CLAIMS SERVICING AGREEMENT

This Claims Service Agreement (hereinafter referred to as “Agreement”) is made and entered into by and between United States Fidelity and Guaranty Company, and its subsidiaries and affiliates, (hereinafter referred to as “we”, “us”, “our” or “ours”) and (hereinafter called “you” or “yours”).

WHEREAS, we have issued an insurance “policy(ies)” and we are willing to grant you the authority to provide “claims” adjusting and administrative services on our behalf with respect to said “policy(ies)” under the terms and conditions hereinafter set forth; and

WHEREAS, you are a company in the business of providing “claims services” on behalf of an insurance company and are willing to provide such “claims services” on our behalf in accordance with the terms and conditions set forth below for the “programs” that are identified in the Addendum attached to and forming a part of this Agreement.

NOW, THEREFORE, for good and valuable consideration, receipt of which is hereby acknowledged, we agree with you as follows:

(Terms in quotation marks are defined in Article II except for the terms set in quotation marks in the first paragraph of this Preamble).

ARTICLE I

COMMENCEMENT AND TERMINATION

A.
This Agreement is effective as of and will continue in full force and effect until terminated as provided in the following paragraphs.

B.
Either we or you shall have the right to terminate this Agreement as follows:

1.
Upon ten (10) days prior written notice to the other party in the event of a breach of this Agreement by the other party.  However, either party shall have the opportunity to cure any breach of this Agreement which is the basis for the assertion of such default.  If such breach is not cured within ten (10) days of such notice then the Agreement shall terminate.

2.
Immediately upon written notice to the other party in the event of the other party’s fraud, abandonment, gross or willful misconduct, insolvency, or lack of legal capacity to act on the part of the other party to this Agreement.

3.
Upon 90 days prior written notice to the other party, for any other reason.

C.
You or we have the right to terminate this Agreement with respect to one or more “programs”, pursuant to paragraph B above.  When terminated with respect to one or more “programs”, this Agreement will continue with respect to any other “program” that has not been terminated.

D.
You or we may cancel this Agreement and you will discontinue “claims services” immediately upon notice to the other party if:

1.
You dissolve, liquidate a substantial part of all of your business or are the subject of a voluntary or involuntary bankruptcy proceeding or other reorganization;

2.
You are in threat of insolvency or have had a receiver or trustee appointed on your behalf; or

3.
You are acquired by merger with any other entity other than a corporate parent, subsidiary or affiliate, unless this Agreement is assumed in writing by the other entity and such assumption is agreed to by us.

E.
Notwithstanding the termination of this Agreement as provided above, the provisions of this Agreement shall continue to apply to the extent needed for all obligations and liabilities incurred by each party hereunder prior to such termination to be fully performed and discharged by such parties.  This will include, without limitation, your obligation to “adjust” to their conclusion all “claims” incurred (including closed “claims” that must be re-opened for additional handling) with respect to the “subject business” prior to the effective date of any termination and to comply with all aspects of this Agreement with respect to the adjusting, reporting and settlement of such “claims”, unless we agree in writing to take over any and all outstanding “claims” after termination.  You shall also have the responsibility to continue to provide “services” as described in Exhibit C TRANSMITTAL OF CLAIMS ACTIVITY DATA attached hereto until such time as all open and closed “claim files” have been transmitted to us or our designated representative to handle to a conclusion.  You shall make your best efforts to provide all data available to us or our designated representative within five (5) calendar days of termination of this Agreement.  You shall absorb any internal costs related to the copying and transmittal of such information.

F.
You agree that we will have the right in the event of a termination of this Agreement to immediate possession of all “claim files” (hard copy and computer) and other records relating to such “claims” and that this right may be exercised at any time after termination.  In the event we take over handling of any or all outstanding “claims” after termination, you agree to cooperate with and instruct your employees to cooperate with us in connection with our handling of such “claims”.

G.
In the event of termination of this Agreement by either party in accordance with this Article, you shall return any remaining balance of the “loss payment fund” account to us, less any amount that is needed to cover any outstanding checks/drafts.

ARTICLE II

DEFINITIONS

As used in this Agreement, the following terms shall have the following meanings:

A.
“Adjust” means the process of investigation, evaluation and disposition of “claims” alleging loss which could be covered by a “policy(ies)” included in the applicable Addendum that is attached to and forms a part of this Agreement.

B.
“Captive Reinsurer” means a reinsurer of certain liabilities under a “policy(ies)” (subject to a Captive Reinsurance “Program” as designated in the applicable Addendum that is attached to and forms a part of the Agreement) which are assumed by Discover Reinsurance Company under a separate reinsurance arrangement with us.

C.
“Case reserve” means the reasonable estimate of the value of a “claim” under the “policy(ies)”, and its associated “loss adjustment expense.”

D. “Claim(s)” means any monetary demand or suit arising out of or in connection with any actual or alleged incident, occurrence or accident (as such terms are defined in the “policy(ies)”.

E.
“Claim File” means the accumulated documentation of the “claim” adjusting process arising from any single incident, occurrence or accident (as such terms are defined in the “policy(ies)” and contains all relevant activity records including notices, investigation, evaluation, payments and data related to a specific occurrence.

F.
“Loss Adjustment Expense” means direct expense allocated to a specific “claim” for its investigation, settlement or defense including:

1.
fees to attorneys for “claims” in suit and for representation at hearings or pretrial conferences; and

2.
fees to court reporters; and

3.
all court costs, court fees and court expenses; and

4.
pre- and post-judgment interest paid as a result of litigation; and

5.
fees for service of process; and

6.
costs of undercover operative, surveillance and detective services; and

7.
costs for employing experts for the preparation of maps, professional photographs, accountings, chemical or physical analysis, diagrams; and

8.
costs for employing experts for their advice, opinions or testimony concerning “claims” under investigation or in litigation or for which a declaratory judgment is sought; and

9.
costs for independent medical examination, autopsy and/or evaluation for rehabilitation to determine the extent of our liability; and

10.
costs of medical bill adjudication, medical utilization review (e.g. peer review) and outside medical management expenses; and

11.
costs of legal transcripts of testimony taken at coroner’s inquests, criminal or civil proceedings; and

12.
costs for copies of any public records and/or medical records; and

13.
costs of depositions and court reported statements; and

14.
costs and expenses of subrogation when referred to outside attorneys; and

15.
costs of engineers, handwriting experts and/or other type of expert used in the preparation of litigation and/or used on a one time basis to resolve disputes; and

16.
fees of appraisers used to establish the amount of damage from a covered loss; and

17.
any other similar cost, fee or expense reasonably and customarily chargeable to the direct investigation, negotiation, settlement or defense of a “claim” or loss or to the protection or perfection of our subrogation rights and/or the rights of the first named insureds on “policy(ies)’; and 

18.
cost of attendance at administrative hearings.

“Loss adjustment expenses” shall not include:

1.
fees for attorneys who are employed by or on permanent retainer to you or us unless approved in advance by us in writing, and

2.
any fee, cost or expense described in the definition of “service fees”.

G.
“Loss Payment Fund” means a separate bank account as described in Article V and Exhibit B which is attached to and forms a part of this Agreement.

H.
“Named Insured” means the name of the organization as stated in Item #1 of the applicable Addendum which is attached to and forms a part of this Agreement.  Such “named insured” will be consistent with the first “named insured” that appears on the Declarations of the “policy(ies)”.  In the case of group accounts which are comprised of two or more first “named insureds”, Item #1 of the Addendum will state that “subject business” applies to a group of first “named insureds” under the “policy(ies)”.  For purposes of premium obligations under the “policy(ies)” for group accounts, the first “named insured” which has been authorized by the group members (comprised of all first “named insureds”) to remit all premiums due under such “policy(ies)” on behalf of such members will be so designated on the Addendum.

I.
“Policy(ies)” means a contract of insurance (including any and all endorsements thereof) which covers the “subject business” (indicated on the applicable Addendum that is attached to and forms a part of this Agreement) and is issued by Discovery Managers, Ltd. on our behalf to the “named insured” as indicated on such Addendum.

J.
“Program” means a Captive Reinsurance Program or a Paid Loss Retrospectively Rating Program, whichever is stated under the applicable Addendum (attached to and forming a part of this Agreement), That is associated with “subject business” as described in such Addendum.  For purposes of this Agreement:  1.  The term “Captive Reinsurance Program” means a facultative reinsurance arrangement between a “captive reinsurer” and Discover Reinsurance Company with respect to the “policy(ies)”.  2.  The term “Paid Loss Retrospectively Rated Program” means an Incurred Loss Retrospectively Rate Program written in conjunction with a premium deferment payment plan.

K.
“Service” means those functions described in Article III below.

L.
“Service Fees” means unallocated loss adjustment expenses which are not allocated to a specific “claim” for its investigation, defense or settlement.

M.
“Subject Business” means the type of insurance (line of business) as described in each Addendum which is attached to and forms a part of this Agreement.

N.
“Systems” means computer programs (including modifications) and computer equipment which are necessary to meet our “claim” reporting and data requirements under this Agreement.

ARTICLE III

SERVICES PROVIDED

Subject to all other terms and conditions of this Agreement, you shall have the authority and responsibility to provide the following “services” in connection with the “policy(ies)” listed in the Addendum(s) that are attached to and form a part of this Agreement:

A.
Your “Claims” Handling Duties


You shall:

1.
Agree to familiarize yourself with the provisions of the coverages associated with “subject business” under the “policy(ies)” subject to this Agreement.

2.
Review all incidents and “claims” against us that are reported to you under our “policy(ies)” (including incidents which have been reported but no “claims” have been made).

3.
Initiate and maintain a “claim file” which contains corresponding data (as described in Exhibits B, C, D, E and F which are attached to and form a part of this Agreement) for each reported “claim”.  This information shall be available for our review at any reasonable time and shall represent a true and complete record of all transactions and correspondence with the insured(s), claimants, agents, brokers, attorneys, adjusters, investigators, us and any other person or entity regarding such “claims”.

4.
Conduct, or engage the service of others to conduct, appropriate investigation of such “claims”; however, we shall retain the right to require that you terminate the services of others that we consider unsatisfactory.

5.
Secure necessary “claims”-related services, including but not limited to providing trained, competent and, where required, licensed “claims” adjusters, investigators or appraisers on a seven days a week/twenty-four hour basis (claim staff will be available after normal business hours for emergency claim investigation), and perform the services to be rendered hereunder in a manner commensurate with the highest professional standards, in good faith, and in accordance with all applicable laws and regulations.

6.
Determine and refer any actual or potential coverage issues arising out of or in connection with such “claims” to us.  You may make recommendations to us regarding coverage, but any decision regarding such coverage shall be made by us.

7.
Establish an adequate “case reserve” for every “claim” and record such “claim” statistics in the data capture automated system as described in Exhibit C. which is attached to and forms a part of this Agreement.  We retain the right to review and change the amount of the “case reserve” where it is deemed appropriate by us.

8.
“Adjust” “claims” within your discretionary settlement authority limits as defined in Article IV (below) and as stated in each of the attached Addenda (which are attached to and form a part of this Agreement) to the extent:


a.
that in your judgment we are legally obligated to pay, or


b.
which we advise you to pay, or 


you will resist to a conclusion “claims” within such discretionary settlement authority limits that in your judgment we are not legally obligated to pay.


You will handle such in a timely manner in accordance with payment procedures established by us and you as described in Exhibit B which is attached to and forms a part of this Agreement.  However:

a.
We reserve the right to request a clear synopsis of the investigation and evaluation of all “claims” and to direct you on the handling of any “claim” regardless of the amount of the “claim” or damage;

b.
You must notify us in advance of taking any action on any “claim” which:


(1)
you believe should be denied,


(2)
is a controverted “claim”,

(3)
you believe is fraudulent or involves material misrepresentation, and/or

(4)
you believe we or you, on our behalf, should issue a reservation of rights letter.

You will handle the “claim” as mutually agreed at that time.

(For routine compensability denials on workers’ compensation claims, you may notify us in writing subsequent to the denial being made.)

9.
Supervise all litigation or other proceedings involving any “claim” and, where permitted, attend any judicial or administrative hearing involving any “claim” and participate in the prosecution of any fraudulent “claim”.

10.
Engage the services of investigatory agency(ies) and others when in your opinion such services are warranted.

11.
Engage the services of managed care services, physical and occupational therapists and others when in your opinion such services are warranted.

12.
Monitor the effectiveness of treatment programs recommended to a claimant by any care provider.

13.
Unless we advise you in writing otherwise, fully investigate and report to us and recommend and negotiate settlement of “claims” which exceed your discretionary settlement authority limits (as stated in the applicable Addendum attached to and forming a part of this Agreement), however we shall make all material decisions relative to final disposition of the “claim”.

14.
Protect any subrogation rights which may be available to us and pursue our subrogation, contribution Second Injury Fund and Social Security offset rights, where applicable, through negotiation or litigation.

15.
Furnish all forms necessary for proper “claims” administration.

16.
You shall take responsibility for regulatory compliance concerning all matters for which you are responsible as a licensed adjuster and/or “claims” administrator under this Agreement and indemnify us and hold us harmless for all fines or penalties attributable to your failure to comply with regulatory requirements applicable to you.  We shall be responsible for regulatory compliance (WC Unit Statistical Reporting, ISO Statistical Reporting and Aggregate Calls) concerning all matters relevant to each “policy(ies)” and we will indemnify and hold you harmless for all fines or penalties attributable to our failure to comply with regulatory requirements applicable to us which are not caused by you.  However, you shall promptly notify us of all regulatory inquiries or communications that come to your attention and that may be relevant to our responsibilities concerning each “policy(ies)”.  You are responsible for providing us with the necessary data for Unit Statistical Reporting, DCI, ICR Reporting, Florida and Oregon Vocational Rehabilitation Reporting, and any other state-specific claim regulatory data reporting. You are also responsible for any other reporting required by federal or state statute and regulation including, but not limited to, filing Form 1099-Misc for payments made by you on behalf of USF&G that meets the IRS reporting threshold, and compliance with state escheat regulations.

17.
Establish “claims” reporting and handling procedures which shall be mutually agreed to by you and us and may be modified from time to time as circumstances warrant upon approval by us.

B.
Your “Loss Payment Fund” Duties:


You shall maintain and administer a “loss payment fund” pursuant to Article V. below and the applicable Addendum(s) which is(are) attached to and forms a part of this Agreement.

C.
Your Duties with respect to Reporting Claims:


1.
You shall provide us with:

(a)
A quarterly report in accordance with the loss reporting procedures and in the format described in Exhibit B which is attached to and forms a part of this Agreement.

(b)
Notice of individual “claims” and/or loss in excess of your discretionary settlement authority limit (as described in each applicable Addendum which is attached to and forms a part of this Agreement), or involving serious injury as described and listed in Exhibit A (which is attached to and forms a part of this Agreement) as promptly as possible commensurate with the facts as known in a manner as may be mutually agreed to.

2.
You shall also report each month to the “named insured” (as listed in each such Addendum), no later than two weeks after the end of such month, on “claims” transactions that took place in the previous month and since inception of the “policy(ies)” term in a format mutually agreed to between you and us.


D.
Bad Faith “Claims” Handling:  Upon receipt of notice of any “claim” against you or us relating to a “claim” administered by you on our behalf and alleging bad faith on our part and/or your part in the handling of that “claim”, you will immediately send a copy of the lawsuit and/or demand letter along with a complete copy of the underlying “claim” file to us.


We and you each expressly reserve all rights to pursue a “claim” for indemnity against the other, pursuant to Sections B. and C. of Article VII below.


This clause shall survive the termination of this Agreement.

E.
“Claim File” Management:  Unless we instruct you otherwise in writing, you shall maintain copies of all correspondence and written analyses of “claim” activity in a “claim file” in ascending date received order for each “claim” (or claimant), at no cost to us while such “claim” is still unresolved.

F.
Closed “Claim Files”:  You agree that you will retain and store closed “claim files” in their existing state at the time of closure for a period of three (3) years from the closure date, after which you will return the “claim files” to us.


You further agree to retain and make available to us on an as-needed basis, for a period of seven (7) years from the closure date,  a payment history on each “claim”, in hard copy or electronic medium and canceled checks or reproductions of same.  When a “claim” is re-opened for consideration of additional payments, the retention period shall begin anew when such “claim” is closed again.

G.
You must provide us with a monthly, cumulative summarized electronic data interface file containing all the data required for:

1.
WC Unit Statistical Reporting and ISO Statistical Reporting pursuant to Exhibit D attached to this Agreement;

2.
DCI and ICR Reporting pursuant to Exhibit E attached to this Agreement;

3.
Florida and Oregon Vocational Rehabilitation Reporting pursuant to Exhibit F attached to this Agreement;

H.
You must provide us with all the data required for:

1. OSHA reporting as required by state statute, regulation or applicable OSHA bulletins.

2.
Other reporting as required by federal or state statute or regulation including, but not limited to, filing Form 1099 - Misc for payments made by you on behalf of USF & G that meet the IRS reporting threshold, and compliance with state escheat regulations and as specified by us.

ARTICLE IV

YOUR DISCRETIONARY SETTLEMENT AUTHORITY LIMIT

A.
You are granted the authority and responsibility within the discretionary settlement authority limit described in each Addendum (attached to and made part of this Agreement) to perform the “services” as described in Article III above.


B.
You must also notify us immediately and involve us in the “claim” handling when a reported “claim” is for the types of serious “claims” listed in Exhibit A. which is attached to and forms a part of this Agreement.

C.
We reserve the right, on any particular “claim”, and upon written notice to you, to revoke the authority granted in this Article IV and treat said “claim” as requiring our approval prior to final disposition.

D.
In the event we select counsel for any “claim” covered by this Agreement, the discretionary settlement authority limits set forth in this Article IV shall not apply, and your responsibility shall be limited to services set forth in Article III that will assist the selected counsel in adjustment of this matter.

E.
You shall have the authority to bind us for “loss adjustment expenses” associated with “services” up to the “Loss Adjustment Expense” Discretionary Settlement Authority Limit stated in the applicable Addendum attached to and forming a part of this Agreement.

F.
You shall have the right to consult with us in questions regarding the applicability of “subject business” with respect to a specific “claim”.

G.
From time to time you will be given written authority by us to issue payment for amount(s) of “claims” above your discretionary settlement authority limit.

ARTICLE V

LOSS PAYMENT FUND

A.
To facilitate the payment of “claims” the parties agree to use a “loss payment fund” account upon the terms as provided in this Agreement and Exhibit B which is attached to and forms a part of this Agreement.  The funds deposited into such account shall at all times remain our exclusive property.  Such account shall be net of any bank fees.


“Loss adjustment expenses” may also be withdrawn from the “loss payment fund” account when the procedure for the “loss payment fund” as described in Exhibit B (which is attached to and forms a part of this Agreement) indicates that such expenses may be paid from the “loss payment fund”.

ARTICLE VI

PROPRIETARY INTEREST

A.
Ownership of systems:  All “systems” created, purchased or licensed by you and used in the performance of activities under this Agreement shall as between us belong to you, and remain your property, we having no ownership interest therein.  All “systems” created, purchased or licensed by us and which we provided for your use in the performance of activities under this Agreement shall as between us belong to us, and remain our property, you having no ownership interest therein.  You will return such “systems” to us upon termination of this Agreement with respect to one or more “programs” or upon our written request.

B.
Ownership of “Claim Files”:  All “claim files” and materials gathered by you in the course of investigating,  defending or settling any “claim” under this Agreement shall be and remain our sole property.

C.
Accessibility of Data:  The data gathered by you in the course of investigating, defending or settling any “claim” under this Agreement shall be made available to us at the prescribed periods and intervals as described in Article III above.  From time to time, we may request additional reports and you will cooperate with us in furnishing us such reports at a fee to be mutually agreed upon when such request is made.

D.
Protection of Data:  You shall make all reasonable efforts to ensure the availability of the computer loss data and the operations of your computer hardware and software.  In the event of damage to or malfunction of the computer hardware, you will use all reasonable efforts to obtain replacement alternative computer hardware and software to restore the “service” to an acceptable level in a timely manner.  In the event that “claim” reporting data as required under this Agreement is not available for use by the computer system utilized by you, you will attempt to reconstruct or recover that data from computer data files stored at remote locations and from source records to restore the “service” to an acceptable level in a timely manner.

E.
Confidentiality:  You and we acknowledge that during the course of this Agreement, either party may learn confidential, patent, copyright, business, trade secret, proprietary or other like information belonging to the other, including information about software, customers and business.  You and we both warrant and represent that all information exchanged between you and us shall be deemed confidential and trade secret.  You and we shall make all reasonable efforts to maintain the confidentiality of all information supplied to and used by each other in the performance of this Agreement.  Either party will not disclose information about the other party without its written consent.


You and we agree that such information learned or acquired will be used only in the course of the performance of this Agreement, and that each party will keep such information only for its own use and will not disclose it or provide it to any other person or entity without the prior written consent of the other party, except that such information may be disclosed to consultants performing work on our behalf only after such consultant has agreed to enter into a confidentiality agreement with us.


Notwithstanding the foregoing, neither party shall be liable for a disclosure to others of information (1) that was generally available to the public prior to the release of said information; (2) that was received from a third party having no obligation to the other party(ies) to hold said information in confidence or (3) is required to be disclosed by court order or operation of law.


You and we agree to notify all of our respective employees, agents, representatives, clients and customers having access to information about the other that is learned in the course of the performance of this Agreement that such information is proprietary and confidential and shall not be reproduced, distributed, disclosed or used for any purpose except to fulfill the express purpose of this Agreement.


You warrant and represent that all records, data, files, input materials, reports, forms and other data received, computed, developed, used or stored pursuant to this Agreement shall not be combined at a level which makes it possible for any third party to identify either a claimant, policyholder, account, company executing coverage, or organization providing any “service” whatsoever without our advance written consent.

F.
Privacy:  In the course of providing services under the Agreement, we may provide to you or you shall gain access to and generate personally identifiable, financial and/or health information of our consumers, customers, insureds or claimants which may include confidential information (hereinafter collectively “Protected Information”) which may be subject to federal, state and local laws.  You acknowledge and agree that you shall only use the Protected Information for the purposes for which it was provided to you under the Agreement and for no other purpose except pursuant to a written agreement signed by the parties.  Except as required by applicable law or as necessary to carry out its obligations under the Agreement, you shall not disclose Protected Information to a third party unless such information is not identifiable either to us or to any insured or claimant and is not linked to an insurance company, group of affiliated insurance companies or employer.  You shall not have the right to license, sell or otherwise transfer non-identifiable information to a third party or to incorporate such information into any database or data product that is licensed, sold or otherwise transferred to a third party except pursuant to a separate written agreement with us.

Each party shall be solely responsible for maintaining the security of such Protected Information in its possession and for complying with all federal, state and local laws, regulations, or other requirements governing the privacy and non-disclosure of such information.

You shall at all times comply with all federal, state and local laws and regulations applicable to a person who performs any of the functions or services performed by you under the Agreement including but not limited to laws and regulations concerning privacy, confidentiality or security of personally identifiable financial or health information.  You shall immediately notify us of any violations of any such law or regulation applicable to provision of services under the Agreement or of any compliant or judicial or administrative proceeding initiated concerning any actual or alleged violation of such law or regulation.  Upon termination or expiration of the Agreement, or at anytime upon request from us, you shall return all Protected Information in your or your subcontractor's possession or any other third party over which you have control.

The terms of this section shall survive and apply after the termination of the Agreement.   

ARTICLE VII

INDEPENDENT CONTRACTOR STATUS

A.
You, at all times, shall be an independent contractor, and your employees shall in no event be considered our employees.  No agency relationship between the parties, except as expressly provided for herein, shall exist as a result of the execution of this Agreement or performance thereunder unless required by law or regulatory authority.  You reserve the right, in your sole discretion and at your own expense, to assign performance of activities under this Agreement to any of your personnel and upon prior written notice to us to retain the services of subcontractors to perform any part of all of your duties delegated to you under this Agreement, provided, however, that:

1.
Any subcontracting by you shall not relieve you of your obligations to us under this Agreement; and

2.
We have the right to require you to terminate any of your subcontractors in connection with such services.

B.
We shall indemnify, defend and hold you (and any of your parent companies, subsidiaries and affiliates, and each of your and their respective officers, directors, agents, employees, successors and assigns) harmless from any and all claims, suits, losses, judgments, damages, costs, administrative fines, penalties or expenses (collectively referred to below as “damages, costs and penalties”) incurred by you because of your or your agents’ or employees’ negligent acts or omissions or willful acts or a crime or a civil wrong to the extent caused or committed by you or your agents or employees at our specific direction in connection with “services” you perform or execute under this Agreement.

C. You shall indemnify, defend and hold us (and any of our parent companies, subsidiaries and affiliates, and each of our and their respective officers, directors, agents, employees, successors and assigns) harmless from any and all claims, suits, losses, judgments, damages, costs, administrative fines, penalties or expenses incurred by us because of any of your employees’ or agents’ negligent acts or omissions or willful acts or a crime or civil wrong including but not limited to:

1.
any embezzlement or other mismanagement by any of your employees or agents of the “loss payment fund”;

2.
any failure to comply with our instructions or requirements as provided herein with respect to the disbursement of monies from the “loss payment fund”; or

3.
any violations of fair “claims” practices statutes or regulations in connection with “services” you perform or execute under this Agreement to the extent to which such negligent act or omission or willful act or a crime or a civil wrong was not at our specific direction.

D. Insurance Coverage:  You agree to maintain at your expense what is agreed to by us in writing as adequate insurance with respect to General Liability, Automobile Liability, Workers’ Compensation, Fidelity Bond, and Professional Errors and Omissions and EDP Errors and Omissions Liability coverages which cover your operations. Your limits for Professional Errors and Omissions coverage must be at least $5 million per wrongful act.  Such insurance must be provided by financially secure insurance and/or bonding companies.  You shall submit proof of certificates evidencing said insurance to us annually and upon written request.  You shall require your broker to provide notification to us within ten (10) days in the event of lapse or upon receipt of a notice terminating or changing any of such coverage.  You will also notify us of any “claim” brought under such policy or bond which arises out of or is connected with the “subject business”.

ARTICLE VIII

COMPENSATION

A. This Agreement is exclusive of “service fees”.  Such fees will be paid by the insured as agreed upon by you and the “named insured”.

B. You will provide us with a copy of the fee schedule agreement you have with the “named insured” for each “program”

C. You will notify us immediately in the event that the “named insured” fails to pay you your “service fee” when due in order for us to make arrangements with you to be certain that all “claims” are handled without interruption.

ARTICLE IX

CONDITIONS AND LIMITATIONS

A.
You do not act as an insurer for any insured, and this Agreement shall not be construed as an insurance policy or any contract or agreement of indemnity; it being understood that you are in no event financially responsible for payment of satisfaction of “claims”, lawsuits, or any form of cause of action against any insured under the “policy(ies)”.

B.
You shall in no event be engaged in the practice of law.  The services to be provided by you are not of a legal nature, and you shall in no event give, or be required to give, any legal opinion or provide any legal representation to us, nor may any communication prepared by you be relied upon by us as a legal opinion or interpretation.  You may, but shall be under no duty to recommend counsel to us.  We, at all times, have full and sole discretion to select legal representative and counsel of our own choosing, and any selection of such representation of counsel shall be by separate agreement between us and such counsel.

C.
Notwithstanding anything else stated herein to the contrary, we will have the right and retain the ultimate authority to:

1.
Investigate, defend or settle any “claim” under any “policy(ies)” subject to this Agreement;

2.
Assume control over any “claim” under any “policy(ies)” subject to this Agreement.  The assumption of control shall include, but not be limited to, the investigation and settlement of any such “claim”, the selection or retention of counsel and appeal of any judgment.

D. As respects the “services” provided by you under this Agreement,

1.
You will obtain and hold the appropriate licenses, both corporate and individual, for all jurisdictions in which you perform “services” on our behalf with respect to both adjusting and administering “claims”.  Where you do not meet applicable regulatory requirements, you will, at your own expense, contract out such “services” to a licensed firm acceptable to us and you will accept all responsibility for the actions of such firm.

2.
Any reports rendered to us may be relied upon only to the extent of the express purpose of such reports, as such purpose may be from time to time set forth in writing by you.

E.
You shall not be liable for consequential damages, punitive damages, or damages of a similar nature that may be incurred by us or the insureds under the “policy(ies)” as a result of the “services” provided herein unless such damages are caused primarily by you or your employees’ or agents’ negligence or willful misconduct or you or your employees or agents.  In no event will you be liable for such damages resulting from your actions or inactions taken at our specific written direction.

F.
This Agreement applies only to the activities expressly referred to herein.  You shall have no other obligations or responsibilities for our insurance, reinsurance or self-insurance programs, under this Agreement.

G.
We, the “named insured” and any state insurance department or regulatory body which so requires shall have reasonable rights to inspect and audit your records with respect to any matter covered by this Agreement, including the “loss payment fund”.  Any such inspection or audit shall be conducted in a manner so as to not unnecessarily interfere with your business.  These rights of audit shall survive the termination of this Agreement.

H.
Neither this Agreement nor any rights thereunder shall be assigned by either party without the prior written consent of the other party first having been obtained.  This provision shall not prohibit you pursuant to Article VII from assigning or subcontracting for any of the activities to be performed by you.

I.
The terms of this Agreement between you and us shall be governed by the laws of Maryland.  Any adjudication by any court of competent jurisdiction which invalidates any part of this Agreement shall not act to invalidate any other part thereof.

J.
This Agreement, including the Exhibits and Addenda which are attached to and form a part of this Agreement, referred to herein, constitutes the entire understanding and agreement between you and us, and supersedes all prior and contemporaneous agreements or understandings, written or oral, of the parties hereto with respect to the subject matter of the Agreement.  This Agreement may be amended only in writing executed by you and us.  No waiver of one or more provisions of this Agreement shall constitute waiver of any other provision hereto.  This Agreement shall be binding upon and shall inure to the benefit of you and us and our respective heirs, legatees, representatives, successors and assigns.  This Agreement may be executed in any number of counterparts, each of which shall be deemed an original.

K.
All notices to be given pursuant to this Agreement shall be in writing, and shall be deemed to have been duly given when personally delivered or if mailed by registered or certified United States mail, return receipt requested, five (5) days following deposit in the mail.  Notices shall be delivered or mailed to following addresses:


If to us:
United States Fidelity and Guaranty Company




c/o Discover Reinsurance Company




5 Batterson Park




Farmington, Connecticut 06032


If to you:





L.
You represent and warrant that all opinions and recommendations made by you with respect to “case reserves” shall be made in good faith and shall be neither excessive nor inadequate in your considered professional opinion and judgment, based upon all the information available to you at the time you render such opinions and recommendations.

M.
You represent and warrant that you meet and will continue to meet regulatory requirements to perform the services herein.

IN WITNESS WHEREOF, the parties have executed this Agreement on the day and year first above written.



BY___________________________ Date ____________


NAME & TITLE __________________________________

UNITED STATES FIDELITY AND GUARANTY COMPANY


BY ___________________________ Date ____________


NAME & TITLE __________________________________

EXHIBIT A

CLAIMS SERVICING AGREEMENT

SERIOUS CLAIMS

Written notification of each “claim” which involves serious injury.  This notice must be provided as soon as possible, no later than ten (10) business days from the date you have knowledge of such “claim”.  Serious injuries include, but are not limited to:

With respect to Workers’ Compensation and Employers’ Liability, General Liability, Auto Liability, Umbrella, Straight Excess, and similar casualty “policy(ies)”:


(1)
Cord Injury - paraplegia, quadriplegia;


(2)
Amputations - requiring a prosthesis;

(3)
Brain damage affecting mentality or central nervous system - such as permanent disorientation, behavior disorder, personality change, seizures, motor deficit, inability to speak (Aphasia), hemiplegia or unconsciousness (Comatose):



(4)
Blindness;

(5)
Burns - involving over 10% of body with third degree or 30% with second degree;

(6)
Multiple fractures - involving more than one member or non-union of any part of the body;

(7)
Fracture of both heel bones (Fractured or Bilateral OS Calics);

(8)
Nerve damage causing paralysis and loss of sensation in arm and hand (Brachial Plexus Nerve Damage);

(9)
Massive internal injuries affecting body organs;

(10)
Injury to nerve at base of spinal canal (Cauda Equina) or any other back injury resulting in incontinence of bowel or bladder;

(11)
Fatalities;

(12)
Maritime losses;

(13)
Occupational disease;

(14)
Any “claim” not specified above that presents an unusual exposure to the coverage.  Examples include:  sexual molestation, AIDS, rape, class actions and bad faith allegations; or

(15) Any other serious injury which may involve our liability.

With respect to Property, Inland Marine, Auto Physical Damage, Crime and similar property policies:

(1) Any “claim” involving arson or fraud; or

(2) Any other serious damage which may involve our liability.

With respect to Public Officials Liability, Educators Liability and similar professional liability “policy(ies)”:

(1) Any “claim” that presents an unusual exposure to the coverage.  Examples include:  sexual molestation, AIDS, class actions, environmental impairment, asbestos liability and bad faith allegations; or

(2) Any other serious injury (other than bodily injury, property damage, personal injury or advertising injury) (as such terms are defined in the “policy(ies)”) which may involve our liability.

Notification must contain, at a minimum, the facts surrounding the claim, a description of damages or injuries, suggested reserves and recommendations for future handling.  Subsequent updates should be provided as material developments occur, the evaluation and/or reserves change, or upon request from us.

EXHIBIT B

CLAIMS SERVICING AGREEMENT

ADJUSTMENT AND REPORTING PROCEDURES

_______________________________________________________

Note:  The procedures that follow are a sample only (version #1 applies to Paid Loss Retrospectively Rated “Programs”; Version #2 applies to Captive Resinsurance “Programs”) either of these will be tailored to match the final “systems” approved by Discovery Managers, Ltd., on our behalf.

________________________________________________________

VERSION #1 applies to “policy(ies)” issued by us that are subject to a Paid Loss Retrospectively Rated “Program”.

______________________________________________________________________________

You agree that the following procedures will be disseminated to your appropriate local offices that have jurisdiction over the “claims” associated with the “subject business” and that these guidelines will be made  a part of your branch operating instructions.

Where the following procedure directs you to report to us, such report should be direct to: Specialty Finance Director, Discovery Managers, LTD., 5 Batterson Park, Farmington, CT  06032.

I.
LOSS PAYMENT FUND PROCEDURES

A.
We and you will establish in trust for us a “loss payment fund” account which will be owned exclusively by us.  This account will be separate from any other account at a bank you and we mutually agree to.  It will be funded in an amount we determine for the purpose of paying “claims” under the “policy(ies)” which are within your discretionary settlement authority as described in the applicable Addendum which is attached to and forms a part of this Agreement.  Such account will be funded by us and will be administered and maintained by you. 

B.
At the inception of the “policy(ies)” and at the beginning of each month, the amount of the “loss payment fund” will equal an amount which represents a good faith estimate of the number of months of expected paid “claims” indicated in the Addenda attached to this Agreement.  [Option:  The amount of the “loss payment fund” shall also include a good faith estimate of the number of months of expected paid “loss adjustment expenses” as determined by us and indicated in the Addenda attached to this Agreement].  We may deposit funds which are in excess of such discretionary settlement authority.  If we elect to do so, you will pay the total amount of the applicable “claim” provided that the “loss payment fund” is sufficient to cover the total amount of such “claim”.


The initial amount of the “loss payment fund” will be deposited by us on or before the effective date of the “policy(ies)” from the first premium cash installment the “named insured” remits to us in accordance with the terms of such “named insured’s” Paid Loss Retrospective Rating “program” as authorized by us. 

C. You and we will review the amount of this “loss payment fund” periodically to determine the adequacy of such fund to cover a good faith estimate of the number of months of expected paid “claims” (including paid “loss adjustment expenses”, if applicable) indicated in the Addenda attached to this Agreement and you will provide us with a monthly cash flow forecast in a form and manner to be agreed upon.  Notwithstanding the procedure above, we will also monitor the adequacy of the “loss payment fund” and, when necessary, we will “adjust” the deposits to maintain the revised indicated needed amount.

D. You will administer and maintain the “loss payment fund” account and reconcile the account monthly.  You will bill us monthly for reimbursement of payments made from the “loss payment fund”.  When you receive such reimbursement, you will immediately replenish the “loss payment fund”.

E.
You will provide a report to us and to the “named insured” by the tenth (10) business day of each month which indicates monthly, in arrears, a reconciliation of the “loss payment fund”, with the following information:


1.
the previous closing account balance for the “loss payment fund”;

2.
deposits made to the “loss payment fund” account during the month; and

3.
itemization and application of the month’s disbursements by location, check number, “claim” number and payment amount;

4.
The “loss payment fund” account balance at the end of the month.

Such report will be in the format described herein that has been mutually agreed to.

From time to time, we may request you to provide additional summary or detail reports in printout or electronic format.

F.
If the Paid Loss Retrospective Rating “Program” (or this Agreement) is terminated, you will return any balance in the “loss payment fund” together with interest earned to us less the amount of all outstanding checks and bank fees.

G.
We may deposit additional amounts into the “loss payment fund” for the purpose of having you pay specific “claims” in excess of your discretionary settlement authority as described in the applicable Addendum which is attached to and forms a part of this Agreement.

H.
You shall have no investment authority or responsibility to us with respect to funds deposited in the “loss payment fund” account.

I.
You shall handle all correspondence, transactions and instruments of payment in a manner that complies with all regulations concerning the use of bank accounts.  All “claim” payments will be made in your name, on our behalf.

II.
LOSS PAYMENT PROCEDURE

A.
Claimants must be paid for covered “claims” in accordance with regulatory requirements.  For purposes of this paragraph A., the term “claimants” means individuals or organizations that make “claims” under the “policy(ies)”.

B.
You will establish procedures to make timely payments (within agreed to and statutory time frames) of qualified loss when due, and shall have the authority to commit from the “loss payment fund” account up to the discretionary settlement authority limit (as described in the applicable Addendum which is attached to and forms a part of this Agreement) which may be extended by us due to the amount of “claims” in excess of such discretionary settlement authority limit. Drafts/checks should be issued in a timely manner and in accordance with the rules, regulations and laws applicable to the jurisdictions involved.

C.
You will make available an electronic check issuance and banking communication system which provides for payment of “claims” and “loss adjustment expenses”, if applicable.  This system should be capable of generating the reports required in this Exhibit.  Any cost you incur to become compatible is yours.  If you elect to change your computer “system” software or hardware that requires us to change or enhance our “system”, you will reimburse us for any additional fees we incur to match your changes to our “system”.

D.
You will retain copies of, or facsimile copies of, checks for seven (7) years from the date of bank clearance.

III.
REPORTS


The “named insured” may have special requirements with respect to reports which vary from the following.  Such requirements may be specified in a separate agreement between you and the “named insured”.  Notwithstanding such requirements, you shall report to us and to the “named insured” as follows:


A.
“Claim” activity

1. Frequency of reports to us and to the “named insured”:

a.
“Claims” within your discretionary settlement authority limit (as described in the applicable Addendum which is attached to and forms a part of this Agreement) must be reported to us in accordance with the Transmittal of Claims Activity Data procedure described in Exhibit C attached hereto.


New “claims” must be reported to us and to the “named insured” in the report that follows the month in which they are first reported.

Summary reports of all “claims”, open and closed, that have occurred in the previous quarter and since inception of the Agreement must be reported to us in accordance with the Transmittal of Claims Activity Data procedure.  A summary report must also be furnished to the “named insured” at the same time.

b.
“Claims” that exceed or are anticipated to exceed your discretionary settlement authority limit (as described in the applicable Addendum which is attached to and forms a part of this Agreement) must be reported to us and the “named insured” in writing within five (5) days of when you become aware of sufficient facts that indicate that such losses exceed or are anticipated to exceed such discretionary settlement authority limit.



2.
Content of “claim” reports:

a.
For each “named insured” and corresponding “policy” (a separate policy” will be issued for each “policy” period).  The following detail information is needed:


- Name of “claimant”


- Date of “claim”


- Date of Incident, Accident or Occurrence


- “Claim file” number


- “Claim” status, i.e., open or closed


- Brief description and cause of “claim”


- Amount of medical paid


- Amount of indemnity paid


- Amount of “loss adjustment expense” paid


- Amount of medical reserves


- Amount of indemnity reserves


- Amount of “loss adjustment expense” reserves


- Total incurred (paid plus reserves) amount of “claim”

b.
For each “named insured” and corresponding “policy” (a separate “policy” will be issued for each “policy” period).  The following summary information is needed:


- Amount of all medical payments


- Amount of all indemnity payments


- Amount of all “loss adjustment expense” payments


- Amount of all medical reserves


- Amount of all indemnity reserves


- Amount of all “loss adjustment expense” reserves


- Total incurred (paid plus reserves) amount of all “claims”

c.
When a Captive Reinsurance “Program” Aggregate Limit or a Maximum Permissible Loss Dollar Amount (associated with a Paid Loss Retrospectively Rated “Program”) is shown on the Addendum, the following additional information is needed with respect to all “policy(ies)” subject to the applicable “program”:

· amount of “claims” paid to date (as well as an incurred to date basis) with respect to the appropriate “policy” period within the Captive Reinsurance “Program” Specific Limit or Retro “Program” Loss Limit.

· the balance (on both a paid and incurred basis) of the Captive Reinsurance “Program” Aggregate Limit or the Maximum Permissible Loss Dollar Amount (associated with a Paid Loss Retrospectively Rated “Program”).

B. “Loss Payment Fund” Reconciliation Report



Refer to Item 1.E. of Exhibit B. attached hereto for requirements.

C.
Complaints (from regulatory agencies or others).  You will forward to us all such complaints immediately upon your receipt of the initial complaint and you will provide us copies of any subsequent correspondence when written by you or received by you.

IV.
TRANSMITTAL OF CLAIMS ACTIVITY DATA


Transmittal of “claims” activity data will be in accordance with the procedure described in Exhibit C that follows.

EXHIBIT B

CLAIMS SERVICING AGREEMENT

ADJUSTMENT AND REPORTING PROCEDURES

__________________________________________

Note:  The procedures that follow are a sample only (version #1 applies to Paid Loss Retrospectively Rated “Programs”; version #2 applies to Captive Reinsurance “Programs”).  Either of these will be tailored to match the final “systems” approved by Discovery Managers, Ltd on our behalf.

__________________________________________

VERSION #2 applies to “policy(ies)” issued by us that are subject to a CAPTIVE REINSURANCE “PROGRAM”.

__________________________________________

You agree that the following procedures will be disseminated to your appropriate local offices that have jurisdiction over the “claims” associated with the “subject business” and that these guidelines will be made a part of your branch operating instructions.

Where the following procedure directs you to report to us, such report should be directed to:  Specialty Finance Director, Discovery Managers, LTD., 5 Batterson Park, Farmington, CT  06032.

I. LOSS PAYMENT FUND PROCEDURES

A. We and you will establish in trust for us a “loss payment fund” account which will be owned exclusively by us.  This account will be separate from any other account at a bank you and we mutually agree to.  It will be funded in an amount we determine for the purpose of paying “claims” under the “policy(ies)” which are within your discretionary settlement authority as described in the applicable Addendum which is attached to and forms a part of this Agreement.  Such account will be funded by us and will be administered and maintained by you.  We may deposit funds which are in excess of such discretionary settlement authority.  If we elect to do so, you will pay the total amount of the applicable “claim”.

B. At the inception of the “policy(ies)” and at the beginning of each month, the amount of the “loss payment fund” will equal an amount which represents a good faith estimate of the number of months of expected paid “claims” indicated in the Addenda attached to this Agreement.  [Option:  The amount of the “loss payment fund” shall also include a good faith estimate of the number of months of expected paid “loss adjustment expenses” as determined by us and indicated in the Addenda attached to this Agreement].

The initial amount of the “loss payment fund” will be deposited by us on or before the effective date of the “policy(ies)” from funds obtained from the initial installment of gross deposit premium under the “policy(ies)” or by the “named insured” if such deposit premium is insufficient to fund this account.

C. You and we will review the amount of this “loss payment fund” periodically to determine the adequacy of the fund to cover a good faith estimate of the number of months of expected paid “claims” (including paid “loss adjustment expenses”, if applicable as indicated in the Addenda attached to this Agreement) and you will provide us, the “named insured” and the “captive reinsurer” with a monthly cash flow forecast in a form and manner to be agreed upon.  Notwithstanding the procedure above, we will also monitor the adequacy of the “loss payment fund” and, when necessary, request the “captive reinsurer” to “adjust” the deposits to maintain the revised indicated needed amount.  We will advise you when the minimum amount is to be changed.

D. You will administer and maintain the “loss payment fund” account and reconcile the account monthly.  You will bill us monthly for reimbursement of payments made from the “loss payment fund”.  When you receive such reimbursement, you will immediately replenish the “loss payment fund”.

E.
You will provide a report to us and to the “named insured”, by the tenth (10) business day of each month which indicates monthly, in arrears, a reconciliation of the “loss payment fund”, with the following information:

1. the previous closing account balance for the “loss payment fund”;

2. deposits made to the “loss payment fund” account during the month ; and

3. itemization and application of the month’s disbursements by location, check number, “claim” number and payment amount;

4. The “loss payment fund” account balance at the end of the month.

Such report will be in the format described herein that has been mutually agreed to.

From time to time, we may request you to provide additional summary or detail reports in printout or electronic format.

F.
If the Captive Reinsurance “Program” (or this Agreement) is terminated, you will return any balance in the “loss payment fund” together with interest earned to us less the amount of all outstanding checks and bank fees.

G.
We may deposit additional amounts into the “loss payment fund” for the purpose of having you pay specific “claims” in excess of your discretionary settlement authority as described in the applicable Addendum which is attached to and forms a part of this Agreement.

H.
You shall have no investment authority, or responsibility to us with respect to funds deposited in the “loss payment fund” account.

I.
You shall handle all correspondence, transactions and instruments of payment in a manner that complies with all regulations concerning the use of bank accounts.  All “claim” payments will be made in your name, on our behalf.

II. LOSS PAYMENT PROCEDURE

A. Claimants must be paid for covered “claims” in accordance with regulatory requirements.  For purposes of this paragraph A., the term “claimants” means individuals or organizations that make “claims” under the “policy(ies)”.

B. You will establish procedures to make timely payments (within agreed to and statutory time frames) of qualified loss when due, and shall have the authority to commit funds from the “loss payment fund” account up to the discretionary settlement authority limit (as described in the applicable Addendum which is attached to and forms a part of this Agreement) which may be extended by us due to the amounts of “claims” in excess of such discretionary settlement authority limit.  Drafts/checks should be issued in a timely manner and in accordance with the rules, regulations and laws applicable to the jurisdictions involved.

C. You will make available an electronic check issuance and banking communication system which provides for payment of “claims” and “loss adjustment expenses”, if applicable.  This system should be capable of generating the reports required in this Exhibit.  Any cost you incur to become compatible is yours.  If you elect to change your computer “system” software or hardware that requires us to change or enhance our “system”, you will reimburse us for any additional fees we incur to match your changes to our “system”.

D. You will retain copies of, or facsimile copies of, checks for seven (7) years from the date of bank clearance.

III.
REPORTS


The “named insured” may have special requirements with respect to reports which vary from the following.  Such requirements may be specified in a separate agreement between you and the “named insured”,  Notwithstanding such requirements, you shall report to us and to the “named insured” as follows:

A. “Claim” activity

1. Frequency of reports to us, the “named insured”:

a. “Claims” within your discretionary settlement authority limit (as described in the applicable Addendum which is attached to and forms a part of this Agreement) must be reported to us in accordance with the Transmittal of Claims Activity Data procedure described in Exhibit C, which is attached to and forms a part of this Agreement.

New “claims” must be reported to us and to the “named insured” in the report that follows the month in which they are first reported.

Summary reports of all “claims”, open and closed, that have occurred in the previous month and since inception of the Agreement must be reported to us in accordance with such Transmittal of Claims Activity Data procedure.  A summary report must also be furnished to the “named insured” at the same time.

b. “Claims” that exceed or are anticipated to exceed your discretionary settlement authority limit (as described in the applicable Addendum which is attached to and forms a part of this Agreement) must be reported to us and to the “named insured” in writing within five (5) days of when you become aware of sufficient facts that indicate that such losses exceed or are anticipated to exceed such discretionary settlement authority limit.


2. Content of “Claim” reports:

a. For each “named insured” and corresponding “policy” (a separate “policy” will be issued for each “policy” period).  The following detail information is needed:

· Name of claimant

· Date of “claim”

· Date of Incident, Accident or Occurrence

· “Claim file” number

· “Claim” status, i.e., open or closed

· Brief description and cause of “claim”

· Amount of medical paid

· Amount of indemnity paid

· Amount of “loss adjustment expense” paid

· Amount of medical reserves

· Amount of indemnity reserves

· Amount of “loss adjustment expense” reserves

· Total incurred (paid plus reserves) amount of “claim”

b. For each “named insured” and corresponding “policy” (a separate “policy” will be issued for each “policy” period).  The following summary information is needed:

· Amount of all medical payments

· Amount of all indemnity payments

· Amount of all “loss adjustment expense” payments

· Amount of all medical reserves

· Amount of all indemnity reserves

· Amount of all “loss adjustment expense” reserves

· Total incurred (paid loss reserves) amount of all “claims”

c.
When a Captive Reinsurance “Program” Aggregate Limit or a Maximum Permissible Loss Dollar Amount (associated with a Paid Loss Retrospectively Rated “Program”) is shown on the Addendum, the following additional information is needed with respect to all “policy(ies)” subject to the applicable “program”:

•
amount of “claims” paid to date (as well as an incurred to date basis) with respect to the appropriate “policy” period within the Captive Reinsurance “Program” Specific Limit or Retro “Program” Loss Limit.

•
the balance (on both a paid and incurred basis) of the Captive Reinsurance “Program” Aggregate Limit or the Maximum Permissible Loss Dollar Amount (associated with a Paid Loss Retrospectively Rated “Program”).

B. “Loss Payment Fund” Reconciliation Report

Refer to Item 1.E. of Exhibit B. attached hereto for requirements.

C. Complaints (from regulatory captive agencies or others).  You will forward to us all such complaints immediately upon your receipt of the initial complaint and you will provide us copies of any subsequent correspondence when written by you or received by you.

III. TRANSMITTAL OF CLAIMS ACTIVITY DATA

Transmittal of “claims” activity data will be in accordance with the procedure described in Exhibit C that follows.

EXHIBIT C

CLAIMS SERVICING AGREEMENT

TRANSMITTAL OF CLAIMS ACTIVITY DATA

Transmittal of claims activity data will be in accordance with the Questionnaire (attached to and forming a part of this Exhibit) and the following procedure:

I.
You and we have mutually agreed that you will transmit the claims activity data to us in a physical media and logical format as defined by us.  You agree that the agreed to physical media or logical format may not be changed without prior authorization, in writing, by us.


Your transmittal will be in the format that our Chief Information Officer has approved under separate cover.

II.
Each transmittal should be externally labeled to include the following information:


A.
“Input to Discovery Managers, Ltd.”


B.
Account Identification:


C.
Dataset Name:


D.
Volume Serial Number:


E.
Date and Time Dataset was Created


F.
Either:  Return in “x” days or Recycle

III.
Frequency of Transmittals


Transmittals should be received by our designated receiving agent at the address below, within the first two weeks of each month:



Discovery Managers, Ltd.



5 Batterson Park



Farmington, CT  06032



ATTN:  Chief Information Officer



Tel.:  (860) 674-2660


The data on the transmittal should be for claim activity through the end of the prior calendar month-end, or the previous transmittal, whichever is the lesser.


Each transmittal should be accompanied with a control report indicating control totals, creation date, month-end accounting date, tape label, dataset name, TPA name, Account Identifier and appropriate TPA  contact information.


In the event that the transmittal is lost, damaged, or fails to appear within the specified time frame, you will provide an appropriate point of contact to follow-up on your end to determine the whereabouts of the transmittal, or to recreate the transmittal, if necessary.

IV.
Changes

A.
In the event that you feel it is necessary to change your transmittal specifications, you will forward any proposed changes at least ninety (90) calendar days in advance of the proposed implementation date of such change to:



Discovery Managers, LTD.



5 Batterson Park



Farmington, CT  06032



ATTN:  Chief Information Officer



Tel.:  (860) 674-2660


At our sole discretion, we will review the proposed changes and advise you if the changes are acceptable.  The changes may not be implemented without our express written approval.

B.
Upon modification of policy terms and conditions that are the subject of this Agreement, we will:

1.
Define necessary codes for the definition of operations or the coverage parameters for recording and tracking claims information; and

2.
Transmit this information in written (or electronic form) as required by you.

You will make such necessary changes to your system that will permit you to comply with the new data requirements necessitated by such policy modifications.

C.
In the event that statutory regulations change with respect to data requirements, we will:

1.
Define necessary codes for the definition of operations or the coverage parameters for recording and tracking claims information; and

2.
Transmit this information in written (or electronic form) as required by you.

You will make such necessary changes to your system that will permit you to comply with the new data requirements necessitated by such policy modifications.

V.
Remedies in the event of Non-compliance with automatic Data Transmittal requirements.

A.
You or we may elect to terminate this Agreement in accordance with the terms and conditions as described in Article I.

B.
We may elect to accept transmittal from you for a limited period of non-compliance, and modify the data manually to conform to regulatory requirements.  You will reimburse us for all reasonable expenses related to such manual intervention.

C.
We may elect to authorize you to utilize our on-line claims administration system for the purpose of booking and modifying claims data.  You will reimburse us for all reasonable expenses for the period you use this system.

VI.
Self-Audit Procedure

A.
You will conduct periodic reviews of the quality of the data transmitted to us through matching of your source documents to the date entered into your systems.  You will certify that your self-audit procedure conforms to applicable National Council on Compensation Insurance, Inc., or other applicable bureau or regulatory self-audit procedure or standard.

B.
Such a self-audit procedure should be conducted against a sufficient number of records and accounts to credibly warrant (within a ninety-five percent (95%) confidence interval) that the test sample is representative of the whole.  Documentation regarding the performance of self-audit shall be retained for a period of not less than one (1) year, and will be made available upon request by us or our auditors.

VII.
Data Systems Backups


You shall maintain a daily, weekly and monthly backup of our data residing on your systems and archive such backups at an off-site location for ninety (90) days to ensure our access to the data in the event your on-site data is destroyed, lost or contaminated.  You will advise us immediately and, at your own cost, take immediate steps to resurrect any destroyed or lost data or correct any contaminated data and keep us informed as to progress in restoring the data to a complete and accurate status.


You and we will review the system backup protocols at least annually, and you will incorporate any changes to such protocols which we may reasonably request.

EXHIBIT D

1. WC UNIT STATISTICAL REPORTING DATA ELEMENTS

Data Elements Required on Claim Service Provider Feed for Workers Compensation Statistical Reporting are as follows:

Accident Date

Accident State

Accounting Date

Catastrophe Number

Certificate Number (required for Master Policies only)

Claim Number

Claim ID- n/a to wc

Claim Status

Claimant Last Name

Date Claim Closed

Date Claim Reported to TPA/Notice of Claim Date

Line of Business

Loss Description

Name of Insured

Policy Effective Date

Policy Expiration Date

Policy Number

Payroll (Premium/Risk) State

Prior TPA Claim ID - n/a to wc

Prior TPA Claim Number

Record Type

Zip Code of Injury Site

Claimant Social Security Number

Fraudulent Claim Indicator

Injury Description Code-Cause of Injury

Injury Description Code-Nature of Injury

Injury Description Code-Part of Body

Injury Type  (overall severity of injury)

Jurisdiction State

Loss Conditions-Type of Act

Loss Conditions-Type of Coverage

Loss Conditions-Type of Loss

Loss Conditions-Type of Recovery

Loss Conditions-Type of Settlement

Lump Sum Indicator

Managed Care Organization Indicator

Occupation Description

Payroll Classification Code

Vocational Rehabilitation Indicator

Claimant Attorney Fees Incurred

Deductible Reimbursement Received from Insured

Employer Attorney Fees Incurred

Expense (ALAE) Subrogation Recovery Amount

Incurred Indemnity (including Voc. Rehab)

Incurred Medical

Incurred Expense (ALAE)

Indemnity Subrogation Recovery Amount

Medical Subrogation Recovery Amount

Paid to Date Indemnity (including Voc. Rehab)

Paid to Date Medical

Paid to Date Expense (ALAE)

2. ISO  STATISTICAL REPORTING DATA ELEMENTS

Data Elements Required on Claim Service Provider Feed for Commercial Lines Other than Workers Compensation ISO Reporting are as follows:

Accident Date

Accident State

Accounting Date

Catastrophe Number

Certificate Number

Claim Number

Claim ID

Claim Status

Claimant First Name

Claimant Last Name

Date Claim Closed

Date Claim Reported to TPA/Notice of Claim Date

Line of Business

Loss Description

Name of Insured

Policy Effective Date

Policy Expiration Date

Policy Number

Premium/Risk State

Prior TPA Claim ID

Prior TPA Claim Number

Record Type

Zip Code of Injury Site

Paid to Date Loss Amount  

Paid to Date Expense Amount 

Outstanding Loss Amount

Outstanding Expense Amount

Incurred Loss Amount

Incurred Expense Amount

Subrogation Recovery Amount to Date

Salvage Recovery Amount to Date

Deductible Recovery Amount to Date

ISO Premium Classification Code

ISO Subline 

ISO Type of Loss

ISO Coverage Code

EXHIBIT E

WC  DETAIL CLAIM (DCI) AND INDIVIDUAL CASE (ICR)  REPORTING

Data Elements Required on Claim Service Provider Feed for DCI and ICR Workers Compensation Reporting are as follows:



Annuity Purchase Price Amount

Applicant's Medical Evaluation Cost Paid to Date

Attorney/Authorized Representative Indicator

Auto Liability Subrogation Recovery Amount Received to Date

Beneficiary Date of Birth (up to 5 instances)

Beneficiary Dependency Code (up to 5 instances per claim)*

Beneficiary Relationship Code (up to 5 instances per claim)*

Benefit Paid to Date for Benefit Type (up to 5 instances per claim)

Benefit Type (up to 5 instances per claim)

Claimant Attorney Fees Paid to Date

Claimant Date of Birth

Claimant Date of Hire

Controverted Case Indicator

Date Claim Reported to Employer

Date Disability Began

Date Lump Sum Settlement Paid

Date of Death*

Date of First Indemnity Payment

Date of Maximum Medical Improvement

Date of Return to Work

Death Benefits Paid to Date*

Defense Medical Evaluation Paid to Date

Employer Attorney Fees Paid to Date

Employer Federal Tax ID Number (FEIN)

Employer Liability Incurred

Employer Standard Industrial Classification (SIC) Code

Employers Liability Paid to Date

Employment Status of Claimant

Expert Witness Fees Paid to Date

Funeral Allowance Incurred*

Funeral Cost Paid to Date*

Gender of Claimant

Gross Incurred Amount of Claim Prior to Subrogation Recovery

Hospital Cost Paid to Date

Independent Medical Evaluation Cost Paid to Date

Lump Sum Remarriage Payment*

Lump Sum Settlement Amount Paid to Date

Marital Status of Claimant

Method of Determining Pre-Injury Wage

Non-Scheduled Indemnity Benefits Incurred

Non-Scheduled Indemnity Percent Disability

Number of Dependents

Number of Weeks Reserved for Scheduled Indemnity Benefits

Number of Weeks Reserved for Temporary Indemnity Benefits

Other Benefit Offset Indicator

Other Liability Subrogation Recovery Amount Received to Date

Other Medical Costs Paid to Date

Other Weekly Payments (Supplements to Pre-Injury Wage)

Penalties Paid to Date (from Indemnity)

Pension Indemnity Benefits Paid to Date*

Pension Indemnity Benefits Previously Reserved but Not Paid*

Pension Plan Benefit Offset Indicator

Percentage of Impairment

Permanent Partial Disability Paid to Date

Permanent Total Disability Paid to Date

Physician Cost Paid to Date

Post Injury Weekly Wage

Pre-Injury Wage of Claimant  (Average Weekly Wage)

Present Value of Future Indemnity Payments*

Product Liability Subrogation Recovery Amount Received to Date

Reserve Type Code

Scheduled Indemnity Benefits Incurred

Scheduled Indemnity Body Member Code

Scheduled Indemnity Percent Disability

Social Security Benefit Offset Indicator

Social Security or Other Benefit Offset Amount

Special Fund Benefit Offset Indicator

Surgery Indicator

Temporary Disability Benefits Incurred

Temporary Disability Paid to Date

Unemployment Benefit Offset Indicator

Voc. Rehab Maintenance Incurred

Voc. Rehab. Education/Training Incurred

Voc. Rehab. Education/Training Paid to Date

Voc. Rehab. Evaluation Cost Incurred

Voc. Rehab. Evaluation Cost Paid to Date

Voc. Rehab. Maintenance Paid to Date

Voc. Rehab. Other Paid to Date

Voc. Rehab. Total Amount Incurred

Voc. Rehab. Total Benefits Paid to Date

Weekly Benefit Amount for Benefit Type (up to 5 instances per claim)

Year Last Exposed to Disease

EXHIBIT F

WC VOCATIONAL REHABILITATION CLAIM  REPORTING

Data Elements Required on Claim Service Provider Feed for Oregon and Florida Voc Rehab  Workers Compensation Reporting are as follows:

Voc Rehab- Date Claimant Enrolled in Oregon Voc. Rehab. Program



Voc Rehab-Temporary Total Benefits Incurred while Claimant Enrolled in Oregon Voc. Rehab. Program



Voc Rehab-Total Incurred Indemnity other than Temporary Total and Voc. Rehab. Benefits while Claimant in Oregon Voc Rehab Program



Voc Rehab-Date Claimant Completed Oregon Voc. Rehab. Program



Voc Rehab-Date Claimant Enrolled in Florida Voluntary Voc. Rehab. Program



Voc Rehab- Florida Voluntary Voc. Rehab. Education Expense Incurred



Voc Rehab- Florida Voluntary Voc. Rehab. Evaluation Expense Incurred

Voc Rehab-Date Claimant Completed Florida Voluntary Voc. Rehab. Program



Voc Rehab- Indemnity Benefits Incurred while Claimant Not In Florida Voluntary Voc. Rehab. Program



Voc Rehab-Indemnity Benefits while Claimant Enrolled in Florida Voluntary Voc. Rehab. Program

QUESTIONNAIRE

GENERAL INFORMATION (to be completed by TPA)

1.
Name of TPA and Principal Address:

2.
Application Completed by:  (Name/Title/Phone/Facsimile/E-Mail)

3.
Do you provide your own data processing services?  If no, please provide the name and address of your service provider:

4.
Do you utilize vendor supplied software to administer your claims systems?  If yes, please indicate the name of the vendor, and the vendor’s address:

5.
Please provide a general overview of your computer hardware capability (e.g., CPU, Storage, Tape Drives, Network Interface, etc):

6.
Please list the names and phone numbers for principal IS contacts within your organization:

7.
Does your organization currently receive ISO, NCCI and Independent Bureau statistical circulars?

8.
Is your organization aware of the Workers’ Compensation reporting requirements for Unit Statistical Reporting, DCI (Detail Claim Information) and ICR (Individual Claim Report) reporting?

9.
Does your organization currently handle the submission of Workers’ Compensation Detail Claim Information (DCI) Reports and (ICR) Individual Claim Reports?

10.
Is your organization aware of Florida and Oregon Vocational Rehabilitation Reporting Requirements?

11.
Is your organization aware of OSHA’s reporting requirements?

_________________________________________________________________________

Name:




Responsibility:

Phone Number:

_________________________________________________________________________

_______________________________________________________

QUALIFICATION INFORMATION

1.
Please describe your media management program; how often are backups of your system taken, are they incremental of full image backups; are permanent offsite backups made?

2.
What is the extent of fire protection available on your site?


•
Is the EDP facility protected by a Fire Detention System?  Yes___


•
Is the Main Computer System constructed of fire resistive materials?



Yes ____


•
Does the EDP facility have a Fire Suppression System (Sprinklers or Halon)?



Yes ____


•
Is the Media Storage room separate from the main computer room?



Yes ____

•
Is the Media Storage Library provided the same protection (fire resistive construction, Fire Detection System, Fire Suppression System, etc.) as the Main Computer Center Room?  Yes ____

3.
Are duplicate programs maintained? Yes ___ Same frequency as data backups? Yes ___

4.
Is access to the computer equipment restricted? Yes ____

5.
Do you utilize virus protection to protect your systems from corruption?


Yes ____ (if yes, please indicate which vendor of virus protection software is used)

6.
Do you permit remote access to your network? Yes ____ Do you utilize firewalls to restrict access to data maintained on servers? Yes ____ (if yes, please indicate which vendor of firewall protection software is used)

7.
Do you utilize the services of consultants?

· To develop software? Yes ____
· To manage data? Yes ____
· To run the system? Yes ____
· To manage your network? Yes ____
8.
How many employees do you retain in IS?

· Systems Analysts
____
· Programmers 

____
· Operators

____
· Clerical Staff 

____
· Management Staff 
____
· Total 


____
9.
Do you have an EDP Emergency Plan? Yes ____ (Please attach a copy).

· Do you have use of a “backup” computer system? Yes ____
· Do you have priority shipment of replacement equipment by your vendor?


Yes ____

· Do you have a “hot site” to recover to in the event of a disaster? Yes ____

10.
Do you carry EDP insurance? Yes ____ (Please attach a copy of your Certificate of Insurance).

11.
Have you ever been a party to an E&O claim arising from your providing TPA data processing services?  If yes, please provide details:

12
What steps do you take to control operator errors such as:  accidental overwriting of master files, incorrect sequencing of processes, and failure to adhere to job instructions?

13.
Are checks printed on MICR printers? Yes ____ (If no, describe your methods to protect printed check stock).

14.
What other types of IS Services do you provide?  Do you provide services to industries other than the insurance industry?  If yes, please detail:

MEDIA TRANSMITTAL

1.
Please attach a copy of your standard transmittal file format, including a data glossary to describe each field.


Included with this description should be the following formats:

· Transmittal header record format--one per transmittal.

· Account header record format--one per account.

· Claim-to-date segment record format, including:



-
all claims present, regardless of activity.



-
a point-in-time image of the claim, through last transmittal.



-
one record per claim.

· Financial-to-date segment record format, including:



-
immediately follows claim-to-date segment, regardless of activity.



-
a point-in-time image of the claim, through last transmittal.



-
one record per claim.

· Payment transaction record format, including:



-
activity only for the current reporting period.



-
can include zero to many records per claim.

· Recovery transaction record format, including:



-
activity only for the current reporting period.



-
can include zero to many records per claim.

· Account trailer record format--one per account.

· Transmittal trailer record format--one per transmittal.


The data dictionary and glossary should define each of the fields, the field attributes, and the edits applied to each field upon entry and update.

2.
Is this a detail (  ) or master file (  ) ?

3.
Will you send a full update of all records (  ), or only those records which have changed since the last transmittal (  )?

4.
Please specify the form of the electronic media you are capable of sending?

· ANSI Tape (3480, 6250, etc.) Standard Label Tape:  Yes ____

· ASCII Disk File (3.5”):  Yes ____

· Electronic Data Exchange (e.g., IVANS, COMPUSERVE, BBS, etc):  Yes ____


Thank you for completing this survey questionnaire.  We will review the information provided for acceptance of your IS services.  If there is any additional information you would like to add to this questionnaire, please do so.


Send the Questionnaire by:  _________________________ and questions to:


Discover Re


ATTN:  Chief Information Officer


30 Waterside Drive


Farmington, CT  06032


Facsimile:  (860) 674-2670


Phone:  (860) 674-2660 


IN WITNESS WHEREOF, the undersigned attests and warrants that the information contained within this document is valid and representative of the services provided by this organization.


Completed By:  (Officer or Director)


_______________________________


Name:  (In Print)


_______________________________


Title:


_______________________________

ADDENDUM #1

CLAIMS SERVICING AGREEMENT

BETWEEN

UNITED STATES FIDELITY AND GUARANTY COMPANY

AND

Effective ____________ you will “service” the following “Program” on our behalf:

1.
“Program”- 


Named Insured: 

2.
a.
“Subject Business”:  


b.
“Policy” Number(s):  

c.
“Policy” Period: 


d.
“Policy” Limits:  


e.
Your “Discretionary Settlement Authority Limits” for this policy:

(1) “Claims” authority:  

(2) “Loss adjustment expense” authority:

3.
Preferred “service” providers: 

4.
Specific Captive Reinsurance Limits:  


Aggregate Captive Reinsurance Limits:

5.
Loss Fund amount:   

6.
Other requirements:  
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