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CHRISTOPI-Irft S. POR.ItINO

Attorney General

MICHELLE I.. MILLER

ticti~a~f Director

Re: RICHARD J. BADOLATO, Commissioner of the

Department of Banking and Insurance

of New Jersey, vs.

FREELANCERS CONSUMER OPERATED AND ORIENTED

PROGRAM OF NEW JERSEY d/b/a Health

Republic Insurance of New Jersey

Docket No. C-

Dear Judge Innes:

Please be advised that our office represents the New

Jersey Commissioner of Banking and Insurance. The defendant,

Freelancers Consumer Operated and Oriented Program of New Jersey

("Freelancers"), is insolvent and is in a hazardous financial

condition. Accordingly, the Commissioner has deemed it

necessary to seek an Order of Rehabilitation with respect to

Freelancers.

Enclosed herewith for your Honor's consideration

please find an original and one copy of each of the following

documents:

(a) Order to Show Cause;

(b) Petition for Rehabilitation;

{c) Verified Complaint;

(d) Certification of Kristine A. Maurer;
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(e) Certification of Richard Schlesinger:

(f) Letter Brief; and

(g) Order of Rehabilitation (original and 3 copies).

For the reasons set forth in the supporting documents,

the Commissioner respectfully requests that your Honor consider

this application and, if appropriate, enter the Order to Show

Cause as soon as possible. Based upon the imminent cost to the

Freelancers of several million dollars if rehabilitation is not

ordered swiftly, and the fact that Freelancers has consented to

being placed into rehabilitation, the Commissioner further

respectfully requests that your Honor consider and, if

appropriate, set a short return date for the Order, preferably

September 19, 2016.

If your Honor should enter the requested Order to Show

Cause, kindly have your clerk contact our office and we will

arrange for our courier to pick up a copy of the conformed

Order. Thank you for your anticipated courtesy and

consideration in this matter.

Respectfully yours,

CHRISTOPHER S. PORRINO

ATTORNEY GENERAL OF NEW JERSEY

~sy : ~~ --'~ i wit/

William B. Puskas, Jr.

Deputy Attorney Gener

William.Puskasc~dol.l .state.n-j.us

c w/encs: DoB&I
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y
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Attorney for Plaintiff,

Commissioner of the Department

of Banking and Insurance

By: William B. Puskas, Jr. (NJ Attorney ID# 01
4901976)

Deputy Attorney General

(609) 292-7669

William.PuskasC~lps.state.nj.us

SUPERIOR COURT OF NEW JERSEY

CHANCERY DIVISION-MERCER COUNTY

DOCKET NO. MER-C-

RICHARD J. BADOLATO,

COMMISSIONER OF THE

DEPARTMENT OF BANKING AND

INSURANCE OF NEW JERSEY,

Plaintiff,
Civil Action

v.

FREELANCERS CONSUMER OPERATED

AND ORIENTED PROGRAM OF NEW

JERSEY D/B/A HEALTH REPUBLIC

INSURANCE OF NEW JERSEY,

ORDER TO SHOW CAUSE WITH

TEMPORARY RESTRAINTS

PURSUANT TO RULE 4:52 AS

TO WHY AN ORDER OF

REHABILITATION AND %'-

DECLARATION OF 2NSOLVENCY

SHOULD NOT BE ENTERED

Defendant.

This matter having been opened to the Court by

Christopher S. Porrino, Attorney General of New Jersey, by

William B. Puskas, Jr., Deputy Attorney Gen
eral, as attorney for
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plaintiff, Richard J. Badolato, the Commissioner of the

Department of Banking and Insu
rance of the State of New Jer

sey

("Commissioner"), seeking reli
ef by way of temporary restrai

nts

pursuant to R. 4:52, based on the facts set forth in the

Verified Complaint filed herewith for an order directing all

persons having an interest in or claim against Freelancers

Consumer Operated and Oriented Program of New Jersey d/b/a

Health Republic Insurance of New Jersey ("Freelancers") to

appear and show cause why an order should not be entered,

pursuant to N.J.S.A. 17B:32
-42, providing for the rehabi

litation

of Freelancers, and imposing injunctive relief pursuant to

N.J.S.A. 17B:32-39, and the C
ourt having considered the 

Verified

Complaint, Petition for Liquidation, Letter Brief, and the

Certifications of Kristine 
A. Maurer, Assistant Direc

tor of the

Division of Insurance for 
the New Jersey Department o

f Banking

and Insurance, and Richard 
Schlesinger, Chief Insurance 

Examiner

in the Office of Solvency Regulation for the New Jersey

Department of Banking and In
surance; and

IT APPEARING that Freelancers
 is insolvent and in such

financial condition that its further transaction of business

will be hazardous to its policyholders, creditors, or the

public; and
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IT FURTHER APPEARING that Freelancers's book of

business is comprised of policies directly written in New

Jersey; and

IT FURTHER APPEARING that Freelance
rs has consented to

being placed into rehabilitation b
y the Commissioner; and

IT FURTHER APPEARING that immediate and irreparable

damage will probably result before not
ice can be given and a

hearing held, and for good cause 
appearing therefrom;

IT IS on this day of 2016,

ORDERED that:

(1) Defendant Freelancers appea
r and show cause before

the Honorable Paul Innes, Presiding Judge, Chancery Division,

Superior Court of New Jersey, Mercer County Civil Courts

Building, 175 South Broad Street, Trenton, New Jersey on

September 2016, at 
.m., or as soon

thereafter as counsel may be 
heard, why an order should no

t be

entered:

(a) declaring Freelancers to be in
solvent;

(b) appointing the Commissioner as Rehabilitator of

Freelancers with all the powers and authority expressed or

implied by N.J.S.A. 17B:32-31 to -92 and the implementing

regulations for those statute
s, and vesting him with imm

ediate

and exclusive possession and control of, and title to, the

business of Freelancers and all books, records, files,
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equipment, computer hardware a
nd software, assets, and prope

rty

of any nature of or relating to F
reelancers' operations, whethe

r

real or personal, including bu
t not limited to bank account

s,

certificates of deposit, bonds
, securities, or other finan

cial

instruments of Freelancers, wherever such materials may be

located or situated;

(c) directing the Commissioner to 
take immediate and

exclusive possession of the business and property of

Freelancers, to exercise full
 and exclusive authority ov

er the

business and affairs of Freelancers, and to rehabilitate

Freelancers;

(d) temporarily enjoining all persons and entities

from pursuing litigation against Freelancers, or from

interfering with the Commissioner's efforts to rehabilitate

Freelancers;

(e) halting further payment of 
claims by Freelancers

except with the express written consent or directive of the

Rehabilitator or his designe
es or appointees;

(f) providing that all claims must be asserted

against Freelancers no later
 than one year from the date

 of the

Order of Rehabilitation, in the form established by the

Commissioner, or such claims
 will be forever barred;

(g) establishing procedures gov
erning the payment of

claims by Freelancers;
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(h) granting the Commissioner such other injunctive

and equitable relief as may be necessary to protect the

policyholders and credito
rs of Freelancers and t

he public from

the effects of Freelancer
s' insolvency (a copy o

f the proposed

form of Order of Rehabili
tation is filed concurre

ntly herewith);

and

(2) Effective immediately on
 entry of this Order, an

d

until further order of t
his court, Freelancers i

s declared to be

insolvent. This declara
tion of insolvency is w

ithout prejudice

and shall not preclude t
he management or member

s of Freelancers,

if any, who deny that 
Freelancers is insolvent

 from contesting

the Commissioner's Petition for Rehabilitation on the return

date of this Order, or a
t a subsequent hearing;

 and

And it is further ORDER
ED that, pending the

return date herein:

(1) Effective immediately upon entry of the within

Order and pursuant to N.J.S.A. 17B:32-39, all persons,

corporations, partnersh
ips, associations, gov

ernmental entities,

and all other entities of any nature wherever situated

including, but not limi
ted to, those not with

in the jurisdiction

of the Commissioner, and 
Freelancers, its direc

tors, officers,

trustees, agents, empl
oyees, representatives,

 and claimants, and

creditors thereof, are 
hereby enjoined and res

trained from:
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(a) Commencing, maintaining, or further

prosecuting any action at law or

equity, or any special proceeding or

any other proceeding of any nature

against Freelancers, without leave of

the Commissioner or this cour
t;

(b) Taking any action in viol
ation of any

administrative orders issued with

respect to Freelancers, wh
ich remain in

full force and effect;

(c) Undertaking any other threatened or

contemplated action that might lessen

the value of Freelancers' assets, or

prejudice the rights of the

policyholders, creditors, 
or members in

this proceeding except as
 permitted by

the Commissioner;

(d) Commencing, maintaining, or further

prosecuting any action at law or in

equity, or any special proceeding or

any other proceeding of any nature

against the policyholders of

Freelancers resulting f
rom Freelancers'

insolvency or the failure of

Freelancers or any party 
contracted by

Freelancers to pay any of its

contractual obligations; 
and

(e) Except as otherwise provided herein,

terminating or canceling 
without leave

of Court, any lease, con
tract, license,

or other arrangement with Freelancers

for the provision or supply of any

office space supplies, or equipment

including, but not limited
 to, computer

hardware and/or software or any other

services or materials or equipment of

any nature that are requ
ired to operate

the business of Freelance
rs; and

(2) All secured creditors or
 parties, lien holders,

collateral holders, or other persons claiming a secured,
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priority, or preferred interest in any property 
or assets of

Freelancers are hereby en
joined and restrained fro

m taking any

steps whatsoever to transfer, sell, encumber, attach, dispose

of, or exercise purported ri
ghts in or against, any pro

perty or

assets of Freelancers; and

(3) Effective immediately upon execution of this

Order, no bank, savings and
 loan association, or oth

er financial

institution, or any other
 entity of any nature hol

ding property,

assets, funds, or accounts of, for, or on behalf of,

Freelancers, including any member, provider, subscriber, or

creditor of Freelancers, shall exercise any form of set-off,

alleged set-off lien, o
r any form of self-help

 whatsoever with

respect to said property
, assets, funds, or acco

unts without the

prior approval of this C
ourt; and

(4) Effective immediately upon execution of this

Order, the officers, directors, trustees, agents,

representatives, and employees of Freelancers, and, if

appropriate, any entity that contracts with such party shall

permit the Commissioner,
 his staff, or designee

s to have access

to any and all premises, and if requested, copies of all or

parts of any and all a
ccounts, records, and fi

les, relating to

the operation of Freelan
cers; and

(5) Effective immediately and
 pending the return dat

e

of this Order, all court
 actions, arbitrations,

 and mediations
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currently or hereafter pen
ding in which Freelancers 

is a party

in the State of New Jersey
 or elsewhere, are hereby s

tayed; and

(6) Effective immediately and
 pending the return date

of this Order, there shal
l be no further payment o

f claims by

Freelancers except at th
e directive of the Commissioner or of

this court; and

It is further ORDERED tha
t:

(1) The above restraints shall expire on

20 unless on or before that 
date said

restraints shall be exten
ded as provided by the 

Rules of Court,

and Freelancers may move to dissolve or modify the temporary

restraints herein contained on two days' notice to Deputy

Attorney General William
 B. Puskas, Jr.; and

(2) A copy of this Order, Verified Complaint,

Petition for Rehabilitation, supporting Certification, and

Letter Brief shall be s
erved on Freelancers an

d on all parties

listed on the Petition for Rehabilitation or before

2016, in accordance with R. 4:4-3 and R.

4:4-4, this being origin
al process; and

(3) Plaintiff must file wit
h the court his proof 

of

service of the pleadings
 on Freelancers no lat

er than three days

before the return date; 
and

(4) A copy of this Order an
d all supporting materi

als

filed herewith shall be
 available for public 

inspection on the
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Department's website (http://www.state.nj.u
s/DoB&I/finesolv.htm)

and during regular business ho
urs beginning two days after 

the

date of this Order and until t
he return date of this Order

 at

the following locations:

{a) Health Republic Insurance Com
pany

570 Broad Street, Suite 1100

Newark, NJ 07102

(b) N.J. Department of Banking an
d Insurance

Office of Solvency Regulatio
n

20 West State Street, 8th Floo
r

Trenton, NJ 08625

(c) Superior Court of New Jersey
, Mercer County

Mercer County Civil Courts Bu
ilding

175 South Broad Street

Trenton, NJ 08650-0068

(5) Notice of this application to any other

interested parties shall be 
accomplished by publishing a

 copy of

this Order in a newspaper
 of general circulation in 

the county

within which Freelancers's corporate offices are located,

specifically, The Newark St
ar Ledger, The Courier Post

, and The

New Jersey Law Journal, with such publication to commence as

soon as practicable after t
he date of entry of this O

rder. Such

notice shall constitute good and sufficient notice of this

application to all persons having an interest in or claim

against Freelancers subject
 to the requirements of d

ue process

of law; and

(6) The Commissioner's represe
ntatives shall serve a

copy of this Order by facsimile transmission upon all Civil
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Presiding Judges and all Civi
l Case Managers upon receipt 

of an

executed copy; and

(7) Plaintiff must file and serve 
any written reply

to Freelancers' opposition to this Order, if any, by

2016. The original reply papers an
d one copy

must be filed with the Honorable Paul Innes, P.J. Ch. Div.,

Superior Court of New Jersey, Mercer County Civil Courts

Building, 175 South Broad St
reet, Trenton, New Jersey 

08650; and

(8) If Freelancers does not fi
le and serve opposition

to this Order, the applica
tion will be decided on th

e papers on

the return date and reli
ef may be granted by defa

ult, provided

that Plaintiff files a p
roof of service and a pr

oposed form of

order at least days prior to the return 
date; and

(9) If Plaintiff has not alread
y done so, a proposed

form of order addressing t
he relief sought on the r

eturn date

(along with a self-addressed 
return envelope with return

 address

and postage) must be submit
ted to the court no later

 than five

days before the return date;
 and

(10) Defendant take notice that 
Plaintiff has filed a

lawsuit against you in th
e Superior Court of New Je

rsey. The

verified complaint attached
 to this Order states th

e basis of

the lawsuit. If you dispute this complaint, you, or your

attorney, must file a writ
ten answer to the complaint

 and proof
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of service with 35 days from the 
date of service of this order

to show cause; not counting the da
y you received it.

These documents must be filed 
with the Clerk of

the Superior Court in the county
 listed above . A list of these

offices is provided. Include a $175.00 filing fee pa
yable to

the "Treasurer, State of New Je
rsey." You must also send a copy

of your Answer to Plaintiff's atto
rney whose name and address

appear above, or to Plaintiff, 
if no attorney is named above. 

A

telephone call will not prote
ct your rights; you must file 

and

serve your Answer (with the fee) or judgment may be entered

against you by default. Please note: Opposition to the Order

is not an Answer and you mus
t file both. Please note further:

If you do not file and serve 
and Answer within 35 days of

 this

Order, the court may enter a 
default against you for the 

relief

plaintiff demands; and

(11) If you cannot afford an attorne
y, you may call

the Legal Services office i
n the county in which you l

ive. A

list of these offices is provided. If you do not have an

attorney and are not eligible
 for free legal assistance yo

u may

obtain a referral to an atto
rney by calling one of the 

Lawyer

Referral Services. A list of these numbers is a
lso provided;

and

(12) If any interested party inte
nds to file answering

affidavits or briefs or seek
 other relief in the present

 matter,
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such papers shall be filed with the
 Court and served upon Deputy

Attorney General William B. Puskas, Jr., Attorney for the

Commissioner, on or before 
2016; and

(13) The court will entertain argument, but not

testimony, on the return date of
 this Order, unless the court

and parties are advised to the con
trary no later than days

before the return date.

Hon. Paul Innes, P.J. Ch. Div.
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CHRISTOPHER S. PORRINO

ATTORNEY GENERAL OF NEW
 JERSEY

Richard J. Hughes Justice
 Complex

25 Market Street

P.O. Box 117

Trenton, New Jersey 08625

Attorney for Plaintiff,

Commissioner of the Departm
ent

of Banking and Insurance

By: William B. Puskas, Jr. (NJ
 Attorney ID# 014901976)

Deputy Attorney General

(609) 292-7669

William.Puskas~lps.state.
nj.us

SUPERIOR COURT OF NEW JERSE
Y

CHANCERY DIVISION-MERCER 
COUNTY

DOCKET NO. MER-C-

RICHARD J. BADOLATO,

COMMISSIONER OF THE

DEPARTMENT OF BANKING A
ND

INSURANCE OF NEW JERSEY
,

Plaintiff,
Civil Action

FREELANCERS CONSUMER O
PERATED

AND ORIENTED PROGRAM OF
 NEW

JERSEY D/B/A HEALTH REP
UBLIC

INSURANCE OF NEW JERSEY

PETITION FOR REHABILIT
ATION

OF FREELANCERS CONSUME
R

OPERATED AND ORIENTED 
PROGRAM

OF NEW JERSEY D/B/A HE
ALTH

REPUBLIC INSURANCE OF
 NEW

JERSEY

Defendant.

TO: Honorable Paul Innes, P.J
. Ch. Div.

Superior Court of New Jer
sey, Chancery Division

Mercer County Civil Cour
ts Building

175 South Broad Street

Trenton, NJ 08650



Freelancers Consumer Operated an
d Oriented

Program of New Jersey d/b/a Health
 Republic

Insurance of New Jersey

570 Broad Street, Suite 1100

ATTN: Thomas Dwyer, Interim Chief 
Executive Officer

New Jersey Life and Health Insuranc
e Guaranty

Association

11 Wharf Avenue

Red Bank, NJ 07920

James Lenaghan, Executive Direct
or

PLEASE TAKE NOTICE that as soon as counsel may be

heard, Christopher S. Porrino, 
Attorney General of New Jersey,

by William B. Puskas, Jr., Deput
y Attorney General, attorney fo

r

Richard J. Badolato, Commissione
r of Banking and Insurance, wil

l

move before the court at a date and time to be set by the

Honorable Paul Innes, P.J. Ch.
 Div., for: (1) an Order To Show

Cause with Temporary Restraint
s; and (2) an Order approving 

the

rehabilitation of Freelancers Consumer Operated and Oriented

Program of New Jersey d/b/a Health Republic Insurance of New

Jersey; and

PLEASE TAKE FURTHER NOTICE that in support of this

application, the Commissioner wi
ll rely on the Letter Brief a

nd

the Certification of Assistant Commissioner Steven P. Kerner,

Jr. submitted in support of this
 Petition.
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A form of Order to Show Cause and a form of Order of

Rehabilitation are also submitted
 with this Petition.

CHRISTOPHER S. PORRINO

ATTORNEY GENERAL

OF NEW JERSEY

B

William B. Puskas, Jr.

Deputy Attorney General

Dated: September ~ ~, 2016
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CHRISTOPHER S. P~RRINO

ATTORNEY GENERAL OF NEW JERSEY

Richard J. Hughes Justice Co
mplex

25 Marked Street

P.O. Box 117

Trenton, New Jersey 08625

Attorney for Plainti~~,

Commissioner of the Department

of Banking and I~suxance

Sy: William B. Puskas, Jr. (NJ Att
orney TD# 01490976}

Deputy Attorney General

(609) 292-7669

Wzlliam.Puskas~dol.lps.state.nj
.us

SUPERIOR COURT OF NEW JERSEY

CHANCERY DIVISION-MERCER COUNTX

DOCKET NO. MER-C-

RICHARD J. ~AbOLATO,

COMMISSIONER OF THE

NEW JERSEY DEPARTMENT OF

BANKING AND INSURANCE,

Plaintiff,
Civil Action

Ft2EELANCERS CONSUMER

OPERATED AND ORIENTED

PROGRAM OF NEW JERSEY

D/B/A/ HEALTH REPUBLIC

INSUI2ANGE OF D1EW JERSEY,

VERIFIED COMPLAINT FOR AN

ORDER TO SHOW CAUSE WITH

x~MPQRARY RESTRAINTS

AS TO WHY AN ORDER OF

REHABILITATION AND A

DECLARATION OF INSOLVENCY

SHOULD NOT BE ENT$RgD

DEfendant.

Plaintiff, Richard J Bado].ato, Commissioner of

Banking and Insurance ("Commiss
ioner"), and his successors, wit

h

his pxi.ncipal office at 20 West S
tate Street, Trenton, Mercer

County, New Jersey, by way of complaint a~a~nst defendant,



Freelancers Consumer Operated and Oriented Program o` New

Jersey, doing business as Health Republic Insurance of New

Jersey ("Freelancers"), s
ays:

THE PARTIES

1. The Office of the Commis
sioner of the Department

of Banking and Insurance ("Department") was created and now

Exists pursuant. to N.J.S.A. 
17:1-1 et seq.

2. The Department is respons
ible for the regt:lation

of, among others, life an
d health insurance compani

es domiciled

in New Jersey.

3. Freelancers is a Nc:w Jersey health a.nsurer

licensed to transact insurance business in New Jersey.

Freelancers was formed as
 a mutual health insura

nce company on

May ]., 2013, and authorized to transacC health insurance

business as of June 21, 201
3.

4. Based upon the most recent information

Freelancers provided to th
e Department, Freelancer

s has 15,879

policies (14,507 individual; 1,372 sma11 employer group)

covering 34,950 lives (
25,934 individual; 9,016 s

mall emp~.oyer

group) in farce as of June 
30, 2016.
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JURISDICTxON 1siI+TD VENUE

5. The Commissioner has the so1.e jurisdiction to

institute and maintain this action before the Superior Court

pursuant to the Life and Health Insurers Rehabilitation and

Liquidation Act, N.J'.S.A. 7.7B:32-31 to -92 ("the Act"),

specifically N.J.S.A. 17B:32-34
.

6. Venue is properly laid in Merce
r County because

the causes of ac~ian arises by ac
tion of the Commissioner, whose

pri.ncipa~. a~fice is located zn Me
rcer County.

LEGAL AUTHORITY

7. At all relevant tames, Freelancers was governed

by the provisions of the Act.

8. Pursuant to the Act, the Commissioner is

authorized to apply to this cour
t for an Order directing hi.m ~.a

rehabilitate an. insurer that, among other grounds, is in a

hazardous financial condition. 
As shown below, Freelancers is

in a hazardous financial condit
ion. Pursuant to the Act, the

Commissioner also seeks an Order declaring Freelancers to be

insolvent, as shown below.

BACKGROUND

9. Freelancers was formed pursuant to ~.he Consumer

Operated and Oriented Plan (CO--O
P) Program established as a part

of the federal Patient Protectio
n and Affordable Care Act, P.L.
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111-148 ("ACA") The ACA's C0-OP Progxam provided loans to

faster the creation of consumer-governed, private, nonprofit

health insurers to offer qualified 
health plans in the health

insurance exchanges created pursuant
 to the ACA.

10. Under the CO-OP Program, the Centers f
or Medicare

and Medicaid Studies ("CMS") awarde
d Freelancers a stark-up loan

o£ $1~.7 million to fund its required
 development activities and

a so~ve~cy loan of $94.3 million to provide the statutory

capital required to operate as a hea
lth insurer in New Jersey.

11. freelancers entered the New Jersey 
individual and

small employer markets far polzcy y
ear 2014, and the carrier has

not made a net profit during any yea
r of its operation.

12. The ACA prohibits health insurers from denying

coverage or charging higher premiums to individuals based on

preexisting health conditions. Because of concerns that

znsuxers might txy to avoid sicker
 enrollees and uncertainty as

to how to properly price coverage as new people enured the

market, the ACA included three provisions 
-- risk adjustment,

reinsurance and risk corridors -- that were intended to promote

competition among insurers that par
ticipate in the excranges grid

promote market stability.

23. The risk adjustment program is a permanent

program that redistributes funds from health insurance plans
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with "lower-risk" (that is, healthier
? enrollees ~o plans with

"higher-risk" (sicker) enrollees. 
The reinsurance program is a

temporary three-year (2014 - 20 6) pxogram that provides

reinsurance funded by federal monies for plans that enro l

higher-cast individuals. The risk COxxld~~ program is a
nother

temporary three-yeax (2014 - 2016) program that limits ~n

insurer's 1oss~s and gains beyon
d an allowable range. All three

of these progxams are administere
d by CMS.

14. As a new company br~ak~ng into the New Jersey

health insurance market, Freelancers experienced significant

compliance and operational diff
iculties as evidenced by Conse

nt

Ordex No. E14-124 and Consent Oxd~r No. EIS-~06. Now,

Freelancers is expezienci~g seri
ous financial difficulties such

that the znsurer is in a hazardous financial condition as

detailed herein.

z5. During the 2016 plan year, Freela
ncers' financial

condition has deteriorated despite its draw of the remaining

$10,000,30Q o~ its solvency lo
an from CMS. Briefly here, this

has included the following:

a. The utilizatiion volume aid severity of

claims for Freelancers' 2016 membership has treaded

significantly above projections 
and continues to rise. It is

anticipated that this trend wi
ll persist as member utilizatio

n
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of health coverage tends to increase th
roughau~ a plan year and

the amount of member cost-sharing decreases as members reach

maximum out-of-pocket cost limitations 
under law.

b. On June 30, 206, CMS issued Freelancers'

Risk-Adjustment bi11 far the 2015 plan year totaling $46.3

million.

c. Freelancers` own projections show a 
negative

cash position is likely to arise by 
the first quarter of 2017 as

follows: cash on hand is projected to b
e $19,763,250; incurred,

but not yet reported ("TBNR") claims projected to be

$37,031,000; thus resulting in a negat
ive cash position totaling

$(17,267,750) by January 2017.

d. Freelancers' year-to-date net loss through

June 30, 2016 is $(58,956,461).

e. Freelancers' capital and surplus as of

December 31, 2015, was $33,697,215, but decreased to

$(14,411,124) as of June 30, 2016.

16. In light of this, the Commissioner finds that

Freelancers' financial condition, as mo
re particularly described

below, has deteriorated, such that 
any further transaction of

business by Freelancers would be hazardous financially to its

policyholders, creditors or the publ
ic. Based on this finding,

h -



the Commissioner has determined that it is 
necessary to place

Freelancers into rehabilitation.

COIINT ONE

17. N.J.S.A. 17B:32-33 defines "insolvency" or

"insolvent" to mean ~ha~ an insurer's admitted assets do not

exceed its liabilities plus its required capita
l and surplus.

18. Based an financial information provided ~o the

Department by Freelancers, as of June 30, 2Q
16, Freelancers has:

admitted assets o£ $113,898,588, liabilities of $128,309,712,

and is required to maintain a minimum of ca
pital and surplus of

$9,087,000 for a total required capital and surplus of

5137,396,712.

19. Freelancers' liabilities and required capa.tal 
and

surplus exceed its admitted assets by $23,498,
124. Accordingly,

Freelancers is inso3.vent as defa.ned by statute and the court

should enter a declaration of insolvency.

COUNT TWO

20. Plaintiff incorporates the allegations of Count

One by reference as iE fu7.ly set forth herein
.

21. The provisions of N.J.A.C. 11:2-27, a subchapter

entitled "DETERMINATION OF INSURERS IN A HAZARDOUS FINANCIAL

CONDTTTON", provide a list of factors that th
e Commissioner may

- 7 -



consider in determining whether an insurer is in a hazardous

financial condition.

22. N.J.A.C. 11:2-27.3 (a} sets 
forth 34 factors to be

considered "either singly 
or in a combination of two 

ox mope, in

determining whether an insurer is in a hazardous financial

condition."

23. A finda.ng that an insurer is in a hazardous

financial condition constit
utes grounds for rehabilit

ation under

N.J.S.A. 17B:32-41~.

24. N.J.A.C. 1J.:2-27.3(a}1 provides that the

Commiss9.aner sha1.1 consider adversE findings reported in

financial condit.i.on reports, audit reports, and actuarial

opinions, reports or summa
ries.

25. Based on financial condit
ion reports submitted to

the Department, Freelancers'
 capital and surplus as o

f December

3~., 2015, was $33,697,215
, but decreased ~o S(14,411

,124) as of

June 30, 2016.

26. Sevex'a]. factors accounted for this rapid

decrease in surplus. As noted above, the ACA created various

programs to smooth carriers experience under the zzew federal

law. The risk adjustment program redistributes funds from

health insurance plans with healthier enrollees a.n a given

policy year to plans with sicker enrollees during that same

- 8 -



policy year. On June 30, 2016, CMS advised Fre
elancers that its

risk adjustiment payable liabi
lity for the individual and sma

ll

group h~al~h benefits plans issued in 2015 increased from a

projected liability of $17,138,0
00 as of December 31, 2015, ~o

an actual liability of $46,318,1
91.

27. Freelancers also experienced a decrease in its

reinsurance payment receivable 
from CMS £rom $32,314,125 as o

f

December 31, 2015, to $26,089,768
 as of June 30, 2026.

28. Freelancers also experienced 
an increase in its

unpaid claims (IBNR [incurxed b
ut nat reported]) liability fro

m

$28,412,875 as of December 31,
 2015, ~o $41,556,291 as of Ju

ne

30, 2016.

29. The above three items total $48,547,964. This

amount was offset by a solv
ency loan payment received from 

CMS

of $10,000,300, resulting in a total quantified financial

deterioration of $38,547,664. The $38,547,664 comprises 80$ o
f

the reduction in Freelancers' surplus, necessitating the

Commissioner's petition for Re
habilitation.

30. Based on those adverse findings as to

Freelancers' surplus, the Commissioner has determined that

Freelancers is in a hazardous 
financial condition under N.J.A.C

.

11:2-27.3(x)1.

~'_



COUNT THREE

31. Plaintiff incorporates the allegations o~ Counts

One and Two by reference as if dully set fort
h herein.

32. Based on financial condition reports submitted 
to

the Department, Freelancers' net loss for 2015 
was $(17,560,987)

and its year-to-datie net loss through June 30, 2016 is

$(5$,956,461}.

33. Based on those adverse findzngs regarding

Freelancers' net losses, the Commissioner has determined that

Freelancers is in a hazardous f~nancia~ condi
tion under N.J.A.C.

11:2-27.3(a)1.

COUNT FOIIR

34. Plaintiff incorporates the allegations of Counts

One though Three, inclusive, by reference as i
f fully set forth

herein.

35. N.J.A.C. 11:2-27.3{a)3 provides that the

Commissioner shall consider whether the insurer has made

adequate provision for its anticipated required ca
sh flows.

36. Based on financial condition reports submitted

to the Department, Freelancers estimates its cash position at

January 2, 2017, will be $19,763,250. It axsa estimates its

liability for IBNR claims to be ~37,03~,000. Thus, Freelancers

- 10



cash flows and liquidity are estimate
d to be negative i~ the

first quarter of 2017.

37. Based on those adverse findings as ~o

Freelancers' anticipated required cash
 flows, the Commissioner

has determined that freelancers is in a hazardous financial

condition under N.J.A.C. 11:2-27.3(aj3.

38. Plaintiff incorporates the allegations 
of Counts

One through Four, inclusive, by x'efe
rence as if fully set forth

herein.

39. N.J.A.C. 1~:2-27.3 (a}4 provides that the

Comma.ssioner shall consider a finding t
hat the insurer's asset

portfolio ~~is not of sufficient value, 7.iqu~.dity, or diversity

to assure the [insurer's] ability to meet its outstand~.ng

obligations as they mature."

4fl. Based on finan.czal condition reports submitted

to the Department, Freelancers' admi
tted assets as of June 30,

2016, are $113,898,588 and its total liabilities are

$128,309,712, resulting zn negative surplus of $(14,411,124}.

Accordingly, Freelancers' asset portfoli
o is inadequate to meet

its outstanding ob~.i.gations as they matur
e.

41. Based on those findings regarding Freelancers'

asset portfolio, the Commissioner has determined that

-- 11 -



Freelancers is in a hazard
ous financial condition un

der N.J.A.C.

11:2-27.3(a)4.

COUNT S I X

42. Plaintiff incarpox'ates the allegations
 of Caunts

One through Five, inclusiv
e, by reference as i£ fu

lly set forth

herein.

43. N.J.A.C. 11:2-27.3(a?6 invo7.ves a finding that

the insurer's operating los
s in the Zast 12 man~h p

eriod or any

shorter period of time, -n
cludi.ng but not limited ~o 

net capital

gain ar loss, change in 
non-admitted assets and c

ash dividends

to shareholders, is great
er than 50 percent of the insurer's

remaining surplus as regards policyholders in excess of the

~i.nimum required.

44. Based on financial condition reports submitted

to the Department, Freelan
cers' 201.6 year-to-date op

erating lass

through June 30, 2016 is 
${58,956,461). Ita remaining surplus

is $(14,91].,].24} Thus, Freelancers' opera
ting loss in the last

six months is greater than
 50 percent of i.ts remaini

ng surplus.

45. Based an those findings regarding Freelancers'

operating lass, the Commis
sioner has determined that

 Freelancers

is in a hazardous financial condition under N.J.A.C. 11:2-

27.3(a)6.

_ > _.



covrrr sEv~x

46. Plaa.nti£f incorporates the allega
tions of Counts

One through Six, inclusive, by 
reference as if fully set Earth

herein.

47. N.J.A.C. 17.:2-27.3(a)7 involves a finding that

the insurer's operating loss in 
the last twelve-month period or

any shorter period of time, excluda.ng net capital gains, is

greater than 2d percent of such 
a.nsu~er's remaining surplus as

regards pola.cyholders in excess 
of the minimum required.

48. Based on financial condition repo
rts submitted to

the Department, Freelancers' 2016 year-to-date operating loss,

excluding net capital gains, through June 30, 2016, is

$(59,974,577). Its remaining surplus a.s $(14,411,124). Thus,

Freelancers' operating loss, exc
luding net capital gains, in the

last sa.x months is greater than 20 percent of its remaining

surplus.

49. Based on those findings regarding Freelancers'

operating loss, excluding net capital gains, the Commissioner

has determined that Freelancers is in a ha2ardous financial.

condition under N.J.A.C. 11:2-27.3(a)7.

COUNT EIGHT

i3 -



50. Plaintiff incorporates 
the allegations of Counts

One through Seven, inclus
ive, by reference as if f

ully set forth

herein.

51. N.J.A.C. 11:2-27.3(a}g involves a finding that

contingent liabilities, 
pledges or guarantees 

involve a total

amount that, in the opin
ion of the Commissioner,

 may affect the

solvency of the insurer.

52. Based on financial condition reports submitted

to the Department, as o
f June 30, 2016, Freela

ncers had total

liabilities of $128,309,712 but admitted assets of onXy

$113,898,588. Accordingly, the Commiss
ioner has determined tha

t

Freelancers' solvency has 
been negatively affected.

53. Based on those findings as to freelancers'

solvency, the Commissio
ner has determined that Fr

eelancers is in

a hazardous financial co
ndition under N.J.A.C. 11:2-27.3(a)9.

CO[TNT NINI~

54. Plaintiff incorporates t
he allegations of Counts

One through Eight, inclusi
ve, by reference as if 

fully set forth

herein.

55. N.J.A.C. 11:2-27.3(a)17 involves 
a finding that

the insurer has experienced or wi17. expera.ence in the

foreseeable future cash 
flow ox liquidity problem

s.
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56. Based on financial condition reports
 submitted to

the Department, Freelancers estimates its cash position a~

Januaxy 2, 2017 will be $19,763,250. It also estimates its

liability far IBNR claims to be $37,0
31,000. Accordingly, the

Commissioner finds that Freelancers will
 experience cash £low or

liquidity problem$ i~ the foreseeable f
uture.

57. Based on those findings as to Freelanc
ers' cash

flow and liquidity, the Commissioner has determined that

Freelancers is in a hazardous financia
l condition under N.J.A.C.

11:2-27.3(a)17.

COUNT T$N

58. Plaintiff incorporates the allegations 
of Counts

Ono through Nine, inclusive, by refe
rence as if Fully set forth

herein.

59. N.J.A.C. 11:2-27.3(a)18 involves a finding that

the insurer's surplus as regards poli
cyholders is inadequate in

relation to the amount of the insurer's 
loss and loss adjustment

expense reserve liabilities establish
ed.

60. Based on financial condition reports s
ubmitted to

the Department, Freelancers' admitted assets as of June 3a,

2016, are $113,898,588 and its total liabilities are

$128,309,712, resulting in negative capital and surplus of

$(14,411,124).
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61. Based on those Findings as to Freelancers'

surplus, the Commissioner has dete
rmined that Freelancers is in

a hazardous financial condition und
er N.J.A.C. 11:2-27.3(a)IS.

COUNT ELEVF3N

62. Plaintiff incorporates the allega
tions of Counts

One through Ten, inclusive, by r
eference as if fu~.ly set forth

herein.

63. Freelancers' capital and surplus 
as of as of June

3a, 2016, is negat~.ve, thus res
ulting in a negative Risk-Based

Capital ratio below mandatory co
ntrol level pursuant to N.J.A.C.

11:2-39.1 et seq., and which requires the Commissioner take

actions necessary to cause a domestic insurer or HMO to be

placed under regulatory control 
pursuant to the Life and Health

Insurers Receivership Act, N.J.S
.A. 17B:32-31 et seq.

CONCLUSION

64. For these reasons, the Commissioner has

determined that it is necessary and appropriate to place

Freelancers a.nto court-supervised rehabilitata.on pursuant to

N.J.S.A. 175:32-31 et s~ in order do protect its

policyholders, creditors and the pu
blic at large.

65. Placement of Freelancers into reha
bilitation now

will enable the Commissa.oner protect its policyhol
ders and the

providers who have rendered medical treatment to those

- 16



policyholders by taking control of the operations o~ the

carrier, marshalling its assets, reducing its costs and

beginning the process of an ord
erly wind-down with termination

of all heath benefits plans by 
December 31, ?.016.

66. Placement of Freelancers into r
ehabilitation now

wi1X enable the Cammiss~oner to act expeditiously to provzde

notice to all Freelancers' policyholders, both individual and

small employer policyholders, of
 the ~ermina~ion of their plans

at yeaz-end and enable those individual consumers to make an

orderly and informed transition 
to new carriers during the 2017

plan year open enrollment which begins on November x, 206.

Small employers are not limited 
to an open enrollment period and

may apply for a replacement sma11 employer plan
 from another

carrier at any time.

67. Placement of Freelancers into x
ehabili~ation now

wi~~ prevent the carrier from proceeding to sell plans into

policy year 2017 and avoid a p
robable mid-year 2017 wind-down

that would require movement o~ policyholders to new carriers

during a special enrollment perio
d, thus causing confusion and

market uncertainty.

68. Placement of Freelancers into rehabilitation n
ow

is not only required by law, bu
t will enable the Commissioner t

o

take immediate actions to minimize any eventual need for
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financial support from New Jersey Life and Health Xnsurance

Guaranty Association ("LH
TGA"}, pursuanC to N.J.S.A. 17B:32A-1

eC seq.

69. Importantly, Freelancers acknowledges the above

circumstances and has con
sented to placement into

 re~abilitatio~

through entry of the encl
osed form of Order of R

ehabilitation.

See, Certification of Kri
stine A. Maurer, Exhibit A

.

WHEREFORE, plaintiff deman
ds an OrdEr:

(a) declaring that Freelancers is insolvent as

defined at N.J.S.A. 17B:32
-33; and further

(b) declaring that Freelancers is in a financial

condition such that its 
further transaction of bus

iness will be

hazardous to ids policyholders, creditors, and the public

pursuant to N.J.S.A. 17B:3
2-4~a; and further

(c) appointing the Commissio
ner and his successors 

in

office as Rehabilitator of Freelancers to rehabilitate

Freelancers in accordanc
e with N.J.S.A. 178:32-3

1 et seq•, with

all the powers and auth
ority express ar implied 

thereunder and

as set forth in the Ord
er of Rehabilitation that

 ~s being filed

herewith; and further

(d) vesting the Rehabilitatox with immediate title

to, and exclusive posses
sion of, and control ove

r, the business

and affairs of Freelancer
s and a~.l real and personal pro

perty,
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assets, funds, accounts, records, files or any 
other property,

assets or possessions of any nature of Freelancers, wherever

situated or locatied; and further

(e) directing the Rehabilztatar to take immediate 
and

exclusive possession and control of the busin
esses and affairs

of Freelancers, as well as all of its real and personal

property, assets, files, records, accounts and funds wherever

located and to immediately begin removing the causes and

conditions that have made rehabilitation nece
ssary; and further

(f) restraining and enjoining all persons o~

entities, including but not limited to Freelancers, its

officers, directors, or members, from further conducting the

business of Freelancers; and further

(g) granting such other relief as the Court may
 deem

appropriate.

CHRSSTOPHER S. PORRINO

ATTORNEY GENERAL OF NEW JERSEY

Attorney for Plaintiff,

Commissioner of Banking and

Insurance

By.

Wi1.liam B. Punkas, Jr.

Deputy Attorney General

Dated: September h~ 201.6
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DESIGNATION OF TRIAL COIINS~L

Deputy Attorney General William B. Puskas, Jr. is

hereby designated as trial counsel
 in this matter.

CHRISTOPHER S. PORRIN~

ATTORN~~:Y GENERAL OF NEW JERSEY

Attorney fox Plaintiff,

Comma.ssioner of Banking and

Ins ~ n /~~^ 
V /

---- r
By : _ _- --

William B. Puskas, J

Deputy Attorney Ge ra1

Dated; September ~ ~ 2016
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CERTIFICATION PURSUANT TO R. 4:5-1

Plaintiff hereby certifies pursuant to R.
 4:5-1 that

there are no other civil proceedings either pending or

contemplated with respect to the matter in controversy herein

and no other parties who should be joined to this actiian. X

further certify thaC confidential personal iden
tifiers have been

redacted from documents now submitted to the
 court, and will be

redacted from all documents submitted in the future in

accordance with Rule 1:38-7(b).

CHRISTOPHER S. PORRINO

ATTORNEY GENERAL OF NEW JERSEY

Attorney for Plaintiff,

Commissioner of Banking and

Insurar~e'~~~ r,

William B. Puskas, Jr.

Deputy Attorney Genera

Dated: Sep~.ember ~ Z 2016

VERIFICATION

RICHARD SCH~ESINGER, of full age, hereby certif
ies:

I am the Ch:.e` Insurance Examiner in the Office of

Sa].vency Regulation {OSR) for the New Jersey Department of

Banking and Insurance. I have held this position since April

2015. From 20].x. to 2015, X held the position of Chief of

Reinsurance and Surplus Lines in OSR at t
he Department. Prior
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to that, T have over forty years of experi
ence in insurance,

bath at insurance companies, trade associations, and as a

regulator at the New York Insurance
 Department from 1971 through

1984. My current responsxbxlities include monitoring the

financial condition of all insurance entities transacting

business zn New Jersey. I have 
read the Complaint and certify

that the allegations contained in 
the Complaint are true to the

Yaest of my knowledge and belief .

I certify that the forEgoing statem
ents are true.

I am aware that ~f any statement ma
de herein is w~.I~.~ully false,

I am subject to punishment.

~ ;,

Dated: September ~, 2016
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CHRZSTQPHER S. PORRZNO

ATTORNEY GENERAL OF NEW JERSEY

Richard J. Hughes Justice Complex

25 Market Street

P.O. Box 117

Trenton, New Jersey 08625

Attorney for Pla~nti~~,

Commissioner of the Department

of Banking and Insurance

By: William B. Puskas, Jr. {NJ Attorney YD# 014901976)

Deputy Attorney General

(609) 292-7669
William.Puskas~dol.lps.state.nj.us

SUPERIOR COURT OF NEW JERSEY

CHANCERY DIVISION-MERCER COUNTY

DOCKET NO. MER-C-

RICHARD J. BADOLATO,

COMMISSIONER OF THE

NEW JERSEY DEPARTMENT OF

BANKING AND INSURANCE,

Plaintz.ff ,
Civil Action

v.

~REE~,ANCERS CONSUMER

OPERATED AND ORIENTED

PRQGRAM OF NEW JERSEY

D/B/A/ HEALTH REPUBLIC

INSURANCE Off' NEW JERSEY,

CERTIFICATION OF KRISTINE

A. MAURER

Defendant.

KRISTINE A. MAURER, of fu11 age, hereby certifies and

says:

1. I am the Assistant Director of the Division of

insurance in the New Jersey Department of Banking and 
Insurance



("the Department"). My primary responsibility is t~ work

extensively with the Director of Insurance to coordinate and

direct the apera~ions of the
 Insurance Dzvision in reg

ulating

the insurance industry ~n N
ew Jersey. The Tnsura~ce Division

contains six primary opera
ting units, ~nc~uding the Office of

Solvency Regulation ("OSR") tkiat monitors and avers~es ~.he

financial condition of all insurance entities transac~a.ng

busi~.Ess in New Jersey, an
d all oiE these units in.c.luding OSR

report directly to mE and i
nsurance Director Peter L.

 Hartt. T

make phis certification. in 
further support of the Commi

ssioner's

application to place Free~.
ancers Consumer Operated an

d Oriented

Program of New Jersey, do9.ng business as Hea~.th Republic

Insurance of New Jersey ("F
reelancers"), into rehabili

tation.

2. FreeJ.ancers is a New Jersey mutual. health

insurance company licensed in tzansact commercial health

insurance business in New J
ersey since June 21, 2013.

3. Based upon the most recent 
information Freelancers

provided to the Department, Freelancers has 15,879 policies

(14,507 individual; 1,372 s
mall employer group) coveri

ng 34,950

Lives (25,934 individual; 
9,016 Sm~.ii employer group) in force

as of June 30, 206.

4. Freelancers was formed pursuant to the Consumer

Operated and Oriented Pla
n (CO-OP) Program establish

ed as a part

at the federal Patient P
rotection Grd Affordable Car

e Act, P.L.
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111-148 ("ACA"). The ACA's CO-OP Program provided loans to

faster the creatzan o~ consumer-governed, private, nonprofit

health insurers to offer qualifie
d health plans in the health

insurance exchanges created pursua
nt to the ACA.

5. Under the CO-OP Program, the Centers
 fox Medicare

and Medicaid Studies ("CMS") awa
rded Freelancers a start-up loan

of $14.7 m~~lion to fund its requi
red development activities and

a solvency loan of $94.3 million to provide the statutory

capital required to operate as a h
ealth insurer in New Jersey.

6. The ACA includes three programs -- risk

adjustment, reinsurance and risk
 corridors -- aimed at promoting

competition among insurers, and pricing and therefore market

stability. Most important for the purposes of this

certification, the risk adjustment 
("RA") program i.s a permanent

program that redistributes funds from health insurance plans

with "].owez-risk" (that is, 
hea~thzer} ~nro~.lees to p7.ans with

"higher-risk" (sicker) enrollees. 
On June 30, 2016, CMS advised

Freelancers that its liabila.ty to the RA program a.s $46.3

million.

7. Freelancers is insolvent and is in a hazardous

financial condition as detailed in
 this rehabilitation petition

and the Certification of Chief Insurance Examiner Schlesinger.

Briefly here, Freelancers' own proje
ctions show a negative cash

pos9.ti.on is ~.ikely Lo arise by the First quaxter of 2017 as

- 3



follows: cash on hand is proj
ected to be $19,763,250; Incurr

ed,

but not yet reported ("IBNR") claims projected to be

$37,031,000; thus resulting in
 a negative cash position tota

ling

$(17,267,750} by January 2017.

S. For these reasons and all oth
ers as set forth in

this rehabilitation petition, the Commissioner has determined

that it is necessary and appro
priate to place Freelancers in

to

court-supervised rehabilitation pursuant ~o N.J.S.A. 178:32-32

et seq. in order to protect its
 policyholders, creditors and t

he

public at large.

9. Despite this rapidly deteriorating liquidity

position, on or about August 
22, 2016, CMS netted a significa

nt

portion of freelancers' RA li
ability against CMS receivables

 in

accordance with CMS' guidance dated July 15, 2016. Attached

hereto as Exhibit A is a true
 and correct copy of CMS' July

 15,

2016 Netting Guidance.

10. In total, CMS netted app
roximately $21.2 million

from Freelancers' August receivables. Stated another way, in

August 2016, Freelancers was entitled to receive approxima~ely

$21.2 mi~l~on from CMS for rei
nsurance and advance premium 

tax

credits; however, Freelancers received nothing because CMS

applied those funds towards it
s ~zA liability. This means that

CMS reduced Freelancers' actua
l cash income by $21.2 million 

and

accelerated the decline of Fre
elancers' liquidity position,

~~



11. CMS has advised the Department that p
lacement of

Freelancers into r~habi~~tation will enable
 CMS to forgo further

netting upon our request. xt is the Department's understanding

that CMS' next scheduled netting wi11 occur on or about

September 20, 20I6. Therefore, placement o~ Freelancers into

rehabilitation pxior to that date is essen
tial to avoid further

loss of liquidity in the estate.

12. Additionally, placement of Freelancers intro

rehabilitation before September 20t2i is necessary to enable the

Cammissionex to take expeditious action to
 notify all interested

parties that Freelancers will nat operate in 2017. Individual

and sma11 employer policyholders wi1Z need 
time Co review and

shop for replacement coverage effective 
January Z, 2017. This

is essential to ensure ghat policyholders obtain replacement

covexage timely and thereby avoid lapses in covered medical

treatimen~ and to ensure that their new pl
ans fit their budgets

and contain their preferred and/or treating medical providers

and facilities.

13. Overall, placement of Freelancers into

rehabilitation is not only required by law, b
ut will enable the

Commissioner to timely marshal the company's assets, reduce

costs and hopefully take immediate steps to minimize any

eventual need for financial support from New Jersey Life and
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Health Insurance Guaranty Association ("LHIGA"), pursuant to

N.J.S.A. 17B:32A-1 et seq.

14. Importantly, Freelancers was provi
ded prior notice

of the Department's intent to seek reh
abilitation and the basis

for same. Freelancers consents to its placement into

rehabili.tatian and entry of the Order of Rehabilitation as

enclosed in this petition. Attached hereto as Exhibit ~ is an

~-mail Tram Thomas Dwyer, Interim Chief Executive Officer o£

Freelancers, dated September lI, 2016, 
evidencing this consent.

I certify that the foregoing atatemen~s 
made by me are

true. I am aware that .if ary of the fo
regoa.ng statements made by

me are w llf.ully false, T am subject to 
punishment.

~ /~- /~
KRISTINE A. MAURER

Assistant Di.x-ector of Insurance
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Certification of Kristine A. Maurer

in Support of N T Dept. of Brankin~ and Insurance's Petition for Rehabilitat
ion

of Freelancers

EXHIBIT A



p[:PARTMl;NT OF 1-fi:ALTI i ~c 1-IUMAN SCRV
ICE:S ''~~

Centers for Medicare &Medicaid Services 
~~

Center for Consumer Information and lnsurttn~e Overs
ight

200 lnde:pendence Avenue SW 
CFMf~SfORMEO1CA~t~MlOIGIDYIV(C7S

W~Shittgion, [)C 2Q20 I 
CENYE ~ 

~NSUR NCE OVE SICHT 
AYtOA

Date: July 15, 2016

Re: Netting of Payments and Charges under 45 CF'R
 156.12I 5

Under 45 CFR 156.1215, CM5 has the authority to net 
payments owed to issuers and their at~iliates

operating under the same tax identification number
 again,t amounts due to the Federal or State

governments from tl~t issuers and their aflili~tes 
under the same tvcpayer identilic~tion number

tor:
• advance payments of the premium tax credit and c

ost-sharing reductions;

• r~conciliatian uFcost-sharing reducticros;

• l~edtr~lly-facilitated Exchange user fees and fees fo
r Stag-based Exchanges utilizing the

}'ederal platform; and

• risk adjustment, reinsurance, and risk corridors paym
ents and charges.

CMS leas a policy of netting all of the above paym
ents and charges to efficiently operate these

programs and expeditiously support payments u
nder the premium sEnbilizatian programs,

including risk adjustment. Doing so permits CMS
 to make timely and complete payments to

issuers under the premium stabilization programs, w
hich we believe is important rar reducing the

incentives for is.~uers to avoid the sickest enrollees An
d for increasing issuers' ahility to maintain

premium stability.

There may, however, he circumstances when refra
ining from netting a particular payment will

have no impact on collections For or operations of 
the premium stabilization programs. In those

cases, CMS may elect not to net the payment. A S
tate department of insurance may reasonably

notify CMS that an issuer will be required to end cov
erage if advance payments are netted, but that

if CMS refrains from netting such payments, continue
d coverage would - in the State's view -- be

in the best interest of tl~e enrollees or the market, In 
those cases, CMS will refrain from netting

advance payments For the months for which the coverag
e would otherwise have been terminated.

Advance payments of the premium tax credit and c
ost-sharing reductions fund current coverage

of low-income enrollees; if coverage is ended, CM
S does not make those payments to the issuer

and therefore these payments would not be available
 for netting. !n such a circumstance, refraining

from netting these payments would not result in CM
S foregoing timely collection of funds that

would otherwise be available. Other payments and ch
arges that are subject to netting da not bear

the same relationship to current coverage; it would the
refore nut be appropriate to appty the same

policy to these other payments.



Certification of Kristine A. Maurer

in Support of N,T Dept. of Banlcin~ and Insurance's Petition for Rehabilita
tion

of Freelancers

EXHIBIT R



Maurer, Kristine

Frain: TWOMAS DWYER <TDwyert~healthrepubl~cnj.com>

Sent: Sunday, September 11, 701.b 10:40 PM

To: Hartt, Peter; Maurer, Kristine

Cc: Craig Domalewski

Subject: HRINJ

Qear Peter and Kristine:

Please accept this email in lieu of a more formal doc
ument in accordance with the Department's request

 for a

certification. As you know, the Company has expended 
significant time and effort to explore potential altern

atives to

the entry of an Order of Rehabilitation.

Unfortunately, ~bamacare and local market conditions
 have proven difficult to raise substantial capital nee

ded to

survive in my beloved New Jersey.

As a result, the Cpmpany consents to the entry of th
e Order of Rehabilitation, and will work cooperativel

y with the

Department to ensure that the interests of the Company'
s stakeholders are protected and to continue to purs

ue any

options far re-emerging to the marketplace in 2018.

strongly urge the Department to develop reforms to
 the NJ market that will ensure a competitive envi

ronment and

avoid a death spiral.

Respectfully submitted,

Tam Dwyer
cell: 73z-887-$269

THOMAS DWYER

Interim Chief Executive Officer

O: ~ C: 732-Sf37-8269 ~ Fax: 201.308.8605 TDwverC~healthret~ublicns.
com Send me a secure

message<httns://securecontact.me/%40newiers~y.heal
threpublic.us>

570 Broad St ~ Suite 1100 ~ Newark, NJ 07102 newjersey.healthrepubiic.us~htt
n://newiersey health~eUublic.us>

[~acebookJ<httQs:~/www•facebook.com/HealthReaubl
icNl> [Twitter] <htt s: twitter.com/HRI NJ> [~inkedin] 

<http:/Iwww.linkediǹ com/companYlhealth-republic insurance of-new-ierse
v>



CHRISTaPHER S. PORRINO

ATTORNEY GENERAL OF NEW J
~RS~Y

Richard J. Hughes Justice 
Complex

25 Market Street

P.O. Box 117

Trenton, New Jersey 08625

Attorney far Plaintiff,

Commissioner o~ the Depart
ment

of Banking and Insurance

By: William B. Punkas, Jr. (N
J Attorney ID# 014901976)

Deputy Attorney General

(609) 292-7669

William.Puskas~dol.lps.s~a
te.nj.us

SUPERIOR COURT OF NEW JERSE
Y

CHANCERY DIVISION-MERCER 
COUNTY

DOCKET NO. MER-C-

RICHARD J. BADOLATO,

COMMISSTON~R OF THE

NEW JERSEY DEPARTMENT O
F

BANKTNG AND INSURANCE,

Plaa.ntif f ,
Civil Action

v.

FREELANCERS CONSUMER

OPERATED AND ORIENTED

PROGRAM OF NEW JERSEY

D/B/A/ HEALTH REPUBLIC

INSURANCE OF NEW JERSEX,

CERTIFICATION OF RICHARD

SCHLLSINGER

Defendant.

RICHARD SCHLESINGER, of f
ull age, hereby cerCifie

s and

says:

1. I am the Chief Insuranc
e Examiner in the Office

of Solvency Regulation 
far the New Jersey Depar

tment of Banking



and Insurance ("the Department"}. My responsibilities include

monitoring and overseeing the financial condition of all

insurance entities transacting busi
ness in New Jersey. I make

this certification to explain the business of Freelancers

Consumer Operated and Oriented Program of New Jersey, doing

business as Health Republic Insurance of New Jersey

("Freelancers"}, and the financial
 reasons that support placing

Freelancers into rehabilitation.

2. The Office of the Commissioner of
 the Department

of Banking and Insurance ("Department") was created and now

exists pursuant to N.J.S.A. 17:1-1 
et seq•

3. The Department is responsible far
 the regulation

of, among a~hers, life and health
 insurance companies domiciled

in New Jersey.

4. Freelancers is a New Jersey health insurer

licensed to transact insurance business in New Jersey.

Freelancers was formed as a mutu
al health insurance company on

May 1, 2p13, and authorized to transact health insurance

business as o£ June 21, 2013.

5. Based upon the most recent informati
on Freelancers

provided to the Department, Freelancers has 15,8?9 policies

(14,507 individual; 1,372 small emp
loyer group) covering 34,950

lives (25,934 individual; 9,016 sma
ll employer groupy in force

as of June 30, 2016.

2



BACKGROUND

5. Freelancers was formed pursuant ~o the Consumer

Operated and OrienCed Plan (CO-OP} Program established as a part

of the federal Patient Protection and Affordable Care Act, P.L.

111-148 ("ACA"). The ACA's CO-OP Program provided ~aans to

faster the creation of consumer-governed, primate, nonprofit

health insurers to offer qualified health plans in the health

insurance exchanges created pursuant to the ACA.

7. Under the CO-OP Program, the Centers for Medicare

and Medicaid Studies ("CMS") awarded Freelancers a start-up loan

of $14.7 million to fund its required development activities and

a solvency loan of 594.3 million ~a provide the statutory

capital required to operate as a health insurer in New Jersey.

8. Freelancers entered the New Jersey individual and

small employer markets for policy year 2014, and the carrier has

not madam a net profit during any year of ids operation.

9. The ACA prohibits health insurers tram denying

coverage ar charging hzgher premiums to i:~dividuals based on

preexisting health conditions. Because o~ concerns that

insurers might try to avoid sicker enrollees and uncertainty as

to how to properly price coverage as new people entered the

market, the ACA included three provisions -- risk adjustment,

reinsurance and risk corridors -- that were intended to promote

- 3 -•



competition among insurers that pa
rticipaCe in the exchanges and

promote market stability.

10. The risk adjustment program i
s a permanent program

that redistributes funds f rom health insurance plans with

"lower-risk" (that is, healthier) enrgllees to plans with

"highex-risk" (sicker} ~n~allees
. The reinsurance program is a

temporary three-year (2014 - 2p16) program that provides

reinsurance funded by federal monies for plans that enroll

hzgher-cost individuals. The risk corridor program is an
other

temporary three-year (2014 - 2016) program that limits an

insurer's lasses and gains beyon
d an allowable range. A11 three

of these programs are administe
red by CMS.

11. As a new company breaking into the New Jersey

hea~~h insurance market, Freelancers experienced significant

compliance and operational diffic
ulties as evidenced by Consent

order No. E14-124 and Consent Order No. EIS-106. Now,

Freelancers is experiencing seri
ous financial difficulties such

that the insurer is in a hazardous financial condition as

detailed herein.

12. During the 2016 plan year Fre
elancers' financial

condition has deteriorated despite its draw of the remaining

$10,000,300 of its solvency lo
an from CMS. Briefly, this has

included the following:

_ q



a. The utilization volume and severity of claims for

Freelancers' 2016 membership has trended significantly above

projections and Continues to rise. It is anticipated that this

trend will persist as member utilization of health coverage

tends to increase throughout a plan year and the amount of

member cast-sharing decreases as members reach maximum 
out-of-

pocket cosh Zimitations under law.

b. On June 30, 2016, CMS issued Freelancers' Risk-

Adjustment bill for the 2015 plan year totaling $4b.3 
million.

c. Freelancers' own projections show a negative cash

position is likely to arise by the fixst quarter of 2017 as

follows: cash on hand is projected to be $19,763,250; 
Incurred,

but not yet reported ("IBNR") claims projected to be

$37,031,000; thus resulting in a negative cash positio
n totaling

$(17,267,750} by January 2017.

d. Freelancers' year-to-date net loss through June

30, 2016 is S(5$,956,461).

e. Freelancers' capital and surplus as of December

31, 2015, was $33,697,215, but decreased Go $(14,411,
124) as of

June 30, 2016.

~3. In fight of this, the Commissioner finds that

Freelancers' financial condition, as mare particularly
 described

below, has deteriorated, such that any further transaction of

business by freelancers would be hazardous financially to its

- 5 -



poXzcyholders, cred~~oxs or the public. Based on this finding,

the Commissioner has determined ghat it is necessary to place

Freelancers into rehabilitation.

FREELANCBR5 IS TNSOLVBNT

14. N.J.S.A. 17B:32-33 defies "insolvency" or

"insolvent" to mean that an insurer's admitted assEts do not

exceed its liabilities plus its required capital and surplus.

15. Based on financial information provided to the

Department by Freelancers, as of June 30, 2016, Freelancers has:

admitted assets of $113,898,588, liabilities of $128,309,712,

and is required to maintain a minimum of capital and surplus of

$9,087,000 for a total required capital and surplus of

$137,396,712.

16. Freelancers' J.a.abilities and required capital and

surplus exceed its admit~.ed assets by $23,498,124. Accordingly,

Freelancers is insolvent as defined by statute and the court

shou~.d enter a declaration of insolvency.

FRE$LANCERS IS IN A HAZARDOUS FINANCIAL CONDITION

~.7. The provisions of N.J.A.C. ].1:2-27, a subchapter

entit7.ed "DETERMINATION OF INSURERS IN A HAZARDOUS FINANCIAL

CONDITION", provide a list of factors that the Commissioner may

consi.d~r in determining whether an insurer zs in a hazardous

financial condition.

.. ~ _



18. N.J.A. C. 11:2-27.3 (a) sets forth 34 factors to be

considered "either singly or in a combination of two or more, in

determining whether an insurer i.s in a hazardous :Financial

condition."

].9. A finding that an a.nsurer is in a hazardous

financial condition consti,tu~es grounds £or rehabilitation under

N.J.S.A. 17B:32-41a.

20. N.J.A.C. 7.1:2-27.3(a)1 provides that the

Commissioner shall consider adverse findings reported in

financial condition reports, audit reports, and actuarial

opinions, reports ar summaries.

21. Based on financial condition reports submitted to

the Department, Freelancers' capita]. and surplus as of December

31, 2015, was $33,597,21.5, but decreased to $(14,411,7.24) as of

June 30, 20I6.

22. Several factors accounted for this rapid decrease

in surplus. As noted above, the ACA created various programs to

smooth carriers' experience under the new federal law. The risk

adjustment program redistributes finds from health insurance

plans with healthier enrolleEs in a given policy year to plans

with sicker enrollees during that same policy year. On June 30,

201.6, CMS advised Freelancers that its risk adjustment payable

liability for the individual and small group health benefits

plans issued in 2015 increased from a projected liability of

- 7 -



$17,138,000 as of December 31, 2015, to a
n actual liability of

$46,318,191.

23. Freelancers also experienced a decrease in its

reinsurance payment receivable from CMS 
from $32,314,125 as of

December 31, 2015, to $26,089,768 as of June
 30, 2016.

24. Freelancers also experienced an increase in its

unpaid clazms (IBNR [incurred but not re
ported]) liability from

$28,412,$75 as of December 31, 2015, to 
$41,556,291 as of June

30, 2016.

25. The above three items decreased Freelancers'

surplus by a total of $48,547,964. This amount was offset by a

solvency loan payment received from CMS of $10,000,3x4,

resulting in a total quantified financial deteriaratian of

538,547,664, which comprises 80% of the total reduc-ion ?.rz

Freelancers' suxplus of $48,108,339. As noted above, this

zesu~ts in Freelancers' having negative s
urplus of $(14,411,124)

as of June 30, 20 6, thus necessitating the Commissioner's

petition fox Rehabilitation.

26. Based on those adverse findings as to Fr
eelancers'

negative suxplus, the Commissioner has determined that

Freelancers is in a hazardous financial con
d_tion under N.J.A.C.

11:2-27.3 (all.

27. Based on financial condition reports 
submitted to

the Department, Freelancers' net loss for 2
015 was $(17,560,987)

- 8 -



and its year-to-date net lass through June 30, 206 is

$(58,956,461).

28. Based on those adverse findings regarding

Freelancers' net losses, the Commissigne~ has determined that

Freelancers is in a hazardous financial condition under N.J.A.C.

11:2-27.3(a)1.

29. N.J.A.C. 11:2,27.3(a)3 provides that the

Commissioner shall consider whether the insurer has made

adequate provision for its anticipated required cash flows.

30. Based on financial condition reports submitted to

the Department, Freelancers estimates its cash position at

January 2, 2017, will be $19,763,250. It also estimates its

lability for IBNR claims to be $37,03X,000. Thus, freelancers

cash flows and liquidity axe estimated to be negative in the

£first quarter of 2017.

31. Based on those adverse findings as to Freelancers'

anticipated requixed cash flows, the Commissioner has determined

that Freelancers is in a hazardous financial condition under

N.J.A.C. 1~:2-27.3(a)3.

32. N.J.A.C. 11:2-27.3(a)4 provides that the

Commissioner shall consider a finding that the insurer's asset

portfolio "is not of sufficient value, liquidity, or diversity

to assure the [insurer's) ability to meet its outstanding

obligations as they mature."

- 9



33. Based on financial condzt~on reports submitted to

the Department, Freelancers' admitted assets as of June 30,

2016, are $113,898,588 and ids total liabilities are

$128,309,712, resulting in negative surplus of ${14,4x1,X24).

Accordingly, Freelancers' asset partfnlio is inad
equate to meet

its outstanding obligations as they mature.

34. eased on those findings regarding Freelancers`

asset portfolio, the Commissioner has determined that

Freelancers is in a hazardous financial condi
tion under N.~7.A.C.

11:2-27.3(a)4.

35. N.J.A.C. 11:2-27.3(a)6 i~vo~ves a finding that t
he

insurer's operating loss in the lash 12 month period or any

shorter period of time, including but not limit
ed to net capital

gain or loss, change in non-admitted assets and 
cash dividends

to shareholders, is gxea~er than 50 percent of the insurer's

remaining surplus as regards policyholders in excess of the

minimum required.

36. Based an financial condition reports submitted 
to

the Department, Freela~c~rs' 2016 year-to-date operating loss

through June 30, 2016 is S(58,956,961). Its remaining surp~us

is $ 04,411,124}. Thus, Freelancers' operating loss in ~_he las._

six months is greater khan 5Q percent of its remai
ning surplus.

37. Based ~n those findings regarding Freelancers'

operating loss, the Commissioner has determined
 that Freelancers

10 -



is in a ha2axdaus financial condition under N.J.A.C. 11:2-

27.3 (a)&.

38. N.J.A.C. 11:2-27.3(a)7 involves a finding that the

insurer's operating loss in the last twelve-month period 
or any

shorter period of time, excluding net capital gains, is
 greater

than 20 percent of such insurer's remaining surplus as 
regards

policyholders in excess of the minimum required.

39. Based on financial condition reports submitted to

the Department, Freelancers' 201b year-to-date operating loss,

excluding net capital gains, through June 30, 2016, is

$(59,974,577). Tts remaining surplus is $(14,411,124). Thus,

Freelancers' operating loss, including net capital gains
, in the

last six months is greater than 20 percent of its remaining

surplus.

40. Based on those findings regarding Freelancers'

operating loss, excluding net capital gains, the Commissioner

has determined that Freelancers is in a hazardous financial

condition under N.J.A.C. 11:2-27.3(x)7.

41. N.J.A.C. 11:2-27.3(x)9 involves a finding that

contingent liabilities, pledges or guarantees involve a total

amount that, in the opinion of the Commissioner, may 
affect the

solvency of the insurer.

42. Based on financial condition reports submitted to

the Department, as of dune 30, 2016, Freelancers has li
abilities

-- 11 -



totaling $128,309,712, but admitted assets of only $13,898,588,

and thus is ins~lven~. Accordingly, the Commissioner has

determined that freelancers' solvency has been negatively

affected.

43. Based on those findings as to Freelancers'

insolvency, the Commissioner has determined that Freelancers is

~n a hazardous financial condition under N.J.A.C. 11:2-

27.3(a)9.

~4. N.J.A.C. 11:2-27.3(x)17 involves a finding that

the insurer has experienced ar will experience in the

foreseeable Future cash flow or liquidity problems.

45. Based on financial condition reports submitted to

the Department, Freelancers estimates its cash position at

January 2, 2017 will be $19,763,250. Tt also estimates its

liability for IBNR claims to be $37,031,000. Accordingly, the

Commissioner finds that Freelancers wi11 experience cash flow or

3iquidity problems in the foreseeable future.

46. Based on those findings as to Freelancers' cash

flow and liquidity, the Commissioner has determined that

Freelancers is in a hazardous financial condition under ~.J.A
.C.

11:2-27.3{x}17,

47. Freelancers' capital and surplus as of as of June

30, 2016, is negative, thus resulting in a negative Risk-Ba
sed

Capital ratio below mandatory con~roZ level pursuant to N.J.A.C.

- 12 -



11:2-39.1 et seq., and which requires the Commissioner take

actions necessary to Cause a damest~c insurer or HMO to be

placed und~z regulatory control pursuant to the 
Life and Health

Insurers Receivership Act, N.J.S.A. 17B:32-31 et s
eq.

THE NEED TO PLACE FREELANCERS IN REHABILITATION

48. Far these reasons, the Commissioner has det
ermined

that it is necessary and appropriate to place Freela
ncers into

court-supervised rehabilitation pursuant to N.J.S.A. 17B:32-31

et seq. in order to protect its policyholders, cr
editors and the

public at large.

49. Placement of Freelancers into rehabilitation now

will enable the Commissioner protect its pal9.cyh
o~.ders and the

providers who have ren.dex'ed medical treatment to those

policyholders by taking control. of the operations of the

carxier, marshalling its assets, reducing its costs and

beginning the process of an orderly wind-down 
with termination

of alb health benefits plans by December 37., 2016.

50. Placement of Freelancers into rehabi~.ita~ion now

will enable the Commissioner to act expeditiously to provide

notice to all Freelancers' policyholders, both individual and

small employer policyholders, of the terminati
on of their plans

at year-end and enable those individual consumers ~o make an

orderly and informed transition to new carriers 
during the 2017

plan year open enrollment which begins c~i~ NoJember 1, 2016.

- 13



Small employers are not limited to an op
en enrollment period and

may apply for a replacement small employer plan from another

carrier at any time.

51. Placement of Freelancers into rehabilitation now

will prevent the carrier from proceeding to seii plans into

policy year 2017 and avoid a probable 
mid-year 2017 wind-down

that would require movement of policyholders to new carriers

during a special enrollment period, t
hus causing confusion and

market uncertainty.

52. Placement of Freelancers into rehabilitation now

is nit only required by law, but will
 enable the Commissioner to

fake immediate actions ~o minimize any eventual need for

financial support_ from New Jersey Life and Health Insurance

Guaranty Association ("LH1GA"), pursua
nt to N.J.S.A. 17B:32A-1

et seq.

Z certify that the foregoing statements
 made by me are

true. I am aware that if any of the fo
regoing statements made by

me are wil~`u~ly false, I am subject to 
punishment.

w

RICHARD SCHLESINGE

Chief Insurance Examiner

dated: September __~,~, 2 16

- ]. ~~ -
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September 12, 2016

DELIVERED BY HAND

Hon. Paul Innes, P. J.Ch.D.

Mercer County Civil Courts Buil
ding

175 S. Broad Street, 4th Floor

Trenton, NJ 08650

(:HRIS'COPI~CIi. S. PORI~INO

Atlorncy Gc~reral

MICIIIsLLI: L. Mn,I,LR
f~CI•C7Lg DLl'CCLO7'

Re: RICHARD J. BADOLATO, Commissio
ner of the

Department of Banking and Insu
rance

of New Jersey, vs.

FREELANCERS CONSUMER OPERATED 
AND ORIENTED

PROGRAM OF NEW JERSEY d/b/a H
ealth

Republic Insurance of New Jer
sey

Doc)cet No . C-

Dear Judge Inner:

Please accept this letter brief in support of the

Petition for Rehabilitation 
of Freelancers Consumer Operat

ed And

Oriented Program of New Jer
sey d/b/a Health Republic I

nsurance

of New Jersey ("Freelancers") filed by the Commissioner of

Banking and Insurance ("Co
mmissioner") Along with this letter

brief, the Commissioner relies on the Certification of Chief

Insurance Examiner Richard 
Schlesinger. We are also submitting

to the court a form of Order
 to Show Cause, Verified Co

mplaint,

1-Zi1(iEli:S cTUS'1'ICI's COMPI.P:a ~ ~rT.LF.P1tONE: (6U~)
 232-76G~J ~ I'A~: (~09) 777-3503

~Ver.0 .Jersey Is Apt. I'gtcCtl Opporttwti.Gy 
Employer • Prr:Jitec( opt Recycled Pape

r canal Recycltrble
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Page 2

a form of Order of Rehabilitation
. As set forth below, due to

the increasingly rapid deteriorat
ion of Freelancers's financial

condition and resulting insolvency, the Commissioner

respectfully requests that Your 
Honor consider the petition on

an expedited basis. Importantly, as evidenced by the e-mail

from CEO Thomas Dwyer dated September 11, 2016, Freelancers

consents to placement of the company into rehabilitation

pursuant to N.J.S.A. 17B:32-31 et seq. as proposed in the

enclosed form of Order of Rehabilitation. Certification of

Kristine Maurer ("Maurer Cert.")
, X14 and Exhibit B.

Freelancers is a New Jersey-do
miciled health insurance

company. As set forth in the accompan
ying Certification, the

Commissioner has determined that Freelancers is insolvent and

its financial condition is s
uch that its further transac

tion of

business would be hazardous financially to its policyholders,

creditors and the public. The Commissioner therefore

respectfully requests that the court grant this petition and

enter the Order to Show Cause
 and, ultimately, a Declarat

ion of

Insolvency and Order of Rehabilitation before September 20,

2016. Swift placement of Freelance
rs into rehabilitation will

enable the Commissioner to best protect the interests of

Freelancers' policyholders, 
their treating medical provide

rs who

are entitled to payment for
 covered medical services, an

d the

public, and is essential to 
avoid further deterioration 

of the
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company's financial condition - especially its liquidity.

Moreover, Freelancers consents to their placement into

rehabilitation.

STATEMENT OF FACTS AND PROCEDURAL
 HISTORY

Freelancers is a New Jersey hea
lth insurer licensed to

transact insurance business in New Jersey. Freelancers was

formed as a mutual health insu
rance company on May 1, 2013, 

and

authorized to transact health
 insurance business as of June 

21,

2013. See Certification of Richard Schlesinger ("Schlesinger

Cert."), ¶4. Based upon the most recent in
formation Freelancers

provided to the Department, Freelancers has 15,879 policies

(14,507 individual; 1,372 sma
ll employer group) covering 

34,950

lives (25,934 individual; 9,0
16 small employer group) in

 force

as of June 30, 2016. Schlesinger Cert., ¶5.

Freelancers was formed pursuant to the Consumer

Operated and Oriented Plan (
CO-OP) Program established as 

a part

of the federal Patient Protec
tion and Affordable Care Act, 

P.L.

111-148 ("ACA") The ACA's CO-OP Program provided loans to

foster the creation of consumer-governed, private, nonprofit

health insurers to offer quali
fied health plans in the he

alth

insurance exchanges created pu
rsuant to the ACA. Schlesinger

Cert., ¶6.

Under the CO-OP Program, the 
Centers for Medicare and
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Medicaid Studies ("CMS") award
ed Freelancers a start-up loa

n of

$14.7 million to fund its requi
red development activities an

d a

solvency loan of $94.3 million
 to provide the statutory ca

pital

required to operate as a health insurer in New Jersey.

Schlesinger Cert., ¶7. Freelancers entered the New Jersey

individual and small employer markets for policy year 2014.

Schlesinger Cert., ¶8.

The ACA prohibits health insurers from denying

coverage or charging higher premiums to individuals based on

preexisting health conditions. Because of concerns that

insurers might try to avoid s
icker enrollees and uncertaint

y as

to how to properly price coverage as new people entered the

market, the ACA included three provisions -- risk adjustment,

reinsurance and risk corridors
 -- that were intended to promote

competition among insurers that
 participate in the exchange

s and

promote market stability. Schlesinger Cert., ¶9.

The risk adjustment program is a permanent program

that redistributes funds from health insurance plans with

"lower-risk" (that is, healthier) enrollees to plans with

"higher-risk" (sicker) enrolle
es. The reinsurance program is a

temporary three-year (2014 - 2016) program that provides

reinsurance funded by federal monies for plans that enroll

higher-cost individuals. The risk corridor program is
 another

temporary three-year (2014 - 2016) program that limits an
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insurer's losses and gains
 beyond an allowable range

. All three

of these programs are admini
stered by CMS. Schlesinger Cert.,

¶10.

As a new company breaking
 into the New Jersey heal

th

insurance market, Freelance
rs experienced significant

 compliance

and operational difficulti
es as evidenced by Consen

t Order No.

E14-124 and Consent Order No. E15-106. Now, Freelancers is

experiencing serious financial difficulties such that the

insurer is in a hazardous financial condition. Schlesinger

Cert., ¶11.

During the 2016 plan year Freelancers' financial

condition has deteriorated despite its draw of the remaining

$10,000,300 of its solvency loan from 
CMS. Freelancers' own

projections show a negat
ive cash position is lik

ely to arise by

the first quarter of 201
7 as follows: cash on h

and is projected

to be $19,763,250; incurred, but not yet reported ("IBNR")

claims projected to be $
37,031,000; thus resulti

ng in a negative

cash position totaling $(17,267,750) by January 2017.

Freelancers' year-to-date net loss through June 30, 2016 is

$(58,956,461). Freelancers' capital and
 surplus as of Decembe

r

31, 2015, was $33,697,215
, but decreased to $(1

4,411,124) as of

June 30, 2016. Schlesinger Cert., ¶12.

Despite this rapidly det
eriorating liquidity po

sition,

on or about August 22, 2
016, CMS netted a signi

ficant portion of
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Freelancers' RA liability against
 CMS receivables in accordance

with CMS' guidance dated July 15, 
2016. In total, CMS netted

approximately $21.2 million from
 Freelancers' August receivables

for reinsurance and advance premium tax credits. This means

that CMS reduced Freelancers' actual cash income by $21.2

million and accelerated the decline of Freelancers' liquidity

position. CMS has advised the Department that placement of

Freelancers into rehabilitation
 will enable CMS to forgo furth

er

netting. It is the Department's underst
anding that CMS' next

scheduled netting will occur on or about Septem
ber 20, 2016.

Therefore, placement of Freelan
cers into rehabilitation prior

 to

that date is essential to avoi
d further loss of liquidity in 

the

estate. Maurer Cert., ¶9-11.

In light of this, the Commissioner finds that

Freelancers' financial conditi
on, as more particularly descri

bed

below, has deteriorated, such that 
any further transaction of

business by Freelancers would be hazardous financially to its

policyholders, creditors or th
e public. See, Maurer Cert., ¶12-

13. Based on this finding, the C
ommissioner has determined that

it is necessary to place Free
lancers into rehabilitation b

efore

September 20, 2016. Schlesinger Cert., ¶13; Maure
r Cert., ¶9-

11. As stated above, Freelancers 
has consented to this action

.

Maurer Cert., ¶14 and Exhibit 
B.
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I. A DECLARATION OF INSOLVENCY SHOULD BE

ISSUED BY THE COURT BECAUSE FREEHOLDERS'

LIABILITIES AND REQUIRED CAPIT
AL AND SURPLUS

EXCEED TTS ADMITTED ASSETS, MEETING THE

STATUTORY DEFINITION OF "INSOLVE
NT'.

An insurer is insolvent under t
he New Jersey Life and

Health Rehabilitation and Liquid
ation Act, N.J.S.A. 17B:32-31 

to

-92,` ("the Act"), if its admitted assets do not exceed its

liabilities plus its capital and surplus as required by law.

N.J.S.A. 17B:32-33. Freelancers' liabilities plus
 its required

minimum capital and surplus exc
eed its admitted assets by $2

3,

498,124. Schlesinger Cert., ¶¶14-16. Thus, Freelancers is

insolvent under the Act, and 
a Declaration of Insolvency s

hould

be issued.

II. THE ORDER OF REHABILITATION SHOULD BE

GRANTED BECAUSE THE COMMISSIONER HAS SHOWN

THAT FREELANCERS' FINANCIAL CONDITION IS

SUCH THAT FURTHER TRANSACTION
 OF BUSINESS BY

FREELANCERS WOULD BE HAZARDOUS TO ITS

POLICYHOLDERS, ITS CREDITORS, AND THE

PUBLIC.

The Act authorizes the Commissioner to petition the

Superior Court for an Order o
f Rehabilitation "if an insur

er is

in a condition such that its further transaction of business

would be hazardous financiall
y to its policyholders, credi

tors

or the public." N.J.S.A. 17B:32-41a. In addition, N.J.A.C.

11:2-27.3 sets forth factors that the Commissioner "shall
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consider ..., either singly or in a combination 
of two or more, in

determining whether an insurer is in a hazardous financial

condition." N.J.A.C. 11:2-27.3(a).

Based on an analysis of the inform
ation set forth in

Freelancers's financial statements p
rovided to the Department of

Banking and Insurance, the Commissioner has determined that

Freelancers is in a hazardous fin
ancial condition. Schlesinger

Cert., ¶¶17-47. Among other factors, Freelancers
 has negative

surplus; an inadequate cash flow and asset portfolio; and is

operating at a net loss. Ibid. Freelancers' own projections

show a negative cash position is
 lilcely to arise by the first

quarter of 2017 as follows: cash on hand is projected to be

$19,763,250; IBNR claims are pr
ojected to be $37,031,000; thus

,

resulting in a projected negative cash position totaling

$(17,267,750) by January 2017. Schlesinger Cert., ¶12.

Additionally, Freelancers' year-to-date net loss through June

30, 2016 is $(58,956,461). Ibid. Moreover, Freelancers'

capital and surplus as of Dece
mber 31, 2015, was $33,697,215,

but decreased to $(14,411,124) as of June 30, 2016. Ibid.

Lastly, Freelancers' Risk-Based Capital ratio is at mandatory

control level. Schlesinger Cert., ¶47. Pursuant to N.J.A.C.

11:2-39.7, in the event of a 
mandatory control level event "th

e

Commissioner shall take actions 
necessary to cause a domestic

insurer or HMO to be placed und
er regulatory control pursuant t

o
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[the Life and Health Insurers Receivership Act], N.J.S.A.

17B:32-31 et seq."

Accordingly, granting of this r
ehabilitation petition

is mandated under law and it is 
necessary for the protection o

f

Freelancers's members, credito
rs, and the public. An Order of

Rehabilitation will allow the Commissioner to run-off

Freelancers' business and prev
ent further accumulation of de

bts.

Therefore, the Commissioner re
quests that this court immedi

ately

declare Freelancers to be insolvent and issue an Order of

Rehabilitation, especially in
 light of the Freelancers' c

onsent

to this action.

The enclosed form of Order t
o Show Cause also provides

for the temporary injunctive relief of imposing a stay on

litigation involving Freelancers. The court is authorized to

issue such injunctions as are 
necessary to prevent interfere

nce

with the liquidation proceedin
g, waste of the carrier's asset

s,

or the creation of preferences. N.J.S.A. 17B:32-35. Extending

the stay until the return date 
of the Order to Show Cause is 

in

the public interest because it m
aintains the status duo.

An immediate declaration that 
Freelancers is insolvent

and court approval to rehabilitate Freelancers are consistent

with the grounds set forth in N.J.S.A. 17B:32-33 and -41.

Furthermore, the Commissioner's decision to rehabilitate an

insurer is entitled to substantial deference because of the
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specialized nature of insurance generally and 
specifically, as

here, in light of the Commissioner's financial expertise in

making this type of decision. In re Assignment 
of Exposures to

the Aetna Cas. & Sur. Co., 248 N.J.Super. 367,
 376 (App. Div.),

certif. denied, 126 N.J. 385 (1991), cert. denied, 502 U.S.

1121, S. Ct. 1244, 117 L. Ed. 2d 476 (1992); IFA Ins. Co. v.

N.J. Dept. of Ins., 195 N.J. Super. 200, 208 (App. Div.),

certif. denied, 99 N.J. 218 (1984). The Appellate Division

reasoned in Fortunato v. N.J. Life Ins. Co.,
 254 N.J.Super. 420,

425-26 (App. Div.), certif. denied, 126 N.J. 386 (1991), that

because an insurance company's financial solvency necessarily

threatens the justifiable interests of 
policyholders, creditors

and the public, the Commissioner's "informed prediction"

regarding the company's financial condit
ion should be upheld if

it is neither "arbitrary nor unreasonable.
"

The Commissioner's decision to petitio
n this court for

rehabilitation is reasonable and necessary. First, Freelancers

is insolvent and the Department is com
pelled by state law to

place the carrier under its control. Freelancers is also in a

hazardous financial condition under multiple factors in the

Department's rules. The magnitude and sp
eed of the deterioration

of Freelancers' financial condition and the company's consent

supports the Commissioner's determinatio
n that rehabilitation is

necessary.
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Second, the Commissioner must prot
ect the interests of

its policyholders, creditors and 
the public by petitioning to

rehabilitate the company, and it i
s essential that entry of the

Rehabilitation Order occur before September 20, 2016. Prompt

rehabilitation of Freelancers w
ill allow the company to be run

-

off in an orderly manner that w
ill both protect policyholders

and other claimants, and maximize assets for potential

creditors. Placement of Freelancers into rehabilitation now

will enable the Commissioner 
protect its policyholders and 

the

providers who have rendered medical treatment to those

policyholders by taking control of the operations of the

carrier, marshalling its assets, reducing its costs and

beginning the process of an 
orderly wind-down with termi

nation

of all health benefits plans by December 31, 2016.

Additionally, it will enable
 the Commissioner to hopeful

ly stop

any further netting of receiva
bles from CMS that is schedul

ed to

occur in September because such netting greatly worsens

Freelancers' liquidity position going forward. Placement of

Freelancers into rehabilitation now will also enable the

Commissioner to act expeditiously to provide notice to all

Freelancers' policyholders, both individual and small 
employer

policyholders, of the termi
nation of their plans at year

-end and

enable those individual consumers to make an orderly and

informed transition to new 
carriers during the 2017 p

lan year
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open enrollment which begins on November 1, 2016. Small

employers are not limited to an open
 enrollment period and may

apply for a replacement small employer p
lan from another carrier

at any time.

Finally, the public interest strongl
y favors granting

the Commissioner's Petition for Rehab
ilitation. The Commissioner

is charged with protecting the interests of Freelancers'

policyholders, claimants, and credit
ors, as well as those of the

general public. N.J.S.A. 17B:32-31. Rehabilitation proceedings

for financially troubled insurers a
re an essential part of the

regulation of the business of ins
urance in this State. N.J.S.A.

17B:32-32b(7) ("Proceedings in ca
ses of insurer insolvency and

delinquency are deemed an integral aspect of the business of

insurance and are of vital public interest and concern.").

Rehabilitation of Freelancers now is in the broader public

interest because it will prevent 
the carrier from proceeding to

sell plans into policy year 2017 
and avoid a probable mid-year

2017 wind-down that would requi
re movement of policyholders to

new carriers during a special enrol
lment period, thus causing

confusion and market uncertainty
. Additionally, rehabilitation

of Freelancers now will enable the Commissioner to take

immediate actions to minimize any eventual need f
or financial

support from New Jersey Life and Health Insurance Guaranty

Association ("LHIGA"), pursuant t
o N.J.S.A. 17B:32A-1 et seq.
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For all of the foregoing reasons, the Commissioner

requests that the court approve
 the Commissioner's petition t

o

rehabilitate Freelancers before
 September 20, 2016.

Respectfully yours,

CHRISTOPHER S. PORRINO

ATTORNEY GENERAL OF NE~~$RSEY

William B. Puskas, Jr.

Deputy Attorney Genera
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Commissioner of the Departmen
t
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By: William B. Puskas, Jr. (NJ Att
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Deputy Attorney General

(609) 292-7669

William.Puskas~lps.state.nj.u
s

SUPERIOR COURT OF NEW JERSEY

CHANCERY DIVISION-MERCER COUNT
Y

DOCKET NO. MER-C-

RICHARD J. BADOLATO,

COMMISSIONER OF THE

DEPARTMENT OF BANKING AND

INSUF2ANCE OF NEW JERSEY,

Plaintiff,
Civil Action

v.

FREELANCERS CONSUMER OPERATE
D

AND ORIENTED PROGRAM OF NEW

JERSEY D/B/A HEALTH REPUBLIC

INSURANCE OF NEW JERSEY,

ORDER OF REHABILITATION

Defendant.

This matter having been opened to the Court by

Christopher S. Porrino, Attorney General of New Jersey, by

William B. Puskas, Jr., Depu
ty Attorney General, as att

orney for



Richard J. Badolato, the Commissioner of the Department of

Banking and Insurance ("Commissioner"), on application for an

Order to be entered: (a) declaring Freelanc
ers Consumer Operated

and Oriented Program of New Jersey d/b/a Health Republic

Insurance of New Jersey ("Freelancers") to be insolvent; (b)

directing the Commissioner to rehabilit
ate Freelancers; and (c)

permanently enjoining all persons and entities from pursuing

litigation against Freelancers or from interfering with the

Commissioner's efforts to rehabilitate Freelancers, and the

Court having considered the Commissioner's application, the

Court hereby finds that:

A) Freelancers is an insurance compan
y domiciled in

the State of New Jersey and gover
ned by the provisions of Title

17B of the Statutes of New Jersey.

B) This Court has general jurisdiction over this

proceeding pursuant to N.J.S.A. 17B:
32-31 to -92.

C) The written and published notice 
of the Petition

for Rehabilitation to interested persons evidenced by the

Affidavit and Notice filed with th
e Court constitutes the best

notice practicable under the circumstances and meets the

requirements of due process concer
ning such notice.

D) Sufficient grounds exist pursuant to N.J.S.A.

17B:32-41a and -33 for entry of an
 Order of Rehabilitation and

- 2 -



Declaration of Insolvency, and such Order of Rehabilitation

should be entered pursuant to N.J.S.A. 17B
:32-42.

It is, therefore, on this day of

2016, ORDERED:

1. Pursuant to N.J.S.A. 17B:32-31 and -41a,

Freelancers is deemed to be insolvent an
d is in such a condition

that its further transaction of busine
ss will be hazardous to

its policyholders, to its creditors, and
 to the public.

2. The Commissioner and his successors in
 office are

appointed as Rehabilitator of Freelancers (hereinafter as

"Rehabilitator") with all the power 
and authority expressed or

implied by N.J.S.A. 17B:32-31 to -92, including the power to

appoint and recompense a Deputy Rehabilitator pursuant to

N.J.S.A. 17B:32-43. The Deputy Rehabilitator shall have no

personal liability for his acts or o
missions in connection with

his duties as Deputy Rehabilitator
 provided that such acts or

omissions are undertaken or committe
d in good faith and without

willful misconduct, or willful, wa
nton, or gross negligence or

criminal intent. The Deputy Rehabil
itator shall not be deemed to

be an employee of the State of New
 Jersey and accordingly shall

not be subject to the provisions 
of the New Jersey Tort Claim

Act, N.J.S.A. 59:1-1 et seq• All expenses and costs incurred by

the Deputy Rehabilitator in connec
tion with lawsuits against him

in his personal capacity shall, subject to the prior written

- 3 -



approval of the Commissioner, be paid out of the funds and

assets of Freelancers, provided that such l
awsuits are not the

result of any bad faith, willful miscondu
ct, gross negligence,

or criminal actions on the part of the Deputy Rehabilitator.

The Commissioner as Rehabilitator may also ap
point and employ

such counsel, clerks, professionals (e.g. actuaries,

accountants, etc.), and assistants as deemed necessary in

connection with the rehabilitation of F
reelancers. All persons

appointed by the Commissioner shall se
rve at the pleasure of the

Commissioner.

3. The Rehabilitator is hereby vested w
ith title to

all assets of Freelancers, including
 but not limited to any of

Freelancers' contracts, causes of ac
tion, books, records, bank

accounts, certificates of deposits,
 funds, securities, or other

funds, and all real or personal property of any nature,

including furniture, fixtures, and office supplies, wherever

located, including such property of Freelancers which may be

discovered hereafter, and is hereb
y directed to take immediate

and exclusive possession and control of same. The filing or

recording of this Order with the Cl
erk of this Court and with

the recorder of deeds of the jurisdi
ction in which Freelancers'

corporate administrative offices ar
e located or, in the case of

real estate, with the recorder of deeds of the jurisdictions

where the properties are located, 
shall impart the same notice

- 4 -



as would be imparted by a deed, bill of sale, o
r other evidence

of title filed or recorded. Except as otherwise indicated

elsewhere in this Order, and upon notice provided by the

Rehabilitator, all agents and brokers and al
l other persons or

entities holding funds, assets, or property
 of or on behalf of

Freelancers shall forthwith file an account
ing of those funds,

assets, or property with the Rehabilitator 
and shall, within 10

days of the service of this Order, turn s
aid funds, assets, or

property over to the Rehabilitator. The Rehabilitator shall

take such actions as he may deem necessa
ry and appropriate to

protect and preserve Freelancers' assets.

4. The Rehabilitator is directed to take 
such action

as he deems necessary to or appropriate
 to reform, revitalize,

rehabilitate, or run-off Freelancers.

5. The Rehabilitator shall deal with the property

and business of Freelancers in his own
 name as Commissioner or

as Rehabilitator in the name of Freelance
rs.

6. Pursuant to the inherent powers of this Court,

all policies and contracts for the provision of health care

benefits and services issued by Freelancers to any of its

policyholders, members, or subscribers,
 shall terminate upon the

earliest of the following:

(a) December 31, 2016; or

- 5 -



(b) The date when the policyholder, member or

subscriber has effectuated replacement
 health benefits coverage

with another carrier or otherwise terminated the policy or

contract. This includes terminations for non-pay
ment of premium

with all applicable grace periods under
 law;

i) For small employer policies with renewal

dates between the date of this Order
 and December 31, 2016, and

subject to the exception in ii) bel
ow, the anniversary date of

their policies will be extended at 
the same monthly premium rate

and with same benefits to continue 
coverage through December 31,

2016, unless the policy is replace
d by the small employer with

new coverage from another carrier
 or terminated by non-payment

of premium;

ii) For small employer policies with renewal

dates between the date of this Order and December 31, 2016,

where the small employer and/or
 the member has already made a

new policy selection from Freelancers, Freelancers shall

effectuate those new policy selections on the ren
ewal date of

the policy at the monthly premium rate for the new policy;

however, those policies shall also terminate on December 31,

2016, absent additional action by the small employer as

described above.

- 6 -



The Rehabilitator can apply to the Court for

permission to terminate these policies at an earlier date if

determined necessary;

This paragraph shall not operate to terminate any

other contracts of insurance to which Freelancers is a party,

including but not limited to, reinsurance, any directors and

officers liability policies, any commercial insurance and/or

employee benefit plans covering the business interest of

Freelancers and/or its employees.

7. All claims against Freelancers must be
 asserted

not later than one year from the date of the Order of

Rehabilitation, in the form established 
by the Rehabilitator, or

such claims will be forever barred. 
For the purposes of this

Order, the word "claim" is defined to 
include claims for payment

made by members, policyholders, subsc
ribers, medical and medical

service providers, hospitals, physicians, surgery centers,

vendors, contractors, creditors, governmental agencies or any

other parties directly against Freelanc
ers.

8. The Rehabilitator shall establish procedures

governing the payment of claims by Freelancers in accordance

with his powers under N.J.S.A. 17B:32-31 et seq. and the

provisions of this Order.

9. All secured creditors or parties, lienholders,

collateral holders, or other persons 
claiming secured, priority,

- 7 -



or preferred interests in any property or
 assets of Freelancers,

including any governmental entity, are hereby permanently

enjoined from taking any steps whatsoever to transfer, sell,

encumber, attach, dispose of, or exercise p
urported rights in or

against any property or assets of Freela
ncers.

10. Freelancers, its officers, directors,

policyholders, members, subscribers, enrollees, agents, and

employees, and all other persons or entities of any nature,

including but not limited to claimants, vendors, business

partners, plaintiffs, petitioners, pro
viders, hospitals or other

medical or health care providers and 
any governmental agencies

that have claims of any nature against Freelancers including

crossclaims, counterclaims and third-party claims, are hereby

enjoined and restrained from:

(a) Conducting any portion or phase of
 the business

of Freelancers unless so authorized 
by the Rehabilitator or his

designee;

(b) Instituting, maintaining or further prosecuting

any action at law, suit in equity, 
special, or other proceeding

against Freelancers, or the Commiss
ioner as Rehabilitator or his

successors in office as Rehabilit
ator therefore, or against the

Deputy Rehabilitator;

(c) Making or executing a levy up
on the property of

Freelancers;

- 8 -



(d) Threatening, instituting, maintaining or further

presenting any suit at law, suit in equi
ty, or any collection

activity, or any other proceeding of any nature against any

policyholder, member, subscriber, enrollee, or insured of

Freelancers resulting from Freelancers' insolvency or the

failure of Freelancers or an third part
y administrator to pay on

Freelancers' behalf, any medical or ho
spital bill or to meet any

of Freelancers' contractual obligation
s due to its declaration

of insolvency; except for any applicable member cost-sharing

(co-payments, co-insurance and/or deductibles) or non-covered

services that would ordinarily be the responsibility of the

member or other insured party and not the obligation of

Freelancers under the applicable he
alth benefits plan; and

(e) Interfering in any way with th
e Rehabilitator, or

any successors in office, in his 
possession of or title to the

property and assets of Freelancers
, or in the discharge of his

duties pursuant to this Order, inc
luding but not limited to any

lease or sublease for office space or computer hardware or

software, contract or agreement (whether written or oral),

license or other arrangement that i
s necessary to the operation

of the business of Freelancers.

11. The Rehabilitator shall have the 
power to direct

the operations of Freelancers, in
cluding but not limited to: the

adjustment of any compensation pa
id to, or the removal and/or

- 9 -



discharge of, Freelancers' officers, directors, and
 employees;

and, the affirmation, disavowal or renegotiation of any

employment contracts.

12. Freelancers, its officers, directors,

policyholders, members, subscribers, enrollees, agents, and

employees, and all other persons or entities of any nature,

including but not limited to claimants
, plaintiffs, petitioners,

providers, hospitals or other medi
cal or health care providers

and any governmental agencies have cl
aims of any nature against

Freelancers including crossclaims, co
unterclaims and third-party

claims, having any property or reco
rds belonging to Freelancers,

or pertaining to the business of Freelancers, including data

processing information and records of any kind, are hereby

directed to assign, transfer, and 
deliver to the Rehabilitator

all of such property in whatever n
ame the same may be, and any

persons, firms, or corporations having any books, papers, or

records relating to the business
 of Freelancers or its direct

and indirect insurance subsidiaries
 shall preserve the same and

submit these to the Rehabilitator for examination at all

reasonable times.

13. All persons or entities of any na
ture, other than

the Rehabilitator, are hereby restrained from commencing,

maintaining, or further prosecuting any direct or indirect

actions against any reinsurer of 
Freelancers or its direct and

- 10 -



indirect insurance subsidiaries for proceeds of reinsurance

policies issued to, and treaties or other agreements with

Freelancers.

14. The Rehabilitator shall have the power:

(a) to conduct the business of Freelancers under

the general supervision of the Court;

(b) to honor, as expenses of administration, all

expenses heretofore incurred by the Commissioner as

Administrative Supervisor, or by his designees 
and appointees,

which currently remain unpaid;

(c) to pay from the funds or assets of

Freelancers, or from such other funds that may b
ecome available

to him, all expenses of marshaling, taking possession of,

conserving, conducting, rehabilitating, disposing of, or

otherwise dealing with the business and propert
y of Freelancers,

as determined by the Rehabilitator in his discretion to be

appropriate and reasonable, and such payments 
can either be made

in full payment of the liabilities or in accordance with the

priority of claims distribution provided in 
N.J.S.A. 17B:32-71;

(d) to collect all debts and monies due and

claims belonging to Freelancers, wherever located, where

economically feasible and for this purpose:

(i) to institute and maintain timely actions 
in

other jurisdictions, in order to forestall

- 11 -



garnishment and attachment proceedings against

such debts;

(ii) to do such other acts as are necessa
ry or

expedient to marshal, collect, conserve, or

protect any of Freelancers' assets or property,

including the power to sell, compound,

compromise, or assign debts for purposes of

collection upon such terms and condition
s as he

deems appropriate, and the power to ini
tiate and

maintain actions at law or equity or 
any other

type of action or proceeding of any nature,
 in

this and other jurisdictions;

(iii) to pursue any creditors remedie
s available

to enforce the Rehabilitator's claims;

(e) to conduct public and private sales o
f the assets

and property of Freelancers, includin
g any real property;

(f) to acquire, invest, deposit, hypothecate,

encumber, lease, improve, sell, transf
er, abandon, or otherwise

dispose of or deal with any asset 
or property of Freelancers,

and to sell, reinvest, trade, or otherwise dispose of any

securities or bonds presently held by Freelancers, upon such

terms and conditions as the Rehabili
tator deems to be fair and

reasonable, irrespective of the value 
at which such property was

last carried on the books of Freelancers. The Rehabilitator
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shall also have the power to execute, ack
nowledge, and deliver

any and all deeds, assignments, releases,
 and other instruments

necessary or proper to effectuate any sal
e of property or other

transaction in connection with the rehabi
litation;

(g) to borrow money on the pledge of assets of

Freelancers, with or without security, and to execute and

deliver all documents necessary to that transaction for the

purpose of facilitating the rehabilitation. Any funds so

borrowed may be repaid as an administrative expense and have

priority over any claims in Class 1 under the priority of

distribution of claims pursuant to N.J.S.A. 17B:32-30a(12).

Neither the Commissioner as Rehabilitator, his successors in

office, nor his designees or appoin
tees shall be held liable in

their official or personal capacities for any loans 
made for

such purposes;

(h) to enter into such contracts as ar
e necessary to

carry out this Order and to affirm
, renegotiate or disavow any

contracts to which Freelancers is a 
party;

(i) to institute and to prosecute, in the name of

Freelancers or in his own name, any and all suits and other

legal proceedings, to defend suits
 to which Freelancers or the

Rehabilitator is a party, in this 
State or elsewhere, commenced

prior or subsequent to this Order, 
to abandon the prosecution or

defense of suits, legal proceedin
gs, and claims which he deems
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inappropriate to pursue further and to compromise su
its, legal

proceedings, or claims on such terms and conditions a
s he deems

appropriate;

(j) to prosecute any action which may exist on behalf

of the creditors or policyholders of Freelancers against any

officer or director of Freelancers or any other person or

entity;

(k) to audit the books and records of all agents of

Freelancers insofar as those records relate to the business

activities of Freelancers;

(1) to use the assets of Freelancers to transfer

policy obligations to a solvent assuming insurer, if the

transfer can be arranged without prejudice to the applicable

priorities of N.J.S.A. 17B:32-71;

(m) to perform such further and additional acts,

including but not limited to all powers cont
ained in N.J.S.A.

17B:32-50a(6) through (24), as he may deem necessary or

appropriate for the accomplishment of or in
 aid of the purpose

of rehabilitation, it being the intention of this
 Order that the

aforesaid enumeration of powers shall not be construed as a

limitation upon the Rehabilitator or Deputy Reh
abilitator.

15. The Rehabilitator may at his discretion as of t
he

date of this Order discontinue the defense of
 claims, suits, and

other proceedings, in this State and elsewhere, in which the
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insureds of Freelancers are parties, including those claims made

and suits and proceedings undertaken prior to the date of this

Order.

16. The Rehabilitator shall give or cause to be given

notice of the entry of this Order as soon as possible by

publication in a newspaper of general circulation in the county

in which Freelancers' corporate offices were previously located,

specifically, The Newark Star Ledger, The Courier Post, and The

New Jersey Law Journal. Such publication shall commence within

days of the date of this Order and shall be repeated once

a week thereafter for two successive weeks.

17. The amounts recoverable by the Rehabilitator from

any reinsurer of Freelancers shall not be reduced as a result of

this delinquency proceeding, or by reason of any partial payment

or distribution on a reinsured policy, contract, or claim. Set-

offs shall be allowed between Freelancers and its reinsurer only

with the consent of the Rehabilitator. Unless either the

insurance contract or an applicable statute provides to the

contrary, payment made directly to an insured or other creditor

shall not diminish the reinsurer's obligation to Freelancers.

18. Premiums Owed to Freelancers:

(a) Any agent, broker, premium finance company,

or any other person, other than the insured, responsible for the

payment of a premium, shall be obligated to pay any unpaid
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premiums, whether earned or unearned, as shown on the records of

Freelancers as of the date of entry of this Order. No credit or

set-off shall be allowed in favor of such person against his

account with Freelancers for the unearned portion of the premium

on any canceled contract or policy, unless (i) that contract or

policy was canceled prior to the entry of this Order, and (ii)

the unearned premium on the canceled contract or policy was 
in

fact refunded or credited to the insured or his or her assi
gns

prior to the entry of this Order. The Rehabilitator shall
 also

have the right to recover from such person any part of an

unearned premium that represents a commission to such per
son.

(b) All group and individual policyholders of

Freelancers shall be obligated to pay any unpaid earned
 premium

due to Freelancers at any time, as shown on the records of

Freelancers.

19. Existing contracts and other obligations by and

between Freelancers and any reinsurer may, at the di
scretion of

the Rehabilitator, be terminated. Such termination shall be

effected by written notice issued by the Rehabilitato
r addressed

to the reinsurer.

20. If the Rehabilitator determines that

reorganization, conversion, reinsurance, merger or other

transformation of Freelancers is appropriate, he shall 
prepare a

plan to effect such changes. Upon the application of the
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Rehabilitator for approval of the plan, and after such notice

and hearings as the court may prescribe, the court may ei
ther

approve or disapprove the plan proposed, or may modif
y it and

approve it as modified. Any plan approved by the court shall

be, in the judgment of the court, fair and equitable to all

parties concerned.

21. Pursuant to N.J.S.A. 17B:32-42b, the court hereby

requires accountings from the Rehabilitator at six-month

intervals. Each accounting shall include a report concerning

the Rehabilitator~s opinion as to the likelihood th
at a plan as

discussed in Paragraph 20 above will be prepared by the

Rehabilitator and the timetable for doing so.

22. All further papers filed in these proceedings

shall bear the caption and be entitled:

"I/M/O the Rehabilitation of Freelancers Cons
umer Operated and

Oriented Program of New Jersey d/b/a Health R
epublic Insurance

of New Jersey".

23. If any provision of this Order or the applicati
on

thereof is for any reason held to be invalid, t
he remainder of

this order and the application thereof to other persons or

circumstances shall not be affected.

24. Any person, corporation or other entity having

notice of this order who fails to abide by i
ts terms shall be

directed to appear before this Court to show g
ood cause, if any
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they may have, as to why they should not be held in contem
pt of

Court for violation of the provisions of this Order.

25. The Rehabilitator may at any time make' further

application for such additional and different relief as he
 sees

fit.

26. This Court shall retain jurisdiction for all

purposes necessary to effectuate and enforce this Orde
r.

Paul Innes, P.J. Ch. Div.
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