2 é 7 I K, ]
TITLE: _Vice-President TITLE: S A0 v e/ -fRES P r
- p 4 ‘:/ _—2 . ,/;;
o7 2 ?/‘9“.’/(; PAI 237 ”;7

e ——e s



EXHIBIT A

Attached to and forming par of
Program Administrator’s Agreement
between
Reliance Insurance Cormpuny (Relapce)
and
Meridian Warranty Management Inc. / Nicole Demers & Associates Inc. (Administrator)

Preamblc:

The purpose of this Agreement is to facilitate the procurement of certain insurance/warranty/vchicle service
contracts coverages for extended warranty busiaess,

Insurance/Waorrapty programs o thi ent:

The Premiuvm Plan I Loss Adjustment Fxpenses
Premium Plan I - 11/95 - 06/30/98 - Aulo $17.50
Preonium Plan 1 - 07/01/88 - Auto $25.00

DFS Propram Loss Adjustment Fxpenses
Auto $20.00
Recreational Vehicles $20.00
Marine $15.00
Mortorcycle / ATV's / Snowmobiics §15.00
Suzuki - Auto $25.00

- Motorcycles $15.00
Restrictions Irnposed by this Agroemeat: ‘
i) Premium income limit $9,000,000 pcf.for_ term of May 1, 1999 - May 1, 2000.

i) Period of individual service contracts bound sball be 2 maximmm of 84 months for new vehicle
coverage and 48 months for used vehicle coverage. .

iti) Maximum limit undet this Agrecment $25,000 per vehicle.

iv) Rates are to be as approved by Reliance and the various reinsurers. Auy changes in thesc rates
are to be approved by Reliance Insurance Cormpany.

v) Proposal to reinsurers 1o be signed off by reinsurers aud copy maintsined in our office.

vi) Terms and conditions of vehicle service contracls issued by A dmindstrator, shall not be broader
than that provided by’ reicsurance coptract, of which a copy is attached.

vii) Year 2000 exclusion to be included in contracts.

Reliance Compcensation / Fee; -
Agler < ost

9% of-GrosrReticy-Prenvers wilh an sdditional 6% of dealer commission in Provinces where sold as an
ipsurance prnduct, directly to custamers.



Addendum
To

Program Administration Agreement

The Program Administrator's Agreement, effective November 1%, 1995,
between Reliance Insurance Company Canada ("Reliance") and Meridian
Warranty Management Inc./ Nicole Demers & Associates Inc.
("Administrator") is modified as stated herein.

WHEREAS, the parties wish to amend the terms of the above-referenced

Program Administrators Agreement;

NOW THEREFORE, IT IS MUTUALLY AGREED AS FOLLOWS:

. The parties ratify and confirm the Program Administrator's Agreement except
as provided herein. Terms which are defined in the Program Administrator's
Agreement and not otherwise defined herein shall have the meanings given
them in the Program Administrator's Agreement.

. The parties agree that no new Policies shall be accepted under this
Agreement after July 31, 2000.

. The parties agree that the Administrator's Compensation after July 31,
2000 shall be limited solely to the Claims Processing fee of C$25.00 per
claim.

. Effective June 30, 2000, Article IV (Claims Settlement), Item E, shall be
amended to read as follows: “Collect money to be paid into the loss
adjustment expense fund. This loss adjustment expense fund shall be
retained by Reliance. At expiration of all Reliance liabilities, Reliance will
retain fifty per cent (50%) of all surplus funds, with the remaining 50% to be
released to the Administrator.”

. For Policies bound with effective dates between July 1, 2000 and July 31,
2000 inclusive, the Reliance Compensation / Fee as outlined in Exhibit A is
amended to read as follows: 10% of Dealer Cost with an additional 6% of
dealer commission in Provinces where sold as an insurance product,
directly to customers.

. Effective June 30, 2000, the parties agree that Exhibit B shall be attached to
and made part of this Program Administrator's Agreement.



IN WITNESS WHEREOF, the parties intending to be bound have
executed this Addendum effective as of f dore 30 ; .

Reliance Insurance Company

BYZ%/;/I/\ Nt~

TITLE: fo 06 dan ANAGETL

DATE:




EXHIBIT B

CLAIMS ADMINISTRATION

Administrator agrees, directly or through sub-contract approved by
Reliance, to provide assistance and claims services, which shall include
the following:

A.

Provide information, pre-certification, emergency assistance and
referrals, claim forms, and aid to benefit claimants under the
Policy, for the proper filing of claims, as necessary.

Pay claims on behalf of Reliance Insurance Company Canada, or
other entity as instructed by Reliance, in accordance with
insurance policies it has issued and all of the provisions of this
Exhibit B.

Establish claim files which shall be available for inspection by
Reliance during Administrator's business hours. All claim files
must include a written chronology of all actions taken with respect
to each claim.

With respect to claims under the Insurance/Warranty programs covered
by this Agreement:

A.

Review all claims under such programs and determine the proper
amounts payable.

Issue checks drawn on an account established in the name of
Administrator for benefit amounts payable to claimants.

Advise payees as to how benefit amounts were computed, and
notify claimants regarding rejected claims, stating the reasons
therefore.

Follow the specific instructions of Reliance with respect to claim
payments.

The following standards shall govern the performance of services
hereunder:

A.

Administrator shall pay, or cause to be paid, all claims in
accordance with consistent and nondiscriminatory application of the
provisions of the policy, applicable laws and guidelines set by
Reliance from time to time. Without limiting the generality of the
foregoing, such guidelines may address: (i) interpretation of policy



provisions and applicable laws, (ii) standards of investigating
claims, (iii) manner of communicating with claimants and other
persons, (iv) manner of identifying Reliance, the insurance
company, and Administrator, (v) standards for accuracy of payment
determinations, accuracy of coding, and timeliness of responses,
(vi) guidelines for coding of claims, (vii) procedures for check or draft
security, and (viii) record retention and confidentiality.

Administrator may not issue checks or drafts with respect to any
one claim in excess of C$25,000 without having first obtained
consent of Reliance.

Administrator agrees to reimburse Reliance for any funds
wrongfully disbursed, including but not limited to funds disbursed as
a result of stolen instruments, employee dishonesty, or gross
negligence. This provision does not apply to fraudulent claims
where Administrator has no reason to believe a fraud has been
committed, or nuisance claims settled within the guidelines
established by Reliance.

Administrator shall immediately report to Reliance all complaints
or notices of litigation from insureds or regulatory agencies to be
answered by Reliance. Administrator will attach to such report any
and all information from its records to assist Reliance in its
response.

Administrator shall close no claim file involving a claim in excess of
the authority limit without written approval from Reliance.
Administrator shall obtain written releases, stipulations and other
appropriate documents, releasing Reliance from all liability in
connection with the underlying claim.

Administrator will adjust, settle or resist all claims in excess of the
authority limit of C$25,000 with express prior approval of Reliance.

Administrator shall provide Reliance with weekly claims
statements or bordereaus until all Policies bound under this
agreement shall have expired or been terminated.

In the event that the claims payments are to be made on a bank account
established by Administrator, Reliance agrees to fund said bank
account with an initial deposit of C$5,000 from the Loss Adjustment
Expense fund. Upon receipt of weekly statements from Administrator
identifying claim checks which have been drawn on this account,
Reliance agrees to deposit funds into this account on a weekly basis so
that the amount on deposit will equal or exceed the amount necessary to



maintain a proper balance. Administrator may withdraw only
compensation for contracted claims adjusters, as approved by Reliance,
from any claims paying account, but never its own compensation.
Administrator shall not be required to make any payments beyond those
properly funded by Reliance under this Agreement.

Notwithstanding anything to the contrary in this Agreement, Reliance
shall have the right to assume responsibility for the administration of any
claim, upon notice to Administrator. Such assumption shall include
responsibility for the related responsibility under any subcontract with a
third party previously approved by Reliance. Upon receipt of any such
notice, Administrator shall immediately turn over to Reliance all of its
files and records relating to such claim, and will thereafter immediately
turn over to Reliance any correspondence or information thereafter
received with respect to that claim.

In the event Administrator fails to perform claim payment services in a
manner satisfactory to Reliance, Reliance may immediately suspend or
terminate Administrator's authority to pay claims upon written notice to
Administrator. In such case, Administrator shall immediately surrender
any supplies of checks or drafts and claim files maintained hereunder to
Reliance, and Administrator's compensation with respect to claims
administration services shall cease immediately. Additionally, the
Administrator would forfeit all rights to 50% of the surplus funds of the
loss adjustment expense fund at expiration of all Reliance liabilities.



Reliance Insurance Company
Reliance National Risk Specialists

April 11, 2000

Mr. George Bilyk

President

MERIDIAN WARRANTY MANAGEMENT INC.
625 Cochrane Drive, Suite 907

Markham, Ontario

L3R 9R9

RE: Program Cancellation / Meridian Warranty
Dear George:

On December 9, 1999, Paul Primiani tendered written notice of termination of this program, to
take effect on April 30, 2000. Due to the difficulties DFS has encountered in the interim, we have
agreed to extend our participation under this program until June 30, 2000.

In view of the diminished premium volume without DFS going forward past June 30, 2000,
Reliance believes that our internal administrative costs would not justify our continued participation
on any of the Meridian business. Our participation will lapse as of June 30, 2000, at which time
you will have to make aternative fronting arrangements.

| will be in touch with you over the next few days to discuss the continuing duties of Meridian as
Administrator of the in force business past the program termination date.




Reliance Insurance Company
Reliance National Risk Specialists

December 9, 1999

Mr. George Bilyk

President

MERIDIAN WARRANTY MANAGEMENT INC.
625 Cochrane Drive, Suite 907

Markham, Ontario

L3R 9R9

Re: Program Cancedllation / Meridian Warranty

Dear George:

As per our telephone conversation of December 7, 1999, this is to advise you as per condition C
of Article XIl Termination Agreement, we are giving you official notice of termination to be
effective April 30", 2000.

Regards,

aLsl

Paul Primiani
First Vice President

PP/fa

Encl.



SCHEDULE " C"

The Underwriters' liability shall attach simultaneously with that of the Company and shall be
subject in all respectsto the same risks, terms, conditions, interpretations, waivers, and to the same
modification, aterations and cancellations as the respective insurances (or reinsurances) of the
Company, the true intent of this Agreement being that the Underwriters shall, in every caseto
which this Agreement applies, follow the fortunes of the Company.



SCHEDULE “D”
ESTOPPEL CERTIFICATE

In connection with the assignment to London Guarantee Insurance Company (“London
Guarantee’) by KPMG Inc., in its capacity as liquidator of the insurance business in Canada of
Reliance Insurance Company and not in its persona capacity, of a program administrator’s
agreement effective November 1,1995, as amended by an addendum dated June 30, 2000 (the
“Administrator’s Agreement”) among Meridian Warranty Management Inc. and Nicole Demers
& Associates Inc. (together the “Existing Administrators’) and Reliance Insurance Company
(“Reliance’), and further amended by an amending, agreement dated , 2002
among Rdiance, the Existing Administrators and 3768279 Canada Inc. (the “New
Administrator”, and together with the Existing Administrators, the “ Administrators’), each of the
Administrators and George Bilyk hereby confirms as follows:

1 A true and complete copy of the Administrator’s Agreement and all amendments thereto
are attached hereto and are in full force and effect and remain unmodified. There are no
other agreements between the Administrators, George Bilyk and Reliance with respect to
the subject matter therein.

2. All compensation payable to the Administrators and to George Bilyk under the
Administrator’s Agreement has been paid and Reliance is otherwise current in all of its
obligations under the Administrator’ s Agreement.

3. None of the Administrator’s Agreement or any rights or obligations thereunder has been
assigned by any party thereto.
4, There is no presently outstanding monetary default, non-monetary default or waiver of

default by any party under the Administrator's Agreement, and no condition or event
which might with the passage of time become such a default or waiver of default.

DATED this day of , 2002.

EXISTING ADMINISTRATORS:

MERIDIAN WARRANTY MANAGEMENT INC.

By:
Name:
Title




NICOLE DEMERS & ASSOCIATESINC.

By:

Name:
Title
NEW ADMINISTRATOR:

3768279 CANADA INC.

By:

Name:
Title
GEORGE BILYK:

Witness George Bilyk



SCHEDULE "E"

FORM OF REINSURANCE CONSULTING AGREEMENT

(Attached)



[Letterhead of London Guaranteg]
., 2002

George Bilyk
[address]

Dear Mr. Bilyk:
Re:  Program Administrator and Consulting Agreement

In consideration of the mutual covenants, promises and agreements as set forth in the
Program Administrator and Consulting Agreement (the “Agreement”) dated », 2002 among
London Guarantee Insurance Company (“London Guarantee”), 3768279 Canada Inc., KPMG
Inc. in its capacity as liquidator of the insurance business in Canada of Reliance Insurance
Company and not in its personal capacity (the“Liquidator”) and yourself, you agree as follows:

Y our sole and complete compensation for the performance of your obligations under the
Agreement shall be afee paid by London Guarantee and funded by the Liquidator in the aggregate
amount of $106,800. The compensation payable to you shall be paid in 12 equal monthly
installments for each of the years following the date hereof asfollows:

Year 1: $3,200 per month
Y ear 2: $2,400 per month
Year 3: $1,800 per month
Year 4: $1,000 per month
Y ear 5: $500 per month

Notwithstanding the foregoing:

Q) if you fail to perform any of your obligations set forth in the Agreement, your
compensation shall be withheld until you have performed such obligations. If your
failure to perform in accordance with the Agreement extends for a period greater
than 60 days, you shall forfeit your compensation for the period of timein which
you have failed to perform such obligations;

2 if London Guarantee suspends your authority in accordance with Article 13 of the
Agreement, you shall forfeit your compensation for the period of time in which the
suspension isin effect; and

3 if London Guarantee terminates the Agreement with respect to your engagement as

a consultant of London Guarantee, you shall forfeit any further compensation as at
the effective date of termination;

11367159.4



If London Guarantee suspends your authority in accordance with Article 13 of the
Agreement or terminates the Agreement with respect to your engagement as a consultant, and
L ondon Guarantee elects to have you continue to perform your duties under the Agreement for a
period of time after such suspension or termination, you shall continue to be entitled to the
compensation payments described herein for such period of time, to a maximum aggregate
payment of $106,800.

It is understood and agreed by the parties hereto that each deems this letter agreement and
any exhibits, addenda and amendments thereto, to be confidential and neither of the parties shall
reproduce or disclose to any third party, other than any provincial or governmental authority
requiring same, any or al of such confidential matters, unless such reproduction or disclosureis
consented to in writing by the other party not so reproducing or disclosing or required by order of
acourt order of competent jurisdiction or of agovernmenta body.

All actions, disputes, claims and controversies under common law, statutory law or in
equity of any type or nature whatsoever between the parties which cannot be resolved and which
touches upon the validity, construction, meaning, interpretation, performance or effect of thisletter
agreement, whether arising before or after the date of thisletter agreement, and whether directly or
indirectly relating to: (i) this letter agreement and/or any amendments and schedules or exhibits
hereto, or the breach, invalidity or termination hereof; (ii) any previous or subsequent agreement
between the parties; (iii) any act committed by the parties or by any parent company, subsidiary or
affiliated company of such party (the “Companies’), or by any employee, agent, officer or director
of such party whether or not arising within the scope and course of employment or other
contractual representation of the Companies provided that such act arises under a relationship,
transaction or dealing between the parties; and/or (iv) any other relationship, transaction or dealing
between the parties, shall be subject to and resolved by binding arbitration in accordance with
Article 27 of the Agreement.

This letter agreement shall be governed by and construed in accordance with the laws of the
Province of Ontario and the federal laws of Canada applicable therein.

Please sign and return the extra copy of this letter agreement enclosed for that purpose,
where upon there will be a binding agreement between us. This letter agreement may be signed in
counterpart and a facsimile of an executed counterpart shall have the same force and effect as an
origina executed counterpart.

Yoursvery truly,

LONDON GUARANTEE INSURANCE
COMPANY

By:

Agreed.
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George Bilyk
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SCHEDULE “F”

FORM OF DFSINDEMNITY

(Attached)

G23\GORMLEY D\2506166.7



INDEMNITY AGREEMENT

THISAGREEMENT made as of thee day of ¢, 2002

BETWEEN

LONDON GUARANTEE INSURANCE COMPANY
(hereinafter referred to as “London Guarantee”)
OF THE FIRST PART

-and -

DEUTSCHE FINANCIAL SERVICES CANADA CORPORATION
(hereinafter referred to as “DFS”)
OF THE SECOND PART

WHEREAS London Guarantee has assumed the Policy Liabilities (as defined herein) in
accordance with an assumption reinsurance agreement dated ¢, 2002 between London Guarantee
and KPMG Inc., in its capacity as liquidator of the insurance businessin Canada of Reliance
Insurance Company (the “ Assumption Reinsurance Agreement”);

AND WHEREAS, in order to induce London Guarantee to assume the Policy Liabilities,
DFS has agreed to indemnify London Guarantee for any payment required to be made by
London Guarantee, whether such payment is required to be made to DFS, any additional named
insured or insureds or any third party, on account of any claim incurred or made against the
Policies (as defined herein) (the“Claims’);

NOW THEREFORE THISAGREEMENT WITNESSETH that the parties hereto, in
consideration of the premises, and mutual covenants and agreements herein contained and for
other good and valuable consideration, the receipt and sufficiency of which is hereby
acknowledged agree asfollows:

1. I nter pretation. The following words and phrases shall have the following meanings for
the purposes of this Agreement:

“Administrator” means 3768279 CanadaInc.;
“Agreement” means this Agreement, including the Recitals and Exhibits and the

Schedules to this Agreement, asit or they may be amended or supplemented from time
to time, and the expressions “hereof’, “herein”, “hereto”, “hereunder”, *hereby”
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and similar expressions refer to this Agreement and not to any particular Section or
other portion of this Agreement;

“ Assumption Reinsurance Agreement” has the meaning ascribed thereto in the first
recital to this Agreement;

“Closing” has the meaning ascribed thereto in the Assumption Rensurance
Agreement;

“Existing Administration Agreement” means the Program Administration
Agreement between the Existing Administrators and Reliance Insurance Company
dated November 1, 1995, as amended from time to time, a copy of which is attached as
Schedule “B”;

“Existing Administrators’ means the administrator appointed and authorized by
Reliance under the Existing Administration Agreement, defined in the Existing
Administration Agreement as Meridian Warranty Management Inc./Nicole Demers &
Associates Inc.;

“Indemnified Parties’” has the meaning ascribed thereto in Section 2 of this
Aqgreement;

“Person” means an individual, partnership, joint venture, association, corporation,
trust or governmental authority, body agency or department;

“Policy Liabilities’ has the meaning ascribed thereto in the Reinsurance Assumption
Agreement, but only with respect to Policies,

“Policies” means those of the extended warranty service contractsissued by or on
behalf of the Existing Administrators or the Administrator and policies of insurance
issued on behalf of and underwritten by Reliance in Canada and which are set out in
Schedule “A” hereto [Note to draft: Scheduleto conform to DFS-related policies
only];

“Policyholder” or “ Contract Holder” means the owner of any Policy;
“Third Party” hasthe meaning ascribed thereto in Section 4 of this Agreement; and

“Third Party Claim” has the meaning ascribed thereto in Section 3 of this
Agreement.

2. Indemnity. DFS shall indemnify and hold harmless London Guarantee, its directors,
officers, employees and agents (the “Indemnified Parties’) in respect of all actions, causes of
action, losses, demands, expenses, costs, liabilities, penalties and expenses whatsoever, including
without limiting the generdity of the foregoing, punitive damages, exemplary damages,
aggravated damages, legal fees and adjuster’ s fees which the Indemnified Parties may hereafter
incur, suffer or be required to pay by reason of any occurrence or Claims under the Policies or
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arising out of any breach, violation or non-performance by DFS or its designated representatives,
subsidiaries or affiliates, of any covenant, obligation, condition or agreement of DFS contained
in this Agreement.

The indemnity provided for herein shall be irrevocable and unconditional and shall
continue notwithstanding the termination, cancellation or expiration of this Agreement. London
Guarantee shall not be obliged to take any action or exhaust its recourse against any other
person, firm or corporation before requiring or being entitled to payment from DFS of the full
indemnity provided for herein and DFS shall forthwith after demand or request by London
Guarantee pay over to London Guarantee such amounts as may be claimed from time to time by
London Guarantee under such indemnity.

3. Procedurefor | ndemnification.

(1)

()
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Claims Other Than Third Party Claims. Following receipt from an
Indemnified Party of awritten notice of aclaim for indemnification which has not
arisen in respect of a Third Party Claim (as defined in subsection 3(2) below),
DFS shall have 30 days to make such investigation of the claim as DFS considers
necessary or desirable. For the purpose of such investigation, the Indemnified
Party shall make available to DFS the information relied upon by the Indemnified
Party to substantiate the claim. If the Indemnified Party and DFS agree at or prior
to the expiration of such 30 day period (or any mutually agreed upon extension
thereof) to the validity and amount of the claim, DFS shall immediately pay to the
Indemnified Party the full agreed upon amount of the claim. If the Indemnified
Party and DFS do not agree within such period (or any mutually agreed upon
extension thereof), such dispute shall be resolved by arbitration as set out in
Section 5.

Third Party Claims. The Indemnified Party shall notify DFS in writing as soon
asisreasonably practicable after being informed in writing that facts exist which
may result in a claim originating from a Person other than the Indemnified Party
(a“Third Party Claim™) and in respect of which aright of indemnification given
pursuant to Section 2 may apply. DFS shall have the night to elect, by written
notice delivered to the Indemnified Party within 10 days of receipt by DFS of the
notice from the Indemnified Party in respect of the Third Party Claim, at the sole
expense of DFS, to participate in or assume control of the negotiation, settlement
or defence of the Third Party Claim, provided that:

@ such will be done at al timesin adiligent and bona fide matter;
(b) DFS acknowledges in writing its obligation to indemnify the
Indemnified Party in accordance with the terms contained in this

Agreement in respect of that Third Party Claim; and

(c) DFS shall pay all reasonable out-of-pocket expenses incurred by the
Indemnified Party as aresult of such participation or assumption.
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If DFS elects to assume such control, the Indemnified Party shall cooperate
with DFS and its counsel and shall have the right to participate in the negotiation,
settlement or defence of such Third Party Claim at its own expense. If DFS does
not so elect or, having elected to assume such control, thereafter fails to proceed
with the settlement or defence of any such Third Party Claim, the Indemnified
Party shall be entitled to assume such control. In such case, DFS shall cooperate
where necessary with the Indemnified Party and its counsel in connection with
such Third Party Claim and DFS shall be bound by the results obtained by the
Indemnified Party with respect to such Third Party Claim. In no event, however,
may the Indemnified Party settle a Third Party Claim without the prior written
consent of DFS (which consent, in circumstances where the Indemnified Party
has assumed control of the Third Party Claim, will not be unreasonably withheld).

4, Additional Rules and Procedures. The obligation of DFS to indemnify the Indemnified
Parties pursuant to Section 3(2) shall also be subject to the following:

(@

(b)

if any Third Party Claim is of a nature such that the Indemnified Party is required
by applicable law to make a payment to any Person (a*“ Third Party”) with respect
to such Third Party Claim before the completion of settlement negotiations or
related legal proceedings, the Indemnified Party may make such payment and
DFS shall, forthwith after demand by the Indemnified Party, reimburse the
Indemnified Party for any such payment. If the amount of any liability under the
Third Party Claim in respect of which such a payment was made, asfinally
determined, is less than the amount which was paid by DFS to the Indemnified
Party, the Indemnified Party shall, forthwith after receipt of the difference from
the Third Party, pay such difference to DFS; and

DFS and the Indemnified Party shall provide each other on an ongoing basis with
all information which may be relevant to the other’ s liability hereunder and shall
supply copies of all relevant documentation promptly as they become available.

5. Arbitration.

(D

11353022.5

Arbitrable Claims. Except as otherwise specified below, al actions, disputes,
claims and controversies under common law, statutory law or in equity of any
type or nature whatsoever between the parties which cannot be resolved and
which touches upon the validity, construction, meaning, interpretation,
performance or effect of this Agreement, whether arising before or after the date
of this Agreement, and whether directly or indirectly relating to: (i) this
Agreement and/or any amendments and schedules or exhibits hereto, or the breach,
invdidity or termination hereof; (ii) any previous or subsequent
agreement between the parties; (iii) any act committed by the partiesor by any
parent company, subsidiary or affiliated company of such party (the
“Companies’), or by any employee, agent, officer or director of such party
whether or not arising within the scope and course of employment or other
contractual representation of the Companies provided that such act arises under a

-4-



()

©)

(4)

()

11353022.5

relationship, transaction or dedling between the parties;, and/or (iv) any other
relationship, transaction or dealing between the parties (collectively the “ Disputes”),
will be subject to and resolved by binding arbitration.

Administrative Body. All arbitration hereunder will be conducted by the ADR
Institute of Canada Inc. (“IAMC”) under their AMIC Rules of Procedure for
Commercial Arbitration (the “Rules’). If IAMC is dissolved, disbanded or
becomes subject to any provincid of federa bankruptcy or insolvency
proceeding, the parties will remain subject to binding arbitration which will be
conducted by a mutually agreeable arbitral forum. Within fifteen (15) days after
the commencement of arbitration, each party shall select, from alist of available
arbitrators provided by IAMC, one person to act as an arbitrator. These two
arbitrators shall each be charged with the sole responsibility of selecting a third
arbitrator. If the arbitrators cannot select a third arbitrator within ten (10) days of
their appointment, then the third arbitrator will be selected by IAMC. The
arbitration of Disputes hereunder shall proceed before the third arbitrator so
selected acting as sole arbitrator. This sole arbitrator will be alawyer with at |east
ten (10) years commercia transactions experience and will decide if any
inconsistency exists between the rules of any applicable arbitra forum and the
arbitration provisions contained herein. If such inconsistency exists, the
arbitration provisions contained herein will control and supersede such rules. The
site of al arbitration proceedings will be in the City of Toronto, Ontario.

Discovery. Discovery permitted in any arbitration proceeding commenced
hereunder islimited as follows. No later than thirty (30) days after the filing of a
claim for arbitration, the parties will exchange detailed statements setting forth the
facts supporting the claim(s) and all defenses to be raised during the arbitration,
and alist of all exhibits and witnesses. No later than twenty-one (21) days prior
to the arbitration hearing, the parties will exchange afinal list of all exhibits and
all witnesses, including any designation of any expert witness(es) together with a
summary of their testimony; a copy of all documents and a detailed description of
any property to be introduced at the hearing. Under no circumstances will the use
of interrogatories, requests for admission, requests for the production of
documents or the taking of discoveries or depositions be permitted. However, in
the event of the designation of any expert withess(es), the following will occur: (i)
al information and documents relied upon by the expert witness(es) will be
delivered to the opposing party, (ii) the opposing party will be permitted to
discover or depose the expert witness(es), (iii) the opposing party will be permitted
to designate rebuttal expert witness(es), and (iv) the arbitration hearing will be
adjourned or continued to the earliet possible date that enables the
foregoing limited discovery to be accomplished.

Exemplary or Punitive Damages. The Arbitrator will not have the authority to
award exemplary or punitive damages.

Confidentiality of Awards. All arbitration proceedings, including testimony or
evidence at hearings, will be kept confidential, although any award or order
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rendered by the arbitrator pursuant to the terms of this Agreement may be entered
as ajudgment or order in any provincial or federal court and may be confirmed
within the judicial district which includes the residence of the party against whom
such award or order was entered. Subject to application of the Rules, the
Arbitration Act (Ontario), as amended (“OAA”) will govern all arbitration(s) and
confirmation proceedings hereunder.

(6) L egal Fees. If aparty brings any other action for judicial relief with respect to
any Dispute, the party bringing such action will be liable for and immediately pay
al of the other party’s costs and expenses (including al lega fees and
disbursements) incurred to stay or dismiss such action and remove or refer such
Dispute to arbitration. If a party brings or appeals an action to vacate or modify
an arbitration award and such party does not prevail, such party will pay all costs
and expenses, including all legal feesand disbursements, incurred by the other
party in defending such action. Additionally, if a party (the “Initiating Party”)
sues another party (the “Defending Party”) or institutes any arbitration claim or
counterclaim against the Defending Party in which the Defending Party is the
prevailing party, the Initiating Party will pay all costs and expenses (including all
legal fees and expenses) incurred by the Defending Party in the course of
defending such action or proceeding.

@) Limitations. Any arbitration proceeding must be ingtituted: (i) with respect to
any Dispute for the collection of any debt owed by either party to the other, within
two (2) years after the date the last payment was required or received by the
instituting party; and (ii) with respect to any other Dispute, within seven (7) years
after the date the incident giving rise thereto occurred, whether or not any damage
was sustained or capable of ascertainment or either party knew of such incident.
Failure to institute an arbitration proceeding within such period will constitute an
absolute bar and waiver to the institution of any proceeding, whether arbitration
or a court proceeding, with respect to such Dispute.

6. Subsidiaries and Associates of DFS. DFS hereby agrees that this Agreement shall also
apply to any additional subsidiary or associate of DFS added as a named insured by endorsement
to the Policies. DFS covenants to cause any such additional subsidiary or associate to be bound
by and comply with the terms of this Agreement, provided that the liability of DFS and such
subsidiaries and associates shall at all times be joint and several. The terms “subsidiary” and
“associate” shall have the meanings ascribed thereto in the Business Corporations Act (Ontario).

7. Governing Law. This Agreement shall be governed by the Laws of the Province of
Ontario and the laws of Canada applicable therein and shall be treated in all respects s an Ontario
contract. The parties hereby attorn to the courts of Ontario which shall have exclusive jurisdiction
to entertain any action in respect of this Agreement.

8. Entire Agreement. This Agreement constitutes the entire agreement between the parties

pertaining to the subject matter of this Agreement and supersedes all prior agreements,
understandings, negotiations and discussions, whether oral or written.

11353022.5 -6-



0. Successor s and Assigns. This Agreement shall be binding upon and enure to the benefit
of the parties hereto and their respective successors and permitted assigns. DFS shall not assign
this Agreement or any part thereof without the prior written consent of London Guarantee, which
consent may not be unreasonably withheld.

10. Notices. All notices, requests, demands or other communications required to be given or
made hereunder shall be in writing and shall be deemed to be well and sufficiently given if hand
delivered or sent by prepaid courier or by means of printed electronic or printed telephonic
communication, in each case to the applicable address set out below:

(i) if to DFS addressed to:

Deutsche Financia Services Canada Corporation
90 Burnhamthorpe Road West

Suite 500

Mississauga, Ontario

L5B 3C3

Attention: Jeff Allen
Facsimile No: (905) 566-7400

(i) if to London Guarantee addressed to:

L ondon Guarantee I nsurance Company
77 King Street West

Suite 3426, P.O. Box 284

Royal Trust Tower

Toronto, Ontario M5K 1K2

Attention: M. Anthony O’ Brien
Facsimile No: (416) 360-8267

Any such communication so given or made shall be deemed to have been given or made
and to have been received on the day of delivery if delivered, or on the day of faxing or sending
by other means of recorded electronic communication, provided that such day in either event isa
business day in the place the communication is received and the communication is so delivered,
faxed or sent before 4:30 p.m. (loca time) on such day in the place the communication is
received. Otherwise, such communication shall be deemed to have been given and made and to
have been received on the next following business day in the place the communication is
received. Any such communication sent by facsimile shall be deemed to have been given and
made and to have been received on production of atransmission report from the machine from
which the facsimile was sent which indicates that the facsimile was sent in its entirety to the
relevant facsimile number of the recipient. Any such communication sent by mail shal be
deemed to have been given and made and to have been received on the fifth business day in the
place the communication is sent following the mailing thereof; provided however that no such
communication shall be mailed during any actual or apprehended disruption of postal services.
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Any such communication given or made in any other manner shall be deemed to have been given
or made and to have been received only upon actua receipt.

Any party may from time to time change its address under this Section 10 by notice to the
other Parties given in the manner provided by this Section 10.

11.  Severability. The parties agree that all of the provisions in this Agreement are
reasonable and valid and that, if any provision in this Agreement is determined to be void or
unenforceable in full or in part, it shall be severed from the balance of this Agreement without
affecting or impairing the validity of the remaining provisions of this Agreement.

12. Amendment and Waiver. No amendment of this Agreement will be effective unless
made in writing and signed by the parties. A waiver of any default, breach or non-compliance
under this Agreement is not effective unless in writing and signed by the party to be bound by
the waiver. No waiver shall be inferred from or implied by any failure to act or delay in acting
by a party in respect of any default, breach or non-observance or by anything done or omitted to
be done by the other party. The waiver by any party of any default, breach or non-compliance
under this Agreement shall not operate as awaiver of that party’s rights under this Agreement in
respect of any continuing or subsequent default, breach or non-observance (whether of the same
or any other nature).

13.  Further Assurances. At any time and from time to time, both while this Agreement isin
effect and after termination thereof, DFS agrees to execute and deliver to London Guarantee, or
as London Guarantee may direct, such further instruments, documents and written assurances
London Guarantee may request in order to more full carry out the provisions of this Agreement.

14.  Time of Essence. Time shall be of the essencein all respects of this Agreement.

11353022.5 -8-



IN WITNESS WHEREOF the parties hereto have executed these presents on the day
and year first written above.

LONDON GUARANTEE INSURANCE
COMPANY

By:

Name:
Title:

By:

Name:
Title:

DEUTSCHE FINANCIAL SERVICES
CANADA CORPORATION

By:

Name:
Title:

By:

Name:
Title:
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