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1 P R 0 C E E D i N G 5(ResuIDed)

2

3 MEARING EXAN.INER TODD : Everybody looks like

4 they're ready, so let's go back on the record, and

5 we'll continue with the direct examination of Xr .

6 Arentsen .

]

8 DIRECT EAAJIINATICN ;Resuaed)

9 BY NJt . MiLLSO1: :

10 Q .

11

12

13 A .

14

15

16

11 Q .

Ie A .

19 Q .

20

21

22

23

24 A .

25

Mr . Arentssn , I'd like you to look at Exhibit 18

again and go back to page 46e9 . Can ycc very b: :efl~

tell me vhat this chart shows'.

This is the projections for BATUS consolidated, w . . ._ . .

coneolidates the previous projectlons of Farre ;s and

then of BAItiS excluding Farmers, so this consolitlates

HATUS with Far:ers .

This chatt is sirply a combination o . A4595 and 4697?

It's a consolidation .

And what it show s is that the cocbined consolidated

grcup, after paying back the debt, the entire

acquisition debt, will have nearly $ 2 .8 billion in

excess CaS:. , excess .unds , at the end of 1993 : i9

that correct?

Yes . It shows that in 1998, that over that period

the censolidated group ':ill generete excess casth o .

681612234
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_ 2.]51 billicn . :he bot-oW f:gare which s9e~a i., the

. :ever _ig . .̂t-SSn3 cerner, :rhict takes into accqucs t`a

, initial cash ba :an.^e and tie in effect inlCia :

4 payL.Ent, 6:SJD a3 etl4'.ln4 balance of aCttal

[+ :^VBSiLBf.t . of 02,E9G,00 : .0 :0 .

6 This : . -- 35 : CC'.`_ :^n6 .'. BRraer, dce3 --c-

l :oUj :a•f ]Ji. CL'1 : ._"n c!

9 9nd 1 :Neet9®nt5 that ra :TRrS ]aC 6~. _ . has M". :. :.~-

9 would bc atlded to that .

_ . . Q . dhile vv were atouc Ta : .̂ers . w . . . you -ta _ .

11 to page A4695 Cor a second?

12 A . YCs .

_ .
Q

. Now, there's bean sSIe ra .̀eretnce :n t . .̀ese heari-.y: t- .

14 using this chart to shoa that 3A'P<5 wuld tn here,

15 one, get approxinntely a seven perc^_ . .̂t return . Are

:6 you :aoiliar vitS that testinocy?

. 1 A . Yee, .'p generaily fa®iliar w'it4 that testcor.y,

18 right .

19 ~; . A.id the testimcny lcoks only at the return :rn the

21 'irst year ; is that cocreat?

7_ A . _ believe thn .'s •;tiat it is . _- = taking otir

22 :nvestesnt of 4 .5 k1 :Loc, i~ rocn- f!gures, an'_

23 con;.aring .c to Earzers' c':trenc and sesleg

24 that that rec :cs=_ncs appro::icetxl.y a ca:•sn =e:cer.

25 ret crn basei ~ ., . z 3 c .:rrent : . .c_ 7 - .

68161223 5
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1 Q. Do you believe that that cosparison is a realistic

2 way to .look at this transaction? .

3 A . Well, I think it's an arithmetic exercise that - ._

4 shows i snven percent return in year one, which is --

5 you can't argue with arithretic on that calculation,

6 but it totally cisses the point if it's intended t-

l say, why would 3A'CFS buy a business that geis a sevep

8 percent return?

9 4cw, obviously, in buyir•g any Gusi-•ess, you r .__

10 only look at tha current eaTr.ings, b'at, mach eoze

11 icportantly, you loek at the futcre prospects of the

12 business, and the seven percent return is like a 14

13 times price earnings multiple, which is In the range

14 of what many U .S . companies sell for, so there's

15 nothing unusual about buyicg into a business that wes

16 set 8t initially a deyen0ercent return. _

1 7 in fact, seven percent return, with the cost of

18 financing and the tax deduction on financing,

19 actually would show, you know, positive net Sncon:e

20 effect or close to a breakeven in the year one .

21 Q . okay. In looking at the debt on this chart,

22 ebviously, page 4695 ebviously shows the payc•ect cf

23 the debt. kTat would happen, in your view, if fcr

24 some unexpected reason Faizers cculdn't finance t . .__

25 debt to 6AI75 i-~ ;'iite t ..̂e way t'.at Gas shcv n on t• ._

681612236
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1 chart ?

2 A . We11, 1 think yout' qsestion is, w'hat if there's scce

3 uaforeseen shortfalls in Farmers and/or Farmers

4 needed edditional funda .

5 BASCS would aeet •.'ith t"armurs . They vo'.i:d

6 discuss it uit4 Farmers . xe'd wor% out ao

7 arrangament .

g obvicusl'y, depending on tb.e vircumstan_es, ._

'y would need to know uhat the situ3tion is, but thet'e

io is no way that we wo'Ad Put Fa-~ers in any financia'_

11 diffieulty on repaying isterc :,peny debt . S'1 : say

12 once again, that's totally ridiculons .

13 We would either provide additional capdtai

14 contribution or defer the debt or nake whatsoever

15 arrangements were necessary under the circLLStances

16 to assist FarLLers w.h its f:nences .

17 ~ . Does BAItiS have the funds to be able to do what you

ls just described?

19 A . Yes, we dc . We -- as shown on the BA:'S ec hadules,

20 we have significar,t funds , inci ~ding borroving

21 capacity, as does E .A . : .

22 We aL°o have -- even in these projectians,

. 3 there's a lot of dlvide nds, there's a lot c .°

24 discretionacy spsndiag, ar,d •;o ..̀elievo that these

25 projections are colse2vab'_ve, so e=oV.•= :ninq o_` a=l

GS1612237
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1 those factors, I cannot see any -- foresee any '

2' problems in Farmers being able to operate undei this

3 financial structure, or BATL'S, for that matter .

4 a . Hhat advantage de yon think that Farners can achieve

5 fro¢ the financial strer.gth ef 9A:I1S?

6 A .
Well, the financlal strangth is co-.slderable, not

~ only in SA^'S but in B .A .S, aad I th!nk that can

B enhanco the security to the po'-icyhclders an : e~har.=e

9 Farmers' growth prccpects in the sense that .̀inancia :

10 reSourCes are there and are avai :able .

11 Q .
Now, we've spent a day ar.d a hclf h=re, your ?iving

12 testimony about this acyuisitior. . Are these merx .y

?13 your personal views

14 A . No . I speak for -- I speak for BATUS and I speak for

15 the manaqement of B .A .T .

16 ] . Is there anybody else in either BATUS or B .A .Z w`o

1 7 knows co;e about this transactlon than you do?

18 A . No . I'm -- I've beea the project laader on the

19 project . I've spent the xost time . I've been

20 involved in all aspects ef the transaxtion . i've

21 worked C1ase .y vlth the People at BATUS and the

22 people at inc:uding :ha chaircan's policy

23 comnittee, and i dcr.'t know af anybody that. . . .:1d

24 have any cere info^aticn than : do .

25 MIL'SOT' : Thank you very ruch . Xr .

681612238
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1 Arentsen .

2 I have no ='.:rther Q'-estions . .

3 HEARINv ERI.MINER :GD'J : uo tF.e ettorneys for

4 Fareers have a,y questions o[ this •:itness?

5 Y2. sHlin : we have one cr tvo . i ba1l,e ttxc

E Mr. 5aric also has s .-ma q :'.eat~na en Setal : _- - . .'

i Exchanges .

6

g C~OS i~PY.4f:IX~:=9:~

.~ BY lLl . SM.ISH :

11 Q . Dealin3 '+•t .. tha -- -- .s_• :CCh the exnibit that ycc

12 have in front of you, Es :^iDi. 19, 4r . nre°,tse,,

13 you've indicatsd that -- •.+eli, '.et's turn to pcqe

14
4695, the page that dea_e vith t. .̀e Fa:mers 6_c_? .

_5 Inc. projection of sources and uses of cas . .̀ .

16 You indicated that you chose 15 percent as the

17 growth factor for 1909 ar.d 10 percen: .°cr '89 t . .rcug .`.

'.8 '98 1.'ecaUSe you 'Le13eVe tL03° to 1`e .:Jr.ser,aCive . _5

i9 that correct?

20 A . That's correct .

21 . . Have you done thesa ca.culatlene ^n this page csing

22 any other growth [actors .'

23 „ . 1 thini as a rescl : o!' a a-esticn tta : care c~[ ef

Zd thC I1: .nc :s nea :'.^. .r . :e Cse : a . . •-ig^ perteat ar-'-Y:.

25 Li:Cor . i:'.e he9r ..ng cfai_2r r?. ..+Es:9l '..e _ .

G81612239
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1 these numbers using an eight percent growth factor .

2 Q. Prior to the question from the I11ir.ois hearing

3 officer, had you n:n these figures on page 4695 'tsiny

4 ar.y growth rates other than the onas set forth or.

5 this page?

6 A . No, not for p'arpcse at these projections .

T Q . How did you deeide that 10 percent was the ccrrect

8 conservativa number rather than nine percer.t or :~

9 percent or 2 .5 percent or any other numbe :?

10 A . Well, as I explained earlier today and yesterday, we

1i looked at the researc.`h work that had been done by o'~r

:2 consultants, we looked at Far_ers' past history,

13 which showed growth rates of 15-plus percent over

14 extended periods of tiue, ve looked at co ;.:ents that

15 were made by Farr+ers publicly regarding their cutlook

16 tor the business, that that past growth rate vo zld

17 continue in the future, and based on all these

16 factors, we believe thet the 10 paLcent grow^h rxte

19 was very conserrative .

20 S mentioned the 15 percent in '86 includes

21

2aa

reduction ot tax rates, so it's really a cecbinat! .r

of different factors .

27 Q . k7tile you have expiained again why 10 percent :s

24 conservative, you really haven't answered my

25 question .' .Xhy did yeu pick 10 pereent es a

681612240
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1 conservative rate rather than nine percent or 11

2 percent or eight percent? How did you decide that 1D

3 percent was the magic nunber you would pick?

4 A• We11, i thinX : answered that . we looked at ell

5 those factors and we felt that 10 percent was very

6 conservative .

T Q . You don't need to repeat your last answer . Was there

E anything in those n~:mbers that indicated that 10

9 percent was t .*.e right njnber for ycu to cL :cse?

10 A . I think in order to be vary cOnssrvative, we balieve

11 that iC percent was the best nmte:er .

12 Q . Well, would eig;t percent have hean tore

13 conservative?

14 A . Eight percent would be rore conservative than 10

15 percent .

16 Q . So what made 10 percent thx correct conservative

17 nueber?

18 A . It was the correct conservative mmmber in cur

19 opinion. Obviously, we wanted to be conservative .

20 We wanted to provide, in effect, a cushion aga!nst

21 unforeseen circurvstancee and d+_d not feel that there

22 was a need to use a lover growth rate .

23 Q . Why did yeu'dooide 10 eercent was the correct

24 conservative nuCbe : rsther than ;'< percent?

25 A . '«e1i, the actual results -sy '=e ' be 12 percent .

681612241'
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1 Q . iiould 12 percent be a conservativa nmvber to usa in

2 theee p=ojections?

3 A . It would r.ot be as conservative as 10 percent .

4 Q . But ir• preparing these projeetions, you did not, as

5 you sketched "t these n•.:nbers, tzy out any ot .*.er

6 growth rate fectors juct to see what they would do

7 rather than simply pickSng the 10 percer.t and

,R sticking with it?

9 A . Well, as was exy :ainsd yesterday, ve did several

i0 sensitivities back ir. 5eptember and we looked at

.i different growth rstes, ranging from ten and a half

12 percent premiums vritten to 15 percer.t . Fe looked a :

i3 different sensitivities on several different factcrs,

14 ~ and based on all the subsequent information, s.•e

15 believed that the -- that 10 percent is a reasonable

16 figure. It's a conservative figure and one that we

~, have full confidence that Farners will be able to

18 achieve .

19 Q. Did you -- iet se phrase that a different way . 7hs

20 projection that is here on page 4695, do we have here

21 on this page the first cut that you xade of this

22 projection?

23 A. I'm sorry . 6'hat do you aean, "first cut"?

24 Q. xe11, did you do this in working papers? Cid you do

25 this on a corputer? : mean, Eaw did you 1a.y t• .̂ese

enouo. sna.re-

681612242
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i nunbers out physlcally?

2 A. This .was done or. a cccputer te winal .

_ ~ b;d -:cultl any calculationa run cr. the co.puter that

4 showed any cf these nuc.bers on '_`nts page d lfer ' .er.

. '.1at we now ha•:e ar. thia page?

_ A . Nct that I'cc aaars cf . We agreei on Ch= assucccior.~:

' to Se csed antl ths rwnbers vere r.. . . nn the _ ..Tp__^_r

F and this vas a resu:t .

S There cay ca:e ..e_ ., .._ .__ c :,rrac: :or.a `, _ . . - , .

_ C Ynow, people that ant~ally pro ..essaG it on t ae

._ conputer, bot to ths best o[ rv Y,,;cv:cdqe, thase are

:2 the nu.:bers that 'xere prepazed ea tha coc?utsr .

13 ~ So onCe you agreed on the assuaptlons, ycu never

14 changed any of those assunp~ions at el :?

IS A . As I said, none that i' , a.are of, t.t :ess there vere

15 some corrections o° errors .

17 a But you did cct intenticially change any of the

i8 ass,ptions bacause you 5ecided that your cria:na:

19 ass'.L.etion 'aas not the correct cre? ~

.. A . That's righ : .

21 ., . Md you :era iev=_r curio'as to run thesa r.umSers - ._ . .

:2 enY difPerer."t ass_cc .ions, a :L .°eran^ secsl`_ivit'.es,

23 to see vhet:ier the resc ;`s vo'a1C change'.

24 A. we11, oJv :cas :';' __ ._:ie:! the We hai .., . ._

e5 several sersitid enrlier, as : expla :re3, vicP.

681612243
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1

2

•-

Q .

4

5 A .

6

7

6 Q .

9 A .

10 Q .

11

12

13 A .

14

15

16

17

is

19

20

21

22

23 Q .

24

25

different grovth rates, we --

Nere you ever curious to see whether the n':.:bers on

twle .wrLUw1r_rhanrJl uo .~ ~L^ ~ecnRi`,iYLTL^5 V~"

different assuxptior.s?

liell, the cajor assuepticn here is the grcvth rate L

net inccae ; and es = said, wc have run -- loo'se'- et

different sensitivities on that .

On a differar.t model, correct?

Yes .

Were you ever " rious to see what would happen cn

this :odei if you ran these numhers with a differe nt

growth rate?

No . I looked at this and I saw the cash build- vp s-d

the sensitivities with respect to differences in

interest rates . We felt very cemfortable with the

acquisition costs . We felt very comfortable with the

cash used for operating investments, which is in

excess of what Farmers has spent and :s in excess of

what they said they are going to spend .

Ne explained earlier how the dividends ar.d debc

service payeer.ts were calculated, so we felt very

coafortable with these figures .

vow, the only thing that you did change at the b-,.-s.

of this is you deterp.ned what would happen to the

accumulation of _hort-terW investments if the 11'e

681612244
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1 eompany earninqa were all ratainedr -s that correct'

2 A . That's correct . '

3 Q . w..̂+y did you want to study the qdasticn o[ the e :[ect

i or. the cumulation of available shcrt-terx =nvesc'e,.ts

5 i1 the life earc•. . .̂,_s ere retained?

6 A . Well, ~'e didn't i:r:oc ahat opinior.+as .._ . .r.

7 respect to tF.e pay*.ent of the :d .̀e cor.cany cc c . . . .

9 eansgea.ent corpany, wT=ah ccns tte li .°e co~pan„ -+r'-

9 so --

:0 In t`e :aet twc cr three yeea, at least,

. . Eazmei's has not paid cdr+idsnds out of the 1i .`e

12 company . They :Zave s .nksta. .̂t!al [nr.ds that b:i1d "

13 in the life coapanies, and unt_1 the tax :a'w chan~e,

14 there was a tax advanta7e to leaving money dcw:+ - . .

15 the life companies .

16 I don't know if that's w$y they left tSe loney

17 down there, but it cight he . We lUst r.eed tne

19 opportunity to I'ev .ew that with f8[T~9r9 .

19 „ Would you turn to page 4597, Mr . Arentsen, of the

20 EA=S projectlcn . Did study -- ex?use me . Ji3

21 you run any --

22 Did yout.".is > ..c:y cs :na aw other

23 assunptions othe : '_han t7:ose set forth ir. this

24 doc~:ment?

2.̀ A, Yes . 'Fa in:tiall ; :o[' . .`.e ._ . . . . : :n_, the net

681612245
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1 froe oparatior.s, used the act'ua : figurea [rca cur

2, five-yaar plan, and then ih vss agreed anonq the

J parties that we vou'.d not disciose our intarnel

4 piana, so we changed the r . ..r.ers .̀rcn our actuel

5 nuabers in the fxve-year p :a:•. .̀_ .- net '_nce-,e to _ . ._

6 15 and 10 parce . .̂t fig'~ree, '. . ._ . . . .̀ are IDcre

'+ consar+ative than our :_ -year p :aa. .

_ ~ . Heve you .ockad at what .ou1d ` c.pen to _ ..ie B1 . . ., .,

9 prejectien c^: pagm 4u97 : . ::oc L :-ared the gro':'.h.

10 rate?

11 A . Now, here aqain, in ccr Fiaanir7 process, we look at

12 y
abLedi[farent sensitL v̂ ties, and wa felt ~•e-}' cocfer :

13 that the 10 percent was a ccrsea:•at.Sve Cig.ire .

1< Q . Are you aware that in one o, the earlier hearings :

15 HL . Faulwell testified that he rar: t :lese r::,r.bsrs at

16 an eight percer.t 5=o'^:h rate a :.d that this pre)ectior.

17 ended up with a cash snort :ail?

:B a. I don't rameaher that test!-cny .

19 Q. You indicated you ran the Parr..ers projections on caqe

20 4595 at an eigh` percent qrc.tR rate . Is it your

. i testir.Any that } ."zve nc t s_ci_r.r1y run the BATJS

12 pro;ections,on page 469? vith ar, eight czrce^ - .- . . . .

23 rate?

24 . . . To the best of cy knowleCge, a only aFPLiej te t . .̀e

?5 Fasaers pro;ections .

58161224t;
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1 Q . So you don't know whether these pro;ections on page

2 4697 work or not with an aight percent gro,th,rate?

3 Is that your testimony?

4 A . Well, the point is that even with an eight percen_

S growth rate for BAII1>, there are excess rur.ds

6 building up, and BATDS also --

7 Q . Let's start with cy qi:estlon, Mr . Arentsen . Cces

e this projection on page 45977, does it wcrki Cces : .

9 show a positive build-up of cash i[ one uses ar. eight

10 percent grovth rate?

11 MR . MILISON : I believe the witness was

12 answering that question -rher. you intarrupted hia .

13 PIIt . SMITH : I don't believe he was .

14 Q . But can you answer that question?

15 A . I don't know what the cash figure would be . What =

16 was trying to explain, Mr . Smith, is that the

17 transaction is 4inanceable and BATUS ean repay the

is debt with an eight percent growth rate .

19 Q . How do you know that?

20 A . Well, because we build up substantial equity here .

21 Q . What happens to that equity if the gro .'th rate :a

22 only eight percent?

27 A . W11 : you let ne answer ths question, Mr . Sn'_t .h.'.

24 Q . Well, if you ensve : my questiona, yes .

25 A . I'rm trying to . Would yc i repeat your yi:estiorn erd

581612247
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1 we'll go back to it .

2 . Q . Hov do .you know that BAA•5 can fir.ance the .

3 transaction with ar. eig`t percent growth racc i°

4 haven't done any caiculzt .or.s at eiq. .̀t pcraent?

_ d. i know because, for one thi ng, these prcjacticns

6 provide for a Signiiice^,t ar.oun'of d :;vide-:ds t c

7 B .A .T . They t.r c'ride -, ._ .._ . , bctueer, fcur a .̂d

o five billion C.:aars worth _ . ]Svidevds, ac' .

9 obvicusiy, - . . . .a.-e '+j< a st.ortfa :i in pay:ng o'.:r

.J debt payeents tc O .A .T, t . . , first th:nT ^•ocld be, '.._

il would red uce divider•ds .

:z Beyond thet, taere are s ;7nif!canc :r~'estoeccs

.J in here, operatinq investaects, another four to five

14 billion, which ve've dei'xted . Eeyond that, •.- have

15 substantial amounts of egc,ity that build up aad nc

:6 new debt, so there '_s a boirca'ng capaclty .

17 And be,vend that, we ^,ave the =ina]cit: s .̀rengtG

18 cf B.A.T tehind '.s .

19 Q . The question that I asked you inltially, Mr .

20 ATentsen, wC_c.*. i sti :'c don't believa you a^svered,

21 does this p.o ;eat :cn r.n page 5<_5- tleveiop a positave

22 cash bujld-qp if cne us-cs an ~iyht par ;s.n.t .vc'<t~

i.] rate instead of the 10 peT_e . .̂t CJrD':t : : rate Rh!_~.',

2 4 project? .

2E n. With that n~rr:;'. i:eetiaa fcr ne t .o ans,er c .._ ,_

68161224S
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1 would have to run the numbers, Mr . Smith,

2 Q .
So you don't know?

3 Now, you indicated that there is cash you 've

• shown coming out of here to go into eperating

5 investmer.ts . Do you believe that if you ellnirate

6 those operating investments, you Can still shov ct.e

7 same growth rate that you've pre;ected'.

b A . No . If yoc eiiminate the operating in•+estrerts, }-,

9 cannot shav t"~ same qrowth rate, but, otviouely,

10 tFere is discretion as to tivt . .̂g of capital

11 dit

12 Q .

ures .expen

What percentage of the income, net income, that yoa

13

14

project has historically comc from BA .̂CS's tobacco

operations?

15 A. Well, that's -- if I can use the figures from the

16 last three years on operating incocs as sho:mn on page

17 33 of our annual report, in '85, tobaCco prcvldeg

1B 61 .5 percent, in 'B6 it was 61 .9, and in '5'I, 61 . :

19 percent,

20 Q . Have you done any study es to how BATUS could ha:die

21 the acqu!sition debt if its income fl'oc its toca ;,__

22 businesses *~as to be eubstantially red•:ced?

7.3 A . There was a question that came, : bal:eve, fron :ne

24 hearir.g offlrer in qhio along those lines, and =c

25 prepared a response to that .

681612249
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3 2 :

1

3

Q .

A .

And vhat ves the response?

Well, there's a document to that effect . .

3

4

5

Q .

A .

Q .

Did you prepare the docueent?

I participated in the preparation cf it .

Do you know whet it says?

6 A . Well, it's a lengthy doc_nent . In general, :t snys

7 that BA1ti5 and B .A .S havs pienty of [inancia'_

8 resoarcea, ever, :., the event -hs t there was a

5 significant shc-fsll :c ?r: ;a e

i

Willianscn's

10

11

earn ngs .

Does Brovn & wilLarson }.c'>e any resecvas on '.ts

13 )udgments2

14 A . Ko .

15 Q. - Docc Brown & Williaason have any insurance for

16 tobacco products liability ;udgments?

17 A . No .

1B Q . Does Brown & Wi:liamson have any insurance coverage

19 for the costs of defense ot tobacco products

20 liability suits?

21 A . Not that I'm aware of .

22 4• Has Brown & Wi1 l.iamson ever done any studies as to

23 its potential exposure fr ::z tobar;,o prod -i cts

24 aability suits?

25 A . Not that I'n a'.'aLe of .

asztR122i0
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3 :2

_ Q. Aasn't Brown & williar.son a3raefl tc hold harc:ess a1L

2 of Its vholesale toba<co distributora from any

3 tobacco products liabiiity suite?

. A . I don't knov the answer to that .

c Q . Are you faci . :_ar with ths Natinnal Association o .`

5 Tobacco Oistt :butors•'

A . = know there is a natlonsl nssoeiation, yes, b'.:t : :.

8 not 'ary faxiliar vith 1t .

5 Q. Yav2Y:'t they extr3cted : . ..L -- eXCtis.a c.e . Hav_ :.'_

_ c they obtained fror 6rc.n h ha_'tless

ii agreement r.:t^, _espect to potectial itnb111ty fr=r

12

i3

14 A .

15 Q .

16 A .

1 7

18 Q .

19

2c _ .

,_

. . ,

27

,, .

25

tobscco products ;laTiiity =_ .-ts ss a condit'_on o_

continuin= to d:stribute Ero'«n & Ailliemecs ?rod__a'

T don't know .

Who vould k.iov?

That's obeioasly socebody at 6coqn d ililliamson ;

somebody in their le7a1 Capertaent, I inagine .

'fou will 7et expect someone at SFaS to kr.o"+ ef sac^

a hold 'narcless agreement?

I think that's a tobacco cneratiag company issUe,

and, as i sai^_, _'e not a.aca o`f it .

'tou don't see ac; coten'-i .al financial icpact ~e 2kT!'!

fron scehh a hrid .*.arci:ess e .;reerzant?

:R . HIL:-z :P : I •,'c :•.dar if •;e're getting ve :.

spaco"_a7 :ve ;c~en t['.e =ar.t t.h-a >:_tr.es> saY•s F:e

681612251 -
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. doesn't knc, aCout it .

2 NEARSFG EXTM:FER :cWDt : balieva the v'_•nes5

;f ansvered your qaestior. .

2 ~ . SMLSH : ='=1 r..;ve on .

5 - Mr . Arantsen, yc'1 testi`!cd earller today v_t`

6 respect to page .^95, 4h6 F5 :29T3 :Sa'ectLOrs•

. Exhibit _c, t44t the teLo 'SnpLt~te^:

s this page are not trtended -- or _`.e terz .s .: ._

g :nten7ed to rteac '_nve_asee_as to---_d for a per_od c_

iJ leas than one yaer . is t':aY c . . .c.--- .

_1 .+ . That's correct .

12 Q . And that peu do r. ..t ietend t : !n any :as .h.a . c .`.nnge

13 Farrmrs' investnent e-=cy as bnt'+ear v . .̀at Sar.ers

14 ',ould call short-tern and _ rqa .--'er _r^estreca'

/5 A . That's correct .

16 Q . Y.ow is the reader o1 this doc':'.aent and this page to

1 7 know what deEinition yo'a qive "ehort-tarr

18 iltvestaents"'.

:9 A . Wai'., : quess it depan>s .h.c- Y.eo'.% :cdyeaG .e t.- rea:e :

2C is of the dccunert . .n SA_C5 . '-SSn ve put tcae_ ..̀ec

21 project :ona c . this nat-
Ye, the purpose :._ -t is t

t

i2 - - at least 1 . : these Ci0':BG~_01:5 . 13 t o
cG9a 'ap 4 .- :•

23 the enount o : a>h that's a•+a :labie aPte: } .. ".a•.c

1< identifie3 n;1 the e~ecifie nwa .'•s in the b'.is :ness .

2s And that bnldc_e . vhi^::-+e :L- c ... . . . . .cre-se ?n

G81612252
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24

. short-tery :nvestsents, at least at 3A :I:3, we hs+e .

< in effect, pat that cash into our shcrt-tarn

7 investnents, tT,e ?ATCS corporate .

4 with respect to Farxers, it probatl_ '+c31j ..̀e.e

5 been c:ear . . va hsd cal :e9 it ' . .̂crease in ecounts

6 available for ir.vescoent" c . "r9payarent„ or ::.atecer .

7 o r 7 ust "excess facds," b~c Lt ves ass:uVed [hat, .+ . .

6 !east initially, the r~nay xovd be put into

r ShGrt-teS, .nvest^enCa .

a . 4 . =hr .t-te :d 1 . .̂'~95tOinC5 . .̀a3 a La1Lly G._,. 1

11 understcod ceasin3, dces 1t noi?

12 A . z think the teclnica' ceacing is very cou .ncn, yes .

_ 3 Q, would you agree that short-ters .nves-tnents cear.

14 commercial paper, banA terc, deposits, aoney c.ar'r.et

15 preferred stocks and tax exempt bonds?

16 EIC.SO\ : He's already cestified to :r.e

17 use, Are yeu askinc techn!cal use nov? He's talke_

is about hov they uss it _n BA :'L5 .

19 . . SN.I'Y. : I es'r.ed hicr if that was an accurate

20 definition of short-te:a .r.vestcen_s .

21 :Ui. Y~u :ean . _ .._ tech . . .ca': use Se's

„ )ust referred to?

27 n . Are you talkinY ebo',:t tha technioai acccuntln ;

24 dafinitlon of t^at?

25 „ is that a f.r

.anorao . . r,

681612253
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I investments?

2 ~. short-term i^^:estsents in an accounting sense

3 generally asan :n'+estments chat can te t.:rned ic . .,

4 cash in the s:~ori ~e :n ; a'd . noraally, :he

_ investnents "'-id general .y

6 than a year .

.

,

3

`_C

1 :

.,

iJ

„

.

14

15

I6

., Q .

18

i9

20

21

22 e1 .

23

24

25

.^is is the _ . .s_ hsnr'.rg, is _t nct. _ .n vhi< : . . ,-

have teatlfied tnat the tc : ._

On t1iS Caoe Geani SJ .-.ethl J^_-.e~ ~i-^ `ha`_ G'e

W'ccld eoerecnly ccder=tand it to maa^'.

Well, t's the ficst hearing in '- . .- ..'n we heva y^acten

into this issue becausa : gaess i_ aaen't ra-=ed

until ?zofessor Duscr in O .ao brcught °p t.e as'.:e .

At least, it vas abways c:ear : :r _y nind and at

what it neant, bct, obvioosly, he did not unlers :aci

it .

b'hec you stated it vas clear r .h.at i .t aeant i . ;'our

mied, you don't dispute, do you, th5t vhat yz :: ere

now saying _- zeans is 5cnztS .ng d_f°erent ::cn tP.e

coamonly un.de :st^ed r.sa-ing o` the t__ ."sh. :t-`-ern

incest90nt"?

%'hat I'a saying is t, .at ~t ceens L^Xes'.rents t'.tC

could be Com's :"-ed ir.eo ce :h !rn tt:e short-te^ .

Investaznts ray be a : y -_r . . . . . ., . . . :_ _ .r r=.

stocks, -~- they ac. ...il.d ':-2 m.a :keta*.le oecu-!' ._, a._,_

581612254
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- could be so:d in the sho^ tern, and that vas the

2 context in vhich we use3 it, which is a businesa

3 point of view contaxt, not neoessarily the tec . .̂nical

4 accounting con :ext o f invastnantz havivg a Wa t '. :r_ty

5 in lese than one year .

C 4As ye'u kner, ° . . Arertsen. ta:kel a 10= ch

~ aazieus of the procee3in7s aSO'~t '.~,at docucer.ts w'er3

E netaine.'d and r.ot retaina3 ar.d ohat was s .• .eddci end

't dd dh> vasn re a .s

1,1 'w'9ra theg+_ e"O~ ac`1Cn5, Exhibi- -c, t!:e ny_ . . ~ .

11 i995 projectiocc, pr eparad :Stt•. z _t the assistan_e of

12 any work papers vhatsca.er?

1) A . I'x not aware of any vcrk papers, ~_ was aCl '.one x'.

14 the computer .

iS Q . And nothing on the cocputer scraen beyocj what we ses

16 in this Exhibit ic was p:intad out in hard cocy?

-• A . This is a hard -- a copy of the hard copy .

18 Q . But there was no earlier hard copy printed out «hen

19 you first put the n•.L.bers in to see if they cama o ::t

2 : correctly? : xu had no tr!al runs 7

21 A . i'] r•ot avnre of any, ur.ieas there were -- pacp'_e

22 that were rWnnlraJ tne r.,,- =-ade oOrr2ct1oL5 anj Ct3t

23 sort of thinq .

23 ae ass,nptiors at the t,acg were cipad on a ..o ._

~ . ;rocessor, a nd I th!nk :he necra .̀1Ve at the frn t 'ar.

681612255
anoao) cna.va- . . ., .__ . ._.•_ -.~ - : _ :~ .

Source: https://www.industrydocuments.ucsf.edu/docs/fxvw0143



BAOWN 6 NILt1AHSDN
1996 - 95 COLLECTION

ARCHIVE VAASANCS FOA1S

THE HUNBEH (RATIGE) 68i632it.ri6 xS

HISSIHG

( ) HISSING IH ALL SETS

O HISSIHG IH CLOSED A14D RSV7,E47 SETS

( ) DELETED

( ) CIie1HGED TO

( ) DELETED AND CHAlIGED TO

( X ) HO't USED

( ) OTHER

( ) ADDED

DATE O8 CHAHGE

CLOSED SST C1(J

RZVXEW SET ~ - 2- - 9 L

Source: https://www.industrydocuments.ucsf.edu/docs/fxvw0143



]2%

1 typed on a word processor .

2 Q. I'm really talking aboct the numerical schedules ard

3

4

5

6 A .

7

B

9

1C Q .

11 A .

12 Q .

ll

14 A .

15

16 Q .

17 A .

15

19

20 Q .

21 A .

22

2]

tables, and those, you think you put into the

computer, got them right and made ar.e single Fricto'.c

an6 ve have that or.e here? Is that your tcstir.cn7'.

Hell, as 1 menticnad, before th.at• we ran the nu.v.ers

using BA'It'S f :ve-year plan figures acd ther. ve

adjusted BATUS to use the 15 and 10 percent gro'.'tb.

rates, but I c r.ot aware of any --

But a11 of tCat was or• a different ro9e1, cerrectl

perdon?

A11 of the use of different grcnth rates is on a

different model?

No . When I said the BAr05 figures, u.yere we used : .•_

five-year plan --

$ saa .

-- income, ue used the sams mods :, rut Na just put :-.

the five-year plan income figures as opposed to the

10 percent grovth figures•

And that projection has Cever been approved?

No . It was agree9 that we wo ~ ld not produce cur

actual plan figures .

MR . HICISON : 1 believe the projecticn is beir ;

24 produced with the pian .^ig•ares :•asked out, `L .

25 Q . Have you heard of the fi :-i wentz-Nea :l , Mr . nrertse : .

681612257
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. A. The name acunds fasiliar, b:t I can't recall vhat it

2 is .

3 Q . Do you kncw of a Louisville, Bentucky public .

4 relations firm that has at leaat in the past dcne

5 work for 9ro,. . > wil :iarscrn by that nace'

6 A . Shere may be . : dcn't kncw whether they've der,n nny

7 work for Srown 4>%illlamson .

6 Q . Have yo~ ever seer• a booklet put out by erovn E

9 Willlacson and distributad to senior and r.i1-leve :

i0 management exciaSnicg ho. cc respced to a,uestions

11 about the relationship between smoking and health?

12 A. I have seen infaroation of that nature that Brown s

13 Williamson has put out .

14 p. Do you know whether the firm of Wentz-Neely prepared

15 such a booklet for Bro:n & Wiliiamson?

16 A. No . As I said, : don't kr.ow that .

17 Q. Have you read that -- have you read the book'.e .̀t.",at

18 you did refer to that you were aware of that Sra+n &

19 Williamson had put out?

20 A . Well, I said I :.ave read the informatlon cf t`.at

21 naturs from brown & Biaiavson . I dor.'t k'.o•w if it'r.

22 tha booklet you are referring to .

2 : . . 6;tan did you see that book :et?

24 MR. MIL:SON : Car. i h ave the ¢:estion bacY.?

zs just not sure that it_matches with his prior

GS2G12258 I
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1

2 0 .

testinony•

The infcraati z n that you saw, what [orst vas '_ . . .

] A . Question and ans+er f,^at .

4

5

Q- And was it a pecphlet oc a Sov,iet that c_s :ne_ __

series of q ::cst :ons e .1 anz'.-rs°

5 A . : think I did see s.latiing n : tt.at r.etarx . yes .

- „ t,ad when dld ,ou last see t ..ne b,ck :et :

2 d . ph, on '- -_ xcsc ha,e bxen a . '.aaat se :ea :

9 a9o .

_,. p . Have you rsvieuad it s :aae ' :. ..- c`_nct c2 these

11 adair,istratlve proceed :nqs?

12 :.R . MI:I9C'd : ._ ..-_ ..~ce w•hat the cele :a ;r_x

13 this vhole line of qaest_onina Ss . . n nct s'are __

.

__

14 v:fat -- the rele .ance of uhc.thet ha has re"iev_ :

_5 something since the start of this ad.^inistrative

16 proceedings .

. CavCe this is t^e • :ce .ha .e : can just ., .__.

14 continuing oblection te the relevance of these, `__t

19 £erners' c..̀aLrnan Ses cslled t . .s soc :o-pe_ :t :ce2

20 issues .

._ HFA•Q1AG ERJ:1!N ..̀R :'CCF . . : . o-1th, _ as : ' .

22 to ask -- ard this is c- ._:ly a y^ood t->,- . I

uh3erstand 'c_'l vel'ams c_ the _ . ._ .nsss, tr.ocgt

24 cafore 1 haveN t ta¢r i- ,-, _ . __ .,e :-.c_r,

2e earlier, • . ._o ue . .̀a : t.`,s aoo_`_ t .a

681612259
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. relevancy ef this kind ci thing, 1 did make the

.I n:li-.gthat I'+cuid ;uat vait and see vhat the

] T.aastions carc going to ba .

4 Can I ass=e you have sane point of directicr .

: you are hsadiny here, tc lay the groundI,ctk az to - . .a

G relevancy of these thic ;s' I : you cou1C e-ccat.e ce

. _.^n what St ls, .`hi7k 'a night Ce ab :e to feel a

8 1_ttle r.ora CG :`•crt3h'_P about :t .

9 N'1. . SNC^F. : xal_, ct c- ..ree, the proJlen w ::h arn

iC :nterr.:ptiorn as cou'.=_e : 'as cade sc6 as cnunsai

.I in the ciddlc cf croes-exarica'_ior rei Scea ne t„

12 explain the point of tl:e=e a~estions for the w:tneaa

:3 before ve get the q::estions ou=, but : 1411
do so .

1G The po:nt is that ve've asked a na ber o° pecple

15 issues about the relationship between snok!ng an9

16 heal•-h in these haarinys, and we kelleve we're

17 getting a series of pat 3nsw9rs th3t baes been

18 prepared by varicus individuals w :thin Brown &

19 u!lilacson and that tt_s --

20 '.ihac :'n'.ryiny ` .. .nh:ire abo ut a as to

21 whether or not this vitness has read the paepnle :

22 whichh tellshov to respond to these que.ttor-s a-,_

27 :s ne'+ repeat :r.g for us c*e standard answers that

24 they are told t o give,

LS !'.Ll..R :V .'. I$~IMI$E- . . :_ . . .-w a3JJ :. 4USt 31$. .̀.'.]

681612260
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)3 :

i him.

2 MR. SY.ITH : That's Vhere I was going . That's

3 exactly what -- : wanted to find cut what he'd aes ,

4 and I'm trying to find out ':herl ha sa'. it, when
h ..

- ~aaLi! i~' u4~ead it ra :ectlY , aad ther xa'_ - .'

; ?he q.esoicn iLat's p,3in? S• i . La's rsntl _ .

3 since the stsrt of these pro°eedArys .

9 get sose . . . .~ of t .ae o" '.hsr. eoa eead

i " confus:ng tte atness ae tad as yo~, era ^, but

. . you ':ant to get .o«eth:ry d :r^_c

13 ]ust ask it .

14 [a3. . SM'_TH : H'ell, I flcn't knc` hcM to ask t_ .,,

15 any more d:rectly than if he rea3 it and '+nen .*.e read

16 it and what it said .

17 HEARISG EkA.MI::ER T ..~ . . . : dcn/' y^~% a7sver

lE that questlon .

13 l:R . DSI : :-.<OiL• I'c not s'cte vhat . . !s in thac

20 anaver .

.21 'IHE F-.'I3E55 : F1rLt, :'3 r-t 6uCe_ vhat toCt_¢_

22 yra ara referring to .

23 ~ . 9y Md . SMITE : :.h.e :n .cr°.tlcn -- i]e ir,for. a

2C tat yoU s3i9 t:let yo., read thit wa 1^- a bcck

25 panphlet forn that ccctaLne3 a ssYs

681612261
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1 and answers on the relationship between smoking and

2 health, Nhen did you read that booklet? '

3 A. Iom not sure it was in pamphlet form . I remember

4 reading something of that nature. I doW t remamber

5 exactly when I read that, Mr . Smith . It wes eometime

6 within the last three, four months I remember seeing

7

e

9 Q .

10

11

12

13

14

15 A.

16

17 Q .

18

1H A .

20 Q .

21

22

23

24

25 A .

something, you knnw, some question and answers from

arown a tailliamaon .

And do you racall whether that question and answer

flocumsnt included within -- strike that .

Did that document suggest how certain questions

about tha relationship between smcking and health

ehGuld be answered by exacutives at Hrown 6

Williamson?

It was a document that listed questions and it listed

answers .

Did it give pointers on how to answer certain

qnestions?

I don't remember that .

Is oae of the things that was indicated should be

indicated by the individual responding to questions

tlat they should always point out the individual

answering the question was neither a scientist nor a

dcctor nor a medical person?

I don•t remember that .

SR16122G2
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1 Q . Do you recall that that vae not in it?

2 A . I say, I donft temember that being in it .

3 Q . tVhat do you reeall about the inEOttation that was

4

S

sugyeeted te be ineluded in the answers to questicna

about the reletionehiP betveen smokinq and health?

10 questioning .

-.. W.nr to
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1 MR . NILtSON : Show him the pamphlet you'va got .

2 Iet ' s be direct about it. '

3 TIIl . SMITH : I want to know what hn recalle about

4 the pamphlet that he read .

5 Q . Do you recall anything about what it said?

6 HHARINO EXAMINEH TODD : Well, let me interrupt .

7 t?C h hlhan you s ow me t e pamp e

8 74t. SMITH : I don't have a copy of the

9 pa~pblet . I only know it exists . I know it was

10 prepared and it was distributed, but I don't have it,

11 and when we gat it, we'll show it to him .

12 Your Honor, I'm sorry, but it's very difficult

13 because we have yet to get our first discovery order

14 which requires them to produce any dooutents, so what

15 we are doing is conducting the trial of these issues

16 based upon what we can discover through our own

17 initiative and through our own inquiries, and we're

16 finding out a wealth of information, but it's

19 difficult when we laarn there is in existence such a

20 document, the witnesses are allowed to come and tell

21 us that they only have vague recollections of what

22 documalts exist and no one orders them to produce

23 thoee documetrts .

24 We•d be happy to cut right through it . If your

25 HoDer will order them to produce the pamphlet that

G8161226"
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1 !4 . Arentsen is talking about, I will immediately

2 move to another subject, but it's very difficult when

3 no one rill order them to produce any documents .

4 NR . HIITSON : I don't think the document you are

5 talking about has anything to do with this proceeding

6 whatsoever . I've objected to the whele line of

7 questioning, and now that it's eome out, you don't

s even hava a documant . You are just throwing things

9 in the air and seeing where will anything fall .

10 MR. SttITN: I think if we had the document, we

11 would ese that the witness hns patterned a number of

12 his answers based on what Brown & Williamson tells

13 their eaplcyees to say in response to these

14 guestions,

15 MR . lIILL90N : I think that is an irresponsible

16 statemcnt, Mr . Smith, and I resent it strongly on the

17 vitne ' b h lf .ss e a .

18 MR. SMITH: I didn't say I didn't know anything

19 about what was in the document just because I don't

20 have it, counsel .

21 !¢t. MILL40N : If you are saying here that you

22 think the witness has patterned his testimony after a

23 docuIDSpt you don't even have and the witness has

24 testified inconsistently, I think that that's wrong,

25 just wrong .

681612265
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UDt. sRITH : Your Honor, I suggest that va can

resolve this by asking them to produce the document .

$DaRING EXAI6INIIt TODD : Does HATUS know what

documeDt ha's talking about?

NH. MZLL9aN : i don't know what document he's

talking about, and I think coming in here, saying

that there's a document that --

This rltnus has been en the stand two days here

and you can judge for i'ourself about this witness .

Thet this vitness has ueed that document whose

existance I have no idea what he's talking about, he

just made it up ; and saying that this witness, who

you have met and you've seen for two days, that he

has used that as a script, 2 think, is grotesquely

irrespotuible and I really resent it vsry strongly .

NR. SlQ74i: Your Honor, the witness has

indicated he has read such a document .

M2. HIL7sDN : He has read a document . To say

that that's -- that he used that as a script to come

in bare, and you haven't even asked him any questions

about this irrelevant topic, I think is just wrong .

iIIl. SHITH : Well, then let's produce the

document and we'll certainly know shortly .

HEARING E7(AHINSR TODD ; Let's go off the record

a momant .

681612266
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9

10

11

12

13

14

15

16

17

1fi

19

20

]

22 9

23

24

25

(A discussion was held off the record .)

}DzAAItlO F.XAMINLR TODDI Mr . Smith, again,we

cerTainly want to get everything in the record that

we possibly can that might be at all relevant to this

situation, but, again, I've tried to ask it several

different ways so you cauld explain to me what -- why

it is relevant about -- these questions about the

document. I don't yet understand your answers, but,

I would like --

The witness did mention he had seen some

document . I would like the witness to testify what

documeat he has and that you think he's talking about

and what was in it, and than I'd like to move on to

another subject .

TfIE IPITNE86: As I said, I saw some information,

and I don't remember the form it was in, whether it

was pamphlet or just typed up on a -- I can't

remember, but it listed soms commcnly asked questions

and gave enawars . And this is a common practice in

deeling with a lot of issues . I mean, that is not .

nTielSy_~.. nsnLinn anA wagl~P .

BY MR . sNITH : I will try not to beat this to death .

Can you be any more specific as to how lengthy the

document was and as to any of the information it vas

about?

681612267
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1

2

3 A .

4

5

6 Q .

7 A .

a Q .

9

10

11

12

13

14

15 A .

16 Q .

17

1II

15

20

21

22

23 .

24

25

You said it had questions and answers . Can you

toll ms anything about what it said? •

As I said, I don't remember . It did -- dealt with

smoking and health, common questions that people may

ask employees or -- that's all I remember about it .

And you don't remember eny of the answers?

No .

Mr . Arentsen, in the form A that you filed, you have

stated in item 5, which you discussed in a number of

hearings -- after stating that you currently intend

to operate the company substantially as at present,

the next sentence contains a reservation of rights to

alter a nuIDber of things subsequent to the

acquisitiont is that correct?

I think the statement speaks for itself, Mr . Smith .

well, I didn't want to read the whole sentence, but I

will, if you insist . Paragraph 2 says, "The offeror

reservaG the right, however, to review the company's

business asseta, corporate structure, dividend

policy, capitalization, operations, properties,

business policies, articles of incorporation, bylaws,

maIIagement and personnel and, subject to applicable

state insurance regulatory requirements, to make any

changea that the offeror deema necessary in light of

such review or future developm6nts ."
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1

2

3 A .

4 Q .

5

6

7 A .

a

9

10

11

12 Q .

13

14

15 A.

16 Q .

17

18

19 A.

20

21

22 Q .

23

24

25

And I take it you are familiar with that

language, correct? .

Yes .

And you don't Sntend that any of your testimony here

retreat at all from that reservation of rights, do

you?

No . As I said, we have not had the opportunity to

meet with Farmers' management and review those issues

with tllem, and our plan is Farmers' plan, as best as

we can tell what it is from their public statements

and their indicated strategic direction .

You agree with me that the consultants' reports that

you vent through at some length contain a variety of

affirmative recommendations for Farmers' business?

I think they showed scme opportunities .

You view them as opportunities . Do you agree that

some of them were stated by the consultants as being

their rsccmmandations?

I think you have to be more specific, Mr . Smith, as

to what ones you are talking about . You know,

there's a whole boxful of documents there .

Let's stay with yourterm for a moment,

•opportunities." Do you agree that one of the

opportunities that has been identified by eATUS and

its consultant is an increased emphasis on Farmers'

s 8 isi 2 2ss
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1 life business?

2 A. z believe they said tbere was an opportunity to

3 increase the life business as well as the property

4 end casualty business .

5 Q• Do you know whether B .A .T has any intentions for

6 Farmers different from your and BATUS's intentiona?

7 A. B .A.T has no different intentions than what BA1tiS

B has .

9 Q . You were present, ware you not, in California when

10 Mr . Garravay acknowledged that he has stated publicly

11 in Rng;and that B .A .T intends to drive more life

12 business through the Farmers agency force?

13 1Qt. MIIS3ON: I object to the form of that

14 question.

15 HEARING EXANINER TOOD : What?

16 MR. NILL9ON : I believe it mischaracterizes the

17 witnesses' testimony, Mr . Garraway's testimeny• If

1s they want to show him Mr . Garraway's testimony, I

19 think that's fine, but I think just paraphrasing it

20 like that is just not correct .

21 HEARING EXAMIN&fl TODD : Is that basically what

22 the testimony was?

23 MR. SMITH : I believe that's vhat it was . I

24 think the witness can tell me he didn't hear Mr .

25 Garraway say that if he didn't .

681612270
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1

2

3 A .

4 Q .

5

6 A.

7 Q .

a

9

10

11 A .

12 Q .

13

14 A .

15

16

17

1s Q .

19

20

21

22 A .

23

24

25 Q .

FgAFING EXANINER TODD1 If you were there, go

ahead and answer from what you thought it waa :

I was there -- you are talking about California?

Yes . Were you there vhen Nr . Garraway testified in

California? .

Yea .

Did you hear 8r . Garraway acknowledge that he has

stated publi0ly in England that B.A.T intends to

drive mozs life business through Farmers' agency

force?

I don't knew if that's what he said .

Do you recall he said that be admitted stating words

to that effect?

I rememb.r that there was a quote, an article from

some newspaper article, I think, dealing with that

subject and you askad him about it, and I just don't

*emembr anything beyond that .

Do you agree that the reservation of rights in item 5

resesves to BATUS and B .A .T the right to shift to an

increased emphasis on Farmers' life business after

the acquieition?

- We resarvethe right to review the business and

discuss it with management, and we have no intentions

of shifting the businals .

Do you reserve the right to shift the emphasis of the

681612271
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i t a

1

2 A.

3

4 Q.

5

6 A .

7

B

9

10

11

12

13

14

is

1s Q .

17

18 A .

19

20

21

22

23

24

26

business if you decide to do ao?

Well, I believe we would discuss it with Farmers and

determine what they wanted to do .

What if they didn't want to and you thought it was a

good idea? Do you reserve the right to do it?

4e11, the reason Itm hesitating is because I think

the guesticn is so speculative, I don't --

I mean, the opsration of the business, decisions

of that nature, would be made by Farmers, and we

would, obviously, be involved reviewing with them

what overall strategic direction they were taking

with the business, but I don't believe we would

iIDpoee a new atrategio direction on Faraers .

I mean, there would be no reason to do that, Mr .

8mith . I don't understand what --

At what level are strategic issues resolved within

thf B .A.T structure?

47e11, we have a decentralized management prccess

where operating companies prepare five-year plans and

annual budgets . Those plans and budgets are reviewed

in EATI18 . They would be reviewed with the BATUS

PYeautive Committee . They vould be consolidated into

overall HAT08' five-year plan and budget, and that

would be reviewed with B .A.T, the Chairmaa's policy

ecIDmittee, and they consolidate that into a review

681612272
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1

2 Q .

3

6

5 A.

6

7

a

9 0 .

10

11

12

13

14

15

16

17

18 A.

19

20

21

22

23

24

25

that's meda to the 9.A.T board .

iaoald a shift of the emphasis of Farmera' buainess

towatd the life business fall within a strategic

review process?

Well, I think the guidelines would say that if there

is a aajor strategic change in the business, clearly

that would be reviewed at the HATUS and B .A .T level .

I guass it depends on what you mean by ^shift ."

Well, when I asked you the que:tion a moment ago, you

said the strategic direction of the business --

excuse me, a shift in the -- strategic shift in the

business would be reviewed with Farmers, and that was

in responsa to my question about shifting the

emphasis of tbe business toward the life side . I'm

only trying to find out what you meant by that .

I9 that or is that not a strategic shift of the

businass?

We11, I guws it depends how we define "Chift .• If

•shift" is an increased marketing emphasis on life,

perbaps an increased advertising budget, some more

training with the life -- or with the sales force, if

they ara perhaps going to add soma variations in .life

products, I would say that those sorts of issues

would be dealt with at the operating company level

and that would not require any higher approval .

681612273
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1

2

3

4

5

6 Q.

7

a

9

10

11 Q .

12 A .

13

14

15

16

17

is Q .

19

20

21

22 A .

23

24

25 Q .

IE, by the other hand, you are going to make a

mueh more dramatic shift to either eliminate the line

or substantially curtail it or add a major new line

of product, that would be a major strategic issue

which we would go for higher approval .

Who is it that deoides strategic issues within the

B .A.T framework?

M!. MILLSON : Are you asking who they would go

to for approval in the issues he was just talking

about?

At what lwel are those strategic issues decided?

Well, I explained earlier that we have a process that

goes from the operating company to BATUS to the

chairman•s policy committee and then to the B .A .T

board, and it really depends on the magnitude of the

ohange in the -- I guess you would say the magnitude

of the change .

Was one of the opportunities that was identified in

the consultants• report the sale of additional

fiaaacial serviee products through the Farmers agency

forc9?

I think there was discussion on tnat, and it really

went both ways, and I think the conclusion was that

it may not be appropriate .

HIIose conclueion was that?

681612271
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1 A .

2 Q .

3

4 A .

5

6

7

a Q .

9

10

11 A .

12

13 Q .

14

15 A .

16

17 Q.

18

19

20 A.

21

22 Q .

23

24

25 A .

I think that was in the Intermatrix reports .

Do you know vhether there are other reports tljat

indicate that it is advisable7

I don't remember . I do remember in a discussion with

aome of the Cresap people, there were concerns as to

whethar that was advisable. I think we just have to

get the reports out, Mr . Smith.

Is the issue of whether or not Farmers' agency force

should ba asked to ssll other financial service

products a strategic issue?

I think it depends on what products you are talking

about .

W11at products do you think the consultants were

talking ahout7

I'm not really that clear . I think -- I don't think

we really discussed specific products .

Was the acceleration of geographic growth one of the

oppcrtunities identified in your consultants'

reports?

I think there were opportunities for geographic

growth identified .

Do ycu 1mnwwbethar B .A .T has any different

intentions from you and HATt1S with respect to the

geographic growth of Farmers?

I'm sorry . Would you say that again .

681612275
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1 Q .

2

3

4 A .

5

6 Q .

7

e

9

10

11

12 A .

13

14 Q.

15

16

17

1s A .

19 Q .

20

21

22 A.

23 Q .

24

25

Certalnly . Do you know whether B .A .T hac any

different intentions with respect to the geoqraphic

growth of Farmere from those held by you and BATIIS7

I don't know of any, and I would be surprised if

there were .

Have you heard before the statement from Mr . Sheahyts

deposition, when he was asked about the benefits to

Farmers from the acquieition, when he said, "and to

Farmers' maaagemsnt and enployaes the possibility of

accelerated growth of the business"? You•ve heard

that before, haven't you?

I donft recall that, but if that's in his deposition

-- I doa't ktww, Mr . Smith.

Do you have any understanding of what eccelerated

qrawth of the business Mr . Sheehy was talking about?

MR. MILL90N : "Possibility of accelerated

growth" was the phraso you read .

No, I don't know . I donOt kncx, Mr . Smith .

Was one of the other assumptions that was identified

by the consultants a possible disposal of Ohio State

Life and Invastors Guaranty Life2

Yes. '

In fact, I think you aaid elsewhere that that

disposal perhaps moved from the area of opportunities

to the area -- to being called a working assumption ;

681612276
eta dnoao sns.vs: . vaaee :eo ae 'zt 'e.o

Source: https://www.industrydocuments.ucsf.edu/docs/fxvw0143



347

1

2

3

4

5

6

7

e

A.

Q .

.

9

10 Q .

11

12

12 A.

14 Q .

15 A .

16

17 Q .

1s

19

20 A.

21

22

23

is that cArrect?

Atone point, yes. -

And although I'm not sure "opportunities" ia quite

the right phrase, was another of the opportunities

identified the elimination of Farmere' medical

malpractice line?

I don't knov if that was an opportunity . I think

that vas a concern that vaa raised by the Tillinghast

people .

Was one of the opportunities identified the

opportunity to pay an extraordinary dividend to eA'fU5

out of Farmers?

Are you talking about from the consultants?

Yas.

I don't remember that being in the consultants'

report .

Was one of the opportunities that BATUS identified

during ths course of the study the opportunity to pay

an extraordinary dividend?

I think ve assumed back in the summer of '87, and as

included in the 5eptember board .report, there was an

assumption that Farmers Group and the Farmers life

companiea had excess cash, and foi purposee of, let

24 me just say, running the numbers for the projection,

25 there was an assumption that cash would be offset

01612277'

sca anoao sn.i.vs .. xaero :eo ee 'zt 'io

Source: https://www.industrydocuments.ucsf.edu/docs/fxvw0143



34R

1 against the purchase price.

2 It vas also pointed out that the interest income

3 on that investment, if left in Farmers, would cffset

4 the inteteet eapanse on the acquisition debt, so it

5 really didn't make that much differenca as far as the

6 projections want, but it would have increased the

7 acquisition debt .

a Q . There wes -- the payment of an extraordinary dividend

9 out of Farmers also reached the stage that you

10 cbaractwrired it as a working assumptionr isn't that

11 t?correc

12 A. That's cerrect . I'm not sure we called it an

13 extraordinary diVidend. I think We -- at least, we

14 viewed it aa excess cash available in Farmars .

15 Q . Now, you've testified, I belleve, on direct either

16 this morning or yesterday that ycu do not currently

17 intend to pay that dividend or extract that Cashl is

18 that cOrreOt?

19 A. That's aouect .

20 Q. You do, however, reserve the right to do so once you

21 have met with Farmers' management, do you not?

22 A . we11, I think one of the items on thia list is the

23 dividend policy . obviously, one of the questions we

24 will ask Farmers is, what are their needs, what are

25 their financial requirements and resources that are

68161227 8
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1

2 Q .

3

4

5

6

7 A .

a

9 Q .

10

11

12

13

14

15

16

17

is

needed in the business .

9y each of the®e items we've identified as

opportunities, SaTOS is reserving the right to

implement each of those after the acquisition if it

decides that those are appropriate ; isn't that

eorreet?

I'm sorry. You say, each of these opportunities .

What are you referring to?

You just identified a list of opportunities, shifting

or -- excuse me, increasing the emphasis on life,

accelerating geographic growth, sale of additional

financial services, the sale of Ohio State Life,

Investors Guaranty Life and the payment of a large

dividend to H1TUS, and you've indicated that you

don't intend to do those items until you meet with

Farmers' management .

My question is, elthough you say you don't plan

to do those at this time, your reservation of rights

19 in item 5 reserves for you the right to implement

20 each of those opportunities upon the completion of

21 the acquisition, does it not? 22 MR

. MILL40N : Object to the use of your word

23 ^oppertunity .s The witness on several occasions has

24 not adopted that phrase of yours .

25 NR. SPffTN : Well, I thought I eliminated from my

681612279
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1

2 Q .

3 A.

4

5

6

7

8

9

10

11

12 Q.

13

14

15

16

17

la

19

20

21

22 A .

23

24

25

list the ones he didn't consider an opportunity .

IIavc you left out items? -

I'm sorry . I have to write down the list hera .

t@. ttILL90N : Why don't you not use the word

"opportunity .• Why don't you just list the items .

We're going about St in the longest possible way .

MR. SP[ITH : Well, I did that beceusa that's tha

word be has used and it saves listinq them all every

time ve talk about them .

If you would like to hear the list every time,

wa vill use the list .

I9n't it correct, Hr, Arentsen, that you have

reservsd the riqht to shift the emphasis of Farmers'

bueinesa, life -- let me start a11 over .

Isn't it correct that you and SATUS have

reserved the right to shift the emphasis of Farmers'

business to its life business, to accelerate .

geaqraphio growth, to sell additional financial

senices producta, to dispose of ohio State Life and

Investors Guaranty Life and to pay a large dividend

to SATCS after the acquisition is completad?

Clearly, Mr .'smith, ve have no intentions to do any

of that . Why we have reserved our rights is that we

haven't had a chance to mast with Farmere and

eonditiom change in the future, and we would expect

681612280
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OZd

1

2

3

4

5

6 Q .

7

s

9 A .

10

11 Q .

13

13 A .

14

15

16

17

1s

19

20

21 Q .

22

23

24 A .

25

Farmers to have a point of view and recommendations

on aaeA of those items. '

Generally, we have reserved righta as said in

point five to review the business, dividend policy,

the capitalication, the other items listed in there .

Is there any written commitment anyVhere on behalf of

BATUS or e .A.T not to do any of these items upon the

completion of the acquisition?

Well, there is sworn testimony on all of those

isaltei, Mr . Smith, under oath .

Are you testifying here today that you will not do

any ona of those items after the acquisition?

I'm testifying that we have no intent to do any of

those itsms . To do any of those items would come ,

within a planning cyCle which would require a very

thorcuqh study .

Our planning horizon is three to five years . I

mean, it would be foolish to try and say we won't do

anything forever. I mean, I don't think any

buAinessman would do that. .

Your testimony -- your sworn testimony is that you

hava no intention sitting here today to do any of

those itema7 isn't that correct?

aSy testimony is that I have no intentions, BATUS has

no intentions and H .A .T has no intentions .
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1 Q .

2 A .

3 Q .

4

5

6 A.

7 Q .

8

9

10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

Just as yCu hSvY no plans?

We do have plans. The plan is in the torm A . '

And that Dlan in the form A states that you raserve

the right upan the coIDpletion of the transaction to

do each and every one of these items, does it not?

The form A says what it says .

Do you disagree that you have reserved the right to

do eseA of those items that I have listed immediately

upon the acquisition if you so choose to do so?

MR . MIL280N: I believe that question has been

asked anQ answered at least twice . I think we're

just arguing with tbe witncss now. He's said there's

sworn teatimony, including by himself, as to what

their intentions are. I think it's just arguing witn

the vitness .

NSARZNG fiXAMINER TODD : Well, I don't really

agree with that . I think the question he asked was a

little bit different . If I understood the question,

it was whether or not the witness agreed with what

you said, that they could change most anyth ing they

have in the forn A the next day .after it was

acquired .

MR. SMISH: That's correct .

NF.ARLN6 EXBMINER TODD : I eee no reason why you

couldn't answer that one .
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zza

1 A.

2

3

4

5

6 Q .

7

a

9 A .

10 4 .

11

12

13

14

15

16

17

18 A .

19

20

21

22

23 Q .

24

25

Wa11, I'm not sure what the technical question --

answer to that is, Mr. Smith . I'm not a lawyer, but

clearly the spirit of the form A would not permit us

to makq any of thoae drastic changes the day we

acauire the business .

Can you tell me what language in the form A you refer

to, what section you refer to that has the spirit

that vould not allow you to make those changes?

Ae I eaid, I think the form A speaks for itself .

Ne11, it snys that the offeror reserves the right to

review the company's business assets, corporate

structure, dividend policy, capitalization,

operations, properties, et cetera, et cetera, and to

make any changes that the offeror deems necessary .

Are you telling me that that reservation of

rights doN not inolude itema on the list that we

just want through?

No . What I'm -- your question, I thought, was, the

day ve buy the business, would we make any of those

ohanges that you talked about, and I'm saying that

would not be within the spirit of what is in the form

A and we would not do that .

Lst Me give you six months . Meet with Farmers'

manegement on the third day after the acquisition and

implamant tbpse dhanges any time within six months,
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1 from anywherv from one week to six months after the

2 acquisition . Kaven•t you reserved the right to do

3 each and every one of those things?

4 A . wall, we hava reserved the right to do the items that

S

6

is set in the form A . We have no intentions to do

any of those items that you have talked about .

7 I would aay that with respect to the tax issue

and the billion six of intercompany debt, that

obviously is an issue that we would want to review

very soon with Farmers, and if there were advantages

to not baving that debt in Farmers, that would be an

issue that hopefully could be dealt with in a shorter

time freme than six months, but I would not expect

any strategic issues to change within the first six

months or first year or probably in the first two or

three years.

HEARING BXANfINER TODD: Mr . Smith, would this be

an appropriate time to take about a ten-minute

brWc?

TiR. SMITNt Certainly.

BEARING $7tAMINBR TODDi Let's adjourn for ten

minutes

. ARl. SMITB: Your Honor, either at this moment or

immediately after the break, could we talk about the

timing ot further witnesses, )because we may need to
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let some of cur witnesses leave town if they're not

going to gat on this week, and if we're definitely

going to have additional days later --

MA. MILISON : If I oeuld also have an estimate

of how much longer you are going to be with Hr .

Arentsen, that obviously drives the other questions .

Do you think you will be done with him today?

24t. SMITite I don't know .

$SARINB EXAMINER TODD: If you want to visit

while we're off the record, yeeh, I have no objection

after tha break talking aSout it. '

(A reCGes was taken .)
0

MEARZN6 SXAMIN&R TODD: Let's please go back on

the record now. Ms . Arentsen is still on the stand .

oh, just a minute . I•m sorry . I forgot . I

pro®ised counsel right after the break we would be

open for a discussion about witnesees . .

Mr. Smith, would you want to repeat that .

MR . SMITN: Yea . What I was interested in, I

think it's clear, assuming that -- at least, the

first gueotion, Messrs . C1arA and eroughton will --

Messrs . Clark and Broughton will go on tomorrow and

take approximately the same length of time they have

in the past, or will their testimony expand as Mr .

ArentsaII'si
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My estimata is that Mr . Clark, as

2 in past bearings, will be on and off in an hoyr .

3

4

That's our direct and your cross .

that we will take longer than that .

I don't believe

Mr . Sroughton, I

S think, may take longer than prior hearings, but my

6 anticipation is that we would be done at the end of

7 tomorrow . Is that right?

a MR. COT,E : And before that, if Clark is on --

9 MR. SNITH : If you are going to be done any time

10 late -- I mean, any time tomorrow afternoon, I think

11 it's clear that we cannot gat done by the end Of the

12 week, so I think we would like, then, te let some of

13 our witnesses go home with the understanding that

14 your Honor wiil schedule some subsequant days in the

15 future, if that's agreeable,

16 HEIRINO BXAMINCR TODD : It's beginning to look

17 ik t i t be necessary .hat ID ghl e

18 When we get to Farmers' direct testimony, can

19 you make an estimate as to how -- what are we talking

20 about there, a day or two days?

21 MR . 9NITH :' I think our best guess would be four

22 , days with direct and cross .

23 NEARING EXA2QNSR TODDS Four days?

24 MR. MILISONt We are never going to make this

25 week.
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1 MR. SMITH : It seems like everybody hae

2 n pandad . In some ot the early states, we had a

3 little trouble getting done in-a week, and your case

4 was oomplated in a day, I think, the first time you

S put it on .

6 FEAR.LNO E%ANINER TODD : I may as well mention at

7 this point, we're beginning to get several requests

9 -- Paa can tell me how many, maybe, of other '

9 interested partias to testify.

10 Do you have any idea how many we're scheduled

11 for now?

12 what we•va been, basically, trying to tell them

13 is that, since this was announced to be this week, is

14 that Friday would be open for that type of

15 testimony . I'm not saying I anticipate that to take

ib all day, but we had to have something to tell them as

17 to when to appear.

18 NoY, one member of the legislature has requested

19 a briet time in the mozning, and I had anticipated

20 that we would take that first . I don't anticipate

21 that to take very long .

22

23

24

25

ffit. 9NZTN : We have often in other jurisdictions

interrupted a witness to have a member of the public

or a legislator come in and talk out of order in

order to accommodate their schsdulss . We certainly
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have no objection to tnat .

Mt. HILL40N : We obviously have no objection .

HRA2INO E%AMI}IER TODD : I just thought I would

tell you that about Friday because I think we'll ha

able to got some testimony in from either of the

groups here, but we'll be working around some things .

Mt . SMITg : In terms of the overall timing . I

think that the parties returned to Ohio for xuo

additional days and it's beginning to look like

that's about what we're going to need here, I think .

BsARINO EXAHINEA TODD : What I might snggeet --

and I don't have any idea about our own schedule

right now -- between now and tomorrcw, all the

respective parties kind of check their own calendars

and let's aee if we can maybe arrive at some Possible

times .

As ; understand, is all next week scheduled for

Washington?

lIIt . SMITIi : Yes, your Honor .

FffiAEZNG EXAMINEfl TODD : Is that apt to run over

into the next week? Is this a practice run for that

one?

DIIt . MILISON : I very much doubt that it will run

over a Week in that the Washington department has

ruled that tobacco and South Africa are irrelevant

681612288
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1 isauss and, therefore, some of the witnesses that

2 they Would otherwise put on Wi11 not be testifying,

3 so i don't believe that that will --

4 t4t . SMITH : It's hard to say, your Honor . We,

5 obviously, will readdrqss the relevancy ruling, and

6 generally tobacco has not taken more than one day of

7 the hearing time, so it could conceivably run over,

8 although everyone has an interest in seeing that we

9 gst it done in a week .

10 BEARSNG ENAMINER TODD : Has there been any

11 resolution between the parties as to the Dr . Grecn

12 matter?

13 MR. ROLFE : We don't have an answer yet .

14 There's time change and difficulty in communicating .

15 HEARING EEAMINER T00D : You're still working on

16 that?

17 792. RGLFE : We're still working on that .

18 HEARING E7(AMINER TODD : eear in mind, on our

19 pra-hearing hearing, we still have questions of what

20 witneases we may order following . As we previously

21 ruled, we will wait until BATDS's direct testimony

22 was comnleted and then we .would be coapleted, so

24 Is there any other preliminary matters before we

25 go back to the cross-examination7
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eza

I

2 Q .

3

4

5

6

7 A .

s Q .

9

10

11

12 A .

13

14

35

16 Q .

17

is A .

19

20 Q .

21 A .

22

23 Q .

24

25 A .

Go ahead and proceed, Mr . Smith .

BY IA . SXSTB : I believe you testified previou,sly,

Mr . Arentsen, that you did not establish a particular

target for a rate of return with respect to seeking a

United States financial services market acquisition ;

is that correct?

Yeah, ve did not quantify a rate of return .

Are you aware that Nr . Sheehy testified in hie

depositien that B .A .T had established a target rate

of return for an acquisition in the United States

financial services market?

I'm aware that he said that . And he also said he

didn't knov what St was, and he was wrong, because I

sat in several meetings with him when we discussed

this with Nr. Garraway and Mr . Frigon .

Well, did you sit in on every internal meeting that

B .A .T held? .

I don't sit in on all B .A .T internal meetings, if

that's what you mean .

And Er. 9$eehy __

I'm not aware of any meetings where this was

dispWSiad where I wasn't present .

Mr . ebeehy is the chairman of the board of B .A .T

Iulustriea p .l .c ., correct?

Yes, eir .
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1

2

3

4

5

6

7

8

9

10

Q .

A .

Q .

A .

Q .

A .

Q .

11

12

13

14 A .

15 Q .

16 A .

17

18 Q .

19 A.

20 Q .

21

22

23

24 A .

25 Q .

And that is the ultimate parent in the B .A .T empire?

That's correct, reportable to the board of directors

of B .A .T and the s,hareholders of B .A .T .

Ar4 ha'e alao a member of the chairman's policy

committse, is he not?

That's correct .

And there are three members of the chairman's policy

committeel is that correct?

Yee .

And Mr . Garravay has described that as beinq, in

United States terms, IiFW the office of the

chairman . Do you think that is an apt description of

that committee?

Yes, an executiva committee .

Do you attend meetings of the CPC?

I've attended meetings with the CPC . I don't attend

all their meetings .

You attend when invited ; is that correct?

That's correct.

. Has Mr. Sheehy aver told you that the establishment

' of the rate of -return for aV .S . financial services

a0guisition.was not discussed at any meetings outside

your presence?

I don't remambsr him saying that .

One of the reasons you want to acquire Faraers is the
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1

2 A .

3 Q .

4

5 A .

6

7 Q .

a

9

10 A .

11 Q .

12

13

14

15

16

17 A.

1B

19

20

21

22

23

24

25

quality of its management ; is that correct?

Yes .

Ycu'va learnad quite a bit about Farmers' managemant

through your preacquisition analysis, haven't you?

Yes . There was quite a bit of research to that

effect .

And have you learned more about 7armsrs' management

and the individuals in Farmers' .management sinca the

tender offer was launched?

Yee, I think I've learne3 more things, yes .

Nas anything ever come to your attention during your

investigation of Farmars over the course of this --

your tender offer effort which has led you to

eenclude that any aspect ef Fanmers' management is

not vhat yea would expect from the management of a

company you are acquiring?

No. I -- the only thing I can think of is I don't

understand rhy they won't sit down and talk to us

about negotiating this transaction, but we'va had

very little pereonal contact . I did meet Mr. Denlea

at the shareholders meeting . I shook his hand,

chatted with him for a few minutea . ,

During the course of these proceadings, I've

chatted with some of the people from Farmers that

have beeh witnesses or attending these meetings, but
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1 outsids of that, I haven't had any involvement .

2 Q . Other than Farmers' resistance to your offer, have

3 you learned of anything that Farmets has or has not

4 done which you think is an axample of less than good

5 management4

6 A . Wsll, I would want to be curious -- to knev more

7 about their deliberations on the withdrawal from the

a business of Ohio state Life, the manner in which they

9 did that . I think there's some litigation issues

10 that come up that, ebviously, we would like to know

11 more about or discuss with Farmers, Farmers

12 litigation issues .

13 Q . Well, with respect to Ohio State Life, I believe you

14 testified that you were surprised that they didn't

15 ettempt to aell the accident and health business

16 rather than terminate it ; is that correct?

17 A . I don't know if those ara my exact words . What I

18 would say is that one course of action would have

19 bee.n to sell that accident and life business and

20 retain the policyholders' coverage and retain

21 employees' jobs as opposed to just closing it down .

22 Ferhaps Fsrmers considered that and .there were good

23 rvasons not to do it, but --

24 Q . What malcas you think --

25 A . I just don't have enough information, Mr . 8mith, to
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1 speculate on it .

2 Q . What makes you think they difln't try to sa11 it?

3 A . They may have . I don't know. Mr . oenlaa didn't --

4 you know, there'a no public information about that

5 that I'm aware ot .

6 Q . Now, with respect to the litigation issues that you

7 mentioned, you said you would like to have more

s information from the information presently available

9 to you, era there any aets or failures to act of

10 Farmars' management that you can presently identify

11 as beinq lass than good manaqement?

12 A. With respect to -- I think that litigation and the

13 Ebony file and the destruction of documents goes back

14 to three or four years, to some prior management, and

15 I don't know or have reason to believe that the

16 curYgnt manaqemant was involved in that . I just

17 don't know.

18 Q . From what yeu know about the two matters that you

19 mentioned, would you retain current management if

20 they were involved in it?

21 A. I just don't know, Mr . Smith . I think you are asking

22 us to make judgments on totally incomplete facts .

23 Q . 8o you don't have enough inforcation to determine

24 whether or not those two items would be reflective of

25 pcor manaqement on the part of Farmers' present
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1 majugement? Is that your testimony?

2 A. '(hat'e oorxact .

3 Q . Do you believa Yrom your present knowledge that those

4 events reflected poor management by the management

5 that was in place at the time of those events?

6 A. well, I think the management that's in place

7

8

9

10 Q .

11

12

13

14

15 A .

16

17

18 Q .

19

20 A .

21 Q.

22

23

24 Q .

25

obviously is accountable for what goes on during

their watch, and who or what was involved, I yust

don't know .

Other than the Ohio State Life and the litigation

issues, ara you aware of any other actions or

failures to act on the part of Farmers' mar.agement

that you think is an indication of anything other

than good management?

No, I'm not aware . As we've said repeatedly and our

research has shoxn, Farmers is believed to have good,

solid, strong management vith depth .

Nould you have available, Mr . Arentsen, the documents

that you spent quite a bit of time with yesterday?

I think -- well, wait a minute . The box?

The box .

MR . MI:dSON1 We'll gat the box .

(A recess was taken .)

8Y MR . SMITN : Can you find the document that's

S%bibit 5080, please, Mr . Arent9an .
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1

2

7

4

5

6 A .

7 Q .

a

9,

10

11

12

13

14

is

16 A .

17

18

19

MR. MILLSON : This one here, "Agriculture

Critieal Faetors"?

MR . 9MITH : Right, dated August 1967 .

pR. MILiBON : I'm sorry . It's the thin one .

Okay.

Yea, I have it, Mr. Smith.

would you turn to page 6151, please, Mr . Arentsen .

Focusing on the statement -- the statements that are

undarlined, "Agriculture's future depends on the

folloring factors : One, the company must become a

more efficient operator - narrow the policy

acquisition expense gap with State Farme two,

maintain disciplined underwriting standards and

preseave surplus," is that a conclusion with which

you agree7

I don't remembar the statement, but I think the point

is that what was shown in the research was that

Fermara was less efficient than State Fan¢ and that

to narrov the gap, they'd have to be more efficient .

20 But in our view, in spite of that, Farmers was still

21 much more efficient than many of its other .

22 ocmpetitors, and, obviously, being more efficient

23 would improve FarmeTs' future . Maintaining

24 discipline and other underwriting standards and

25 surplus, clearly Farmers' future would be in part
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1

2 Q .

3

4

5 A .

6

7 Q .

6

9

10

11

12

13 A .

14

15 Q .

16

17

dspeiMent upon that .

Do you believe that Farmera is presently maintaining

disciplined underwriting standards and preserving

aurplus?

I have no reason to believe that they are not doing

that.

I notice, Mr. Arantsen, when we were going through

these documents yesterday -- I'll try to avoid going

back over every reference . I notice that your

consultants frequently refer to Farmers as having a

unique atructurs . Did you make that same observation

when you reviewed these various consultants' reports?

Yes . I think in our report to the B .A.T board wa

referred to Farmers' structure as unique .

You also indicated, I think, from your review of

tbeae various reports, you did it -- the consultants

did identify two problems with respect to group

is accident and health and potential undarreserve ; is

19 that correct?

20 A . That's correct .

21 Q . And at least with respect to tlose aspects of the

22 eonsultanta' reports, you agree that those were

23 problems?

24 A. With respect to the group accident and health, we

25 agreed that that was a problem . With respect to the
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6E3

1

2

3

4

5

6 Q.

7

8

9 A .

10

11

12

13

14 .

15 Q.

16 A.

17 Q.

18 A.

19 Q.

20 A.

21

22

23

24

25

underreserving, we agreed that it had been a problem

in the past . There was some question during mid-1987

in tha third quarter when we were doing most of th :s

work as to what current underreserving still existed

at Farmers .

Now, with respect to the group accident and health,

you expressed concern for the profitability of that

businessJ isn't that correct?

I think the coneern was that the business was not

doing wsll and that we assumed that the business was

operating at a breakeven. Farmers didn't break out

their figures aa to tha profitability . We weren't

aure vhat the profitability was, but we believed

there was a troubled segment of their business .

9ecause of the reserving?

On the group accident and health?

Yes .

No .

What did you believe was troubled?

TLa busineas just wasn't doing well . Farmers had

recognized that it vas a problem business . They were

- trying to copa vithit . It was unclear as to what

actions Farmera was going to take . They had -- this

was -- the time frame we're talking about now, i

aesuAe, is back August, September '67, before they
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1 announced what they were goinq to do .

2 Q. cCrrect .

3 A. FarIDecs had increased preIDiuIDs substantially by major

4 amounts in an effort to imprcve their results in the

5 business. They had decided to walk away from

6 policies that bad losses, poor loss experience, by

7 having large increases in the premiums beyond what

8 was eompetitive, so they were taking some actions,

9 and, obviously, those actions were in response to a

10

11 Q .

12

13

14 A .

15

16 Q .

17

18 A .

19 Q .

20

21

problem.

;a that what 1sd you to believe the business was

troubled, the tact that there were large premium

lncreases?

This wae based on the assessment that was given to us

by (.bnning and, S believe, Tillinghast .

Wasn't thera also a concern about having connections

with health maintenance organizations?

Not with respect to Ohio State Life .

Was there a concern about having connections with

flMOS with respect to some other aspeet of Farmers#

business? -

22 A . taell, in our previous work looking at different

23 seqments of tinancial services, we came to the

24 conclusion that health maintenancs organizations were

25 net an attractive businass to be in, along with
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1 several otber sagments .

2 Q. And wasn't one of the concerns about health ,

3 maintenance oi<JaniLationa that statementa about

4 smoking and health made by employeea of those groups

5 might be attributed to e .A .T?

6 A . I think the major eoncern was the poor results and

7 the poor profitability and the unpredictable results

a of the business from a financial point cf view. That

9 was the major concern .

10 Q . Well, waa what I stated also a concern?

11 A. It may have been, what I would say, a rlinor concern,

12 but not one that a decision was made on . I think

13 tdere was some discussion of that topic, but by and

14 large, we just didn't feel that was a good business

15 to be in. And I think subsequent history -- recent

16 rasults of several companies that are in that

17 business are having severe difficulties .

1s Q . Wss it discussed in looking for an acquisition

6£a

19 candidate that if you acquired a life business that

20 iacluded an NNO, that you might have to dispose of

21 the ffisQ?

22 LQ2 . NILLSON : Your Honor, I just wonder what

23 HI(OS have got to do with the domestic insurer in

24 Nan3is . I just wonder if ve're not a bit far

25 afield .
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oaia

1 $F.A3UNG EW+MINER TODD : Fould you like to --

2 MR. SHITH : Certainly .

3 ]SEARSNG EXAM'INER TODD : -- guide us to where ycu

4 are gcing?

5 MR. 9,IITM: I'm trying to find out the extent to

6 which in their discussions they were concerned about

7 the acquisition of any businesses which would or were

8 maXing atatements linking smoking to various health

9 probleme atsd the necessity for disposal of such

10 units, and, unfortunately, we don't have Mr. Garraway

11 here.

12 What I'm coming to is Exhibit 5196, and maybe

13 this is an appropriate time to come to it . It was

14 produced to us redacted on the grounds that there was

15 material it it that Was irrelevant, That material

16 tuxned out to be, •Lifa businesses had problems for

17 us, that any comnection vith health maintenance

18 organiaatione vould require a disposal for fear of

19 qroup employeea being attributed with statements on

20 smaking and health , such an eventuality could have a

21 serious legal impact.' -

22 That statemeat comes from a meeting stated to be

23 held on 6epteAber 14, 1987 betveen Messrs . Garraway,

24 Fatcliff and Brevis, none of whom, unfortunately, are

25 intended to be called by B.A .T or EATDS, and my

64_16 1 2302
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1 question af this witness is whether he participated

2 indisousaiona of that vary aame topic .

3 16[. MILi80N : het me ask again what health

4 maintenance crganizations have to do with the

5 domastio insurer in RansaG or,, even if we're going to

6 get more broadly than that, with Farmers at a11 in

7 any ray .

a They don't own a health maintanance '

9 organization . That sentence he read -- inaccurately,

10 I think, but is absolutely irrelevant .

11 192 . SMITH : I inaccurately read the sentence?

12 MR. llffLLSON: I believe you left out a word .

17 The word ein• is there that you didn't read .

14 MR . BMITH : Not on the copy . There is a blank

15 on tho copy .

16 MR . MILL90N: I think your copier just didn't do

17 it right, but in any event --

SB MR. aMITM: I won't quibble with that . I will

19 simply point out that our employeee frequently make

20 sucL statements, and we will introduce evidence of

21 statements about smoking being .made by various and

22

23

numetous larmars employaas .

. NEANING IDIANINBA TODDf Would ycu state what the

24 BMO part bad to do with it? I'm not sure I heard all

25 that . Was it about whether or not St was an

681612302
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1 acqulTer7

2 MR . eMI48 : The etatement was if they acquired a

3 life busincse that had en NMO affiliated with it,

4 they would have to dispose of the ffi+70 to -- quote,

5 •for fear of greup employsss being attributed with

6 statements on smoking and health ."

7 MEAEINO E4ANINER TODD : Well, I see no reason

a why you shouldn't go ahead and direct that to'the

9 vitnes.e .

10 A . What vu the qusstion, Mr . Smith?

11 Q . SY MR . SNITN : The question, Mr . Arentsen, is whether

22 or not you participated in any discussions concerning

13 whetheL' it would be necessary far S.A.T or SATUS to

14 dispose of any piece of a -- e£ an insurance business

15 which waa acquired either because it was an NMO or

4--

fLr

and health which could be attributed to H .A .T or

SiTDS .

20 A. Aell, ae I -- that p s a long question, I think much

18

19
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1

2

3

4

5

6

7

9

9 Q .

10

11

12 A.

13

14

15

16

17

18

39 Q .

20

21

Effio.p because scme life insurance companies kind of

ventured into that area, I'll say, unsuccessfylly,

and we cams to the conclusion that that vould be an

unattractive segment of financial services to get

into .

I don't remember havinq any discussions saying

that if we bought a company that had an !4Mo we would

have to se11 the HI50 .

Do you recall anyone ever raising any question or

ooaeerns about Parmers in light Of its aggressive

marketing of nonsmoking discounts?

Well, we -- in our research, we were aware of

Farmera' nonsmoking discounts . Wa discussed it, Mr .

Frigon, Mr. Sheehy, Mr. carraway and myself, and came

to the conclusion that there was no conflict with

nonsmoker discounts -- in fact, B .A .T's insurance

companies had nonsmoker discounts -- and that that,

in our view, did not present any problems .

You gave me the conclusion . The question, Mr.

Arentsen, was, did you ever engage in any discussions

as to vhether or not there was a conflict?

22 MR. MILTSON : i think he just answered that

23 question. Are you asking him for more details of

24 that conversation? I mean, he just answered those

25 that very question .

681612301

eva dnoxo sn.LVa,- vaaev :so 99 'zi 'e.o

Source: https://www.industrydocuments.ucsf.edu/docs/fxvw0143



3 75

1 Q . Those conclusions wara derivad from conversations as

2 to whether or not Farmers' marketing of those

3 discounts constituted a conflict?

4 A . yeah . The discussion came up in the course of our

5 review, and when it was pointed out from our

6 consultants Fermers was extensively involved with

7 nonsmoker discounts, we said, "Well" -- after some

a discussion, •That's fine . We don't see any problem

9 t •ith thw .a

10 Q . Did you discuss whether or not Farmers Would be

11 allowed to Continue to market those nonsmoker

12 discounts -- I mean, offer them. I mean, market

13 theID .

14 A. We saw no reason why farmers would not continue to

15 mark»t nonsmoker discounts .

16 Q . Did you discuss whether or not statements made by

17 Farmers in the course of marketing nonsmoking

18 discounts might be attributed to 9ATU5 or B .A .T with

19 rsspect to questions linking stoking to health

20 roble ?p ms

21 A . I don't remember any discussions specifically dealing

22 with .tbat issue other than we did not sae any problem

23 or conflict with marketing nonsmoker discounts .

24 Q . And I presume that at the time you had those

25 discussions, you were unaware of what's been marked

6816? 230 : )
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1

2

3 A .

4

5 Q .

6

7

S

9 A .

10

11

12

13

14

19 0 .

16

17 A .

is

19 Q .

20

21

22 A .

23 Q .

24

25

as Exhibit 5001, "Facts about smoking ." I know the

brochure, you have seen before .

That's right . we were not aware of that until thase

hearings started .

Now, t,bis brochure, as you know, states that,

•Statistical studies and periodic reviews confirm

that smoking contributes to earlier death .1' Does

BATUS agree with that statement? '

Our point of view on that is that we don't know

whether that statement is true or not . we do believe

that smokeFs as a group are in a higher risk category

tb.an nonsmokers, statistics show that, and that that

is the basis for the nensmoker discounts, but that is

the statistical association and not the cause .

So it's your testimony that you don't Know whether

smoking contributes to earlier death, correct?

That's correct . I don't know whether it does or

doesn't .

You are aware, are you not, that the surgeon General

of the United States has concluded that smoking is a

cause of lung cancer?

I believe that's correct, what he just concluded .

Does SATUS agree with the Surgeon General?

MR . ZRLySON: I]ust wonder if this is the point

where I should start saying again that I don't think

681612306
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1 the Surgeon General's views on smoking are relevant

2 in.this proceeding .

3 Q. BY MR. pSITN : Well, you are aware, are you not, Mr .

4 Arentaan, that the Surgeon GeneLal's conclnsione are

5 stated in E%hibit 5001 that is distributed by

6 Farmers?

7 A . That'a What the decument says .

8 Q . Do you agree or disagree vith the Surgeon ceneral's

9 conclusion that smokin9 is a cause of lung cancer?

10 ldt . MILI80N : I just leave -- maybe I should

11 just have a standing objection rather than complain

12

13

ell the time .

NEARIIQG SXAMINES2 TODD : Wall, let the record

14 show that on that issue, ve will consider a standing

15 objection . I see no reason why the witness couldn't

16 go ahead atW answer that particular question . I'll

17 reserve ruling on the relevancy of any other kind .

38 Go ahead .

19 A . Mr . Smith, we, as I stated earlier, do not believs

20 that science has proven what causes cancer,

21 scientifically proven what causes cancer, and so that

22 is where we, in affect, would disagraa with the

23 'i i son that there is a cause until tconclus

24 s ientifi llc ca y proven . .

25 Q . Are you saying you don't know whether or not the

881612307
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1 Surgeon Gcnaral's conclusion is correct or not?

2 A. •That's correct .

3 Q . What is B .A .T's position as to whether or not the

4 Surgeon General is correct, if you know?

5 A . It's the same position .

6 0 . Are you awere that both Hr . Sheehy and Mr . Garraway

7 testified that they believe the Surgeon Oeneral's

8 concluaien to be incorrect? •

9 A . I think they said it was incorrect because they did

10 not lmov whether it's ccrrect or not correct .

11 Q . Will BSTtrS allow Farmers to continue to distribute

12 EYhibit 5001?

13 A . No .

14 Q. W111 Farmars -- excuse ma. Will BAT9S allow Farmers

15 to eontiaue to market nonsmeXing discounts with any

16 materials which link smoking to health problems? -

17 M1 . HILTSOH : Are you saying -- let me make sure

15 I uxWtctand the question . Are you as7cing the

19 • Witness whether BATUS will permit Farmers to market

20 nommoking discounts with materials that atate that

21 smekinq caYaaq Cancer7

22 ' IR. S1S1TH: Or any other disease, yes .

23 A. If the question deals with whether there's a

24 statement that there's a cause, that is where I think

25 we would not agree because we don't know whether

csisi23os
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1 thlre's a f2use or not .

2 If the material shows a statistical association

3 or facts of that nature, we don't necessarily

4 disagrw with that . I think we just have to look at

5 the material . Mr . Smith .

6 Q . Will BATUS allow Farmers to engage in any marketing

7 activities which include encouraging people to stop

8 ki ?

9 A .

smo ng

I don't knoY . I think we'd have to see if -- I mean,

10 the issue is if Parmers saye, "If you stop eaoking,

11 than you are entitled to a nonsmoker discount," we

12 don't sae a problem with that. If they say, "Smoking

13 causes disease,^ then we would have a problem with

14 h ta .t

15 Q . were you present in orGgon and California when Mr .

16 Garraway stated that B .A .T could not and would not

17 allow Farmers to proselytize an anti-smoking program7

18 A . Yes .

19 Q . Did you agree with that?

20 A .

21

Yeah, I tbink that's in the context of what I've

idsa .

22 FEARING SXAMINSH TODD : Mr. Smith, could you

23 repeat that question again . I just didn't hear it .

24 MR. SMITH : Certainly .

25 HEARING EXANSNBH TODD : I heard the answer, but

681612309
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I didn't hear --

MR. S16TM: The statement was that Mr. Garraway

testified in Oregon and California that E .A .T could

oot and would not allow Parmers to proselytize an

anti-amoking program .

REAAING 87CAMINER TODD : Thank y0u .

MR. MILLSON : If I could just coma back to --

the tactic that Mr . Smith uses frequently of saying

to a mltnese, 6o you remember testimony given

sonevlfere else, I raally think that that's not the

bast way and the fairest way to do that .

If he wnnts the witness to hear the testimony --

there's been a lot of hearings now . This is not

apropos, this particular question .

I'm Just concernsd that the tactic seems to be,

you reyembar someone -- you know, Mr . Sheehy saying

this or someone saying that . I think that he should

Just read the witnesa' testimony -- or not even

bother to read the witness' testimony . It says what

it saye, and I think it's unfair to the witness, as

he sits here the end of his second day, to be

e)¢aoGad to remember a whole bunch of things and

mianoes, and I would just make that request to Mr .

SIDStII .

MR. SMITHt I'm trying to make things move

681612310
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1

2

3

4 Q .

5

6

7

8

9

10

11

12

13

14

15

16

17

1s

19

20

21

22

23

24

25

rapidly, your Honor .

H}ARIHG E%AMINER TODD : Do you have any

objectlon to that?

By MR. BIQTHt 6ATIIS and B .A .T have also taken the

position, have they not, Mr . Arentsen, that if after

the acquisition Farmers' board of directors insists

on continuing to market nonsmoking discounts by

making statenenta linking smoking to diaease,that

the board of diraetors of Farmers will be rearranged

to give BATUS a majority on the board? Is that

correCt?

NR. MILISON : That's the exact problem I just

asked him . There is testimony by Mr . Garraway who

was asked by Director Kulonqoaki in Oregon, in Zact,

on this specific pamphlet Mr . Smith has there on

8xhibit 5001 . F just objeci to characterizations

that are not quite right, and I wonder why we can't

just read tha testimony, if that's what he wants to

do -- or I don't know why we need to read it to this

witnesa .

Whether ha remembers .this or not doesn't make

any differenca . If Mr. Garraway said that, then Mr .

Garraway said it . I don't ses the use of asking Mr .

Arentsen whether he remembers that . That doesn't

have anything to do with this proceeding .

681612311
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1 FffNiING E%AMIBER TODD : Iat me ask TIr . Smith a

2 question .

3 Is that testimony or ttanscript in Oregon -- was

4 that it? -- is it going to he part of the recotd in

5 this hearing? .

s MR. SMITH : Your Honor, if we go back to the

7 question before, we certainly intend to mark the

e portion of the transcript that I was citing . .

9 The iast questicn I asked -- and, you know,

11

we're sloving proceedings down tremendously with

these objections .

12 The last question I asked, if counsel had

13 listened to it, had nethinq to do with any prior

14 tsstimony. I asked him, wasn't that BATUS's

15 position, isn't that the position that BATIIS has

16 taken. I'm askinq the vitness t o tell me, is that or

17 is that not BATUS's position .

18 MR. 1SILy40N : I may have misheard . I believe

19 that you referred to the Oregon testimony . In any

20 event, that testimony is in the record . I mean, they

21 can put in --

22 MR. SDIITB : May we have the reporter read the

23 last estiqu on.

24 MR. mILiSOH: If I'm wrong, I apologize .

25 BEARING EEBBINER TODD : Well, Why don't we just

681612312
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1

2

3

4

5 p .

6

7

a

9

10

11

12 A .

13

14

15

16

17

18

19

20

21

22

23

24

26

have the witness answer the ¢testion that you asked

1ast .

t~t. SPffTB : I'll restate it .

T!ffi wI1R786S : Thank you .

BY HI2. 9MZTII : Mr . Arentsen, isn't it BATUS's

position that if Farmers' management after the

completion of an acquisition by BATVS continues to

market nonsmoking discounts by making statements

linking amoking to various diseases, that the board

of directors o£ Farmers vill be rearranged so to give

BA14S a majority of the board?

our position on that, Mr. Smith, is that, in the

first instance, we would vant to review in great

detail with Farmers their marketing with respect to

what you have referred to, discuss with them their

reaaons, gst a good understanding of what you are

referring to .

with respect to this pamphlet, this pamphlet is

ems that is not by any means a major portion of

F.Zrmers' marketing program . =t is a very minor

postion, as we understand it . They send out enough

so that one aqent gets one ef those pamphlsts every

tvo months, and I don't have any idea how many get to

their possible customers .

In fact, many of Farmers' witnsssas have -- some

68161231°
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1

2

3 Q .

4

5 A .

6

7 Q .

8 A.

9

10

11

12

13

14

15

16

17

ie

19

20

21

22 .

23 Q .

24

25

Farmer{' witnesses have not even been aware of that

pamphlet . We would disagree with that pamphlet .

Are you eventually going to answer the question, Mr .

Arentseb?

I think it's nececsary to put that question in the

proper context, Mr . Smith, if you don't mind .

Can you now answer it?

yes, I'm annering the question .

After we've had an opportunity to review that

issue, to discuss it with Farmars' management to get

an understanding of their position on it, if Farmers'

board insisted that they had to continue with that

pabphlet, and then I think, as Mr . Garraway stated in

Oregon, if they continue with that pamphlet and

continued with a marketing program built on

asseciating smoking as a cause of disease, then we

would feel that that would be irresponsible of -- for

ue to have one corporate point of view and to allow a

subsidiary tc do something totally inconsistent with

that.

Given all that, if they still insisted on that,

tban, yea, we would rearrange the board. -

Do you believe it is irresponsible for Farmers to

distribute a brochure which states that smoking

causes lung cancer?

681612314
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., . .. .,,,tn r,. lrrnnnansible for us if we

5

6 A .

7 '

8

9 Q .

10

11 A .

12

13

14 Q .

15

16

17

18 A .

19

20 Q .

21

22

23

24

2S

omed Farmers to allow them to distribute that

pqIDphlet .

Is it irresponaibla for Farmers to distribute that

brochure?

I don't know. I'd have to talk with Farmers and find

out why they were distributing that pamphlet and what

their beliefs are

. Would HATVS allow Farmers' employees to say publicly

that cigarette smoking causes a higher death rate?

I think ve would not allov them to say it causes a

higher death rata . Hare again, there's a difference

betveen cause and a statistical association .

Are you avare that Thomas Welch, a Farmers emplcyee,

has testified that based upon tne studies conducted

by Farmeya New World LSfe, Farmers has concluded that

cigarette smoking does cause a higher death rate?

I havan't seen that testimony, so I'm not aware of

that .

would BASVS allow Farmars to enqage in advertising

whicD statss, •you can quit . we can help you" --

excuse me, ^We can help . There are a million rsasons

why you can't quit smoking right now and a million

more why you should. The best reason ef all, it will

aave your life"?
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1 MR. MIL7SON: I just wonder whether it's

2 appropriate to keep this witness an the stand asking

3 him about broehures, at cetera . I think the general

4 tbxuet of his testimony is clear, that eATUS would

5 ewt permit Farmere to put out advertising material

6 that says smoking causes cancer .

7 I think getting more than that by reading a

a variety of different pamphlets is merely cumulhtive,

9 and I would ask that we limit the examination in that

10 regard.

11 HEARING EXAMINER TODD ; In regard to what Mr .

12 Nillson just said, is there some way you could

13 shorten it up by listing the pamphlats or something?

14 MR. SHITH: Your Honor --

1S HEaRING EXAMINER TODD: I do agree witth him that

16 t11e answera are fairly clear .

17 MR. 814TH : Well, and I agree with that, as

18 well . There are two answers to Mr . Millson's

19 ob]eotion. The first is that, when I asked the

20 witness whether or not they weuld rearrange the

21 Farsers board to prevent the distribution of that

22 material, be went on at great length to explain that

23 tbSS broobure is not widely distributed, so I think

24 it is important to relate to at least one -- ons or

25 two additional advertis.ments to show that they would

681612316
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1

2

3

4

5

6

7

8 A .

9

10 4 .

11

12

13

14

is

16 A.

17

18

19

20

21 ,

22

23

24

25

also disallow these advsrtisements ; and my other

;espcros to Mr . Millson's objection is that this is

the last one that I'm planning to ask him about, so

if he could answer that question, we can move on .

BEARING EXAMINER TODD : okay . That may be the

simplest selution .

Go ahead.

I'm serry. could we have the question rersad or

repeat it, pleasa .

Why don't I just read it . would you allow Farmers to

engage in advertising which states : "YOU can quit .

We ean help . There are a million reasons why you

can't quit smeking right now and a million more why

you shculd. The best reason of all, it will save

yovr lifa•?

I don't think we would allow that, Mr . Smith.

NBARING EXAMINSR TODD: Is that last one going

to be an exhibit?

ffit . BtiITH : It will be an exhibit . We just got

thasee today and they haven't been marked yet, but

they will be .

gBARIMG g7(AMINER TODD : That's all right . Thank

you .

MR . Mi1.I80N : I don't know how many other

exhibits they Just got today, but I would hope that

88161231 'i
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1 we would get a revised exhibit list if we're going to

2 have a lot of other exhibits coming in .

3 HfiN1ING RYSwrtNPR TODD : I think that's a valid

4 suggestion . Do we have another box like we had this

5 morning nr yesterday7

6 MR . BIQTH : We're not going to spring a new box

7 on you, your Honor . These are the only two new

e exhibits that I know of .

9 MR . ReLFB : Hot off the press?

10 MR . MIyySON : If you cculd send us copies of

11 both of them with a revised exhibit list, I would be

12 most grateful .

13 MR. SHITiS : Fortunately, a copy for you is

14 available right now, as soon as you -- I'm sure you

15 can bardly wait to read it .

16 MR . SffLLSON : Thank you .

17 Q . BY 14t. SMITH: Can you from your box, Mr . Arentsen,

18 find Exhibit 5127, please,

19 A . Yes, I have it, Mr . Smith .

20 MR. lIILLSON : It's a document dated August 25th,

21 1987 .

22 Q . '9Y NR. SMITH : First of all, would you turn to page

23 6194, Mr . Arentsen .

24 A . Yes, I have it .

25 Q . I think this is a fairly simple question . Is that

G8161231i
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1 y,ar hendwriting?
2 A, Yes,

3

4

Q.

A.

Could you read that for us, please .

It says -- this is an exhibit dealing with

5 compen,setion a[d bonuses for Farmars' management, and

6 it says ; •Strong incentiva to drive up short-term

7 earnings . Incentive formula tied to SpS, I' earnings

8 per share of growth. "Hava not" -- I think it's

9 "aLrpasssd," but I•m not Dure of my own writing here,

10 "have not surpassed targets by large amounts driven

11 by one-yeax incentive program ."

12 0. I'm having trcuble with the same words . Would you

13 turn bbaok to page 6176, please .

14 A . Yes, I have it .

15 Q . The third bullet says : "To maintain the current

16 manegement fee iavel, capital shortfall of

17 approximately 32 billion within the next tan years

18 will need to be addressed ."

19 tW,at is your understanding of what that

20 statement means?

21 . A. This was a symmary of a report from Tillinghast . I

22 . think it dealt with their assessment ot the .

23 underreserving, and if you extrapolated that out, I

24 think that•s the context of it . I'd have to gc back

25 and --

681612319
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1 Q .

2

3

4

5

6

7

a

9

10

11

12

13

14

15

16

17

19

19

20 Q .

21

22

23 .

24

25

It's a$2 .7 billion shortfall in the reserves of the

Lxehanges? -

142 . MILLYON : I think, Mr. Arentsen, if you do

need to go back and look -- you said you might have

to do that -- I would do that rather than just answer

the m••stion .

Your Menor, I don't know if you would like just

to have Mr. Arentsan look at the document more

overnight since it doesn't seem Mr . Smith is going to

finish by five o'clock, anyway, and we can return to

this answar in the morning -- or, Wayne, what is your

pleasure on that?

MR. S!¢TM : I'd be happy to let him review the

docu®ent overnight, and I'11 go on to something else

now becamLe I don't want to --

MR. MILLSON: Are you going to finish tonight?

MR . SMITM : No .

BEARING EXdMINER TODD : Why don't We go ahead

end hol.d up the question for him to answer tomorrow .

8Y M@. SMTPH : Mr. Arentsen, when we were looking at

one of the exhibits that included some calculations

with respect to Farmers' surplus ratio, you said ; I

believe -- and correct me if i'm wrong -- SATUS is

committed to a surplus ratio no worse than 3 .2 to one

and we want to have a better ratio . Was that a

681612320
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1 correct summary of your testimony?

2 . 74t. HIhISON: Did you say, 3 .2?

3 MR . S}IITH : I'm sorry .

4 Q. $AT[M is ca®mitted to a surplus ratio no worse than

5 three to one, three eolon one .

6 A. Yes . We're comIDitted to maintaining a ratio of three

7 to one, which has been what Farmers has typically

s maintained, although they have exceeded that .lightly

9 in the past.

10 I believe in 1986, they exceeded it

11 significantly before they put the 200 million cePital

12 cAntribUtion in which brought them back to a thrce to

13 one ratio, but we would be cemmitted to maintaining

14 the ratio at three to one .

15 AR. S?II1'N: Your Honor, I don't mean to be

16 piCky, but I .hope when people start complaining about

17 how long the cross-examination has gone, that the

18 extra information contained in the answers be kept in

19 mind.

20 I asked what BATUS's coIDmitment was and I got a

21 little dissertation on Farmers' history along vith

22 it. I don't mind that, but it's taking significantly

23 longer than it otherwise would to complete the

24 cross-examination .

25 Mffi. HILIBON : I haven't complained yet, Wayne .

.~ ` ~,jG~
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1

2

3 Q .

4

5

6 A .

7

8

9 Q .

10

11 A .

12

13

14

15

16

17

18 Q .

19

20

21 A .

22

23

24

25

I would rather the witness give full and fair

ansvers . .

Did you also state, Mr. Arentsen, that it would be

SAfDS's intention to have a surplus ratio batter than

thSee to One?

I think we would prefer having a surplus ratio better

than three to onr . I think, obviously, that's better

for the business .

How do you intend to achieve a surplus ratio of

better than three to one?

Well, we would have to review that with Farmers'

manapement to get their opinion on it . They may have

good reasons to say that three to one is better than

something more stronger than three to one .

Other things being equal, we would prefer to

have a etronqer ratio than three to one, but I'm also

saying that tLare's nothing wrong With three to one .

9Phat plans does BATUS have to fulfill its commitment

to maintain a surplus ratio no worse than three to

One?

Well, we would have_capital available to Farmers .

And as Farmars has done in the past with surplus

contributions to the E%changes in the form cf capital

surplus notes, if that were appropriate, then that's

one of the things that we would do .

6816 1 232 9-
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1

2

3

4

5

6 Q .

7

8

9

10

11

12

13 Q .

14 A .

15 Q.

16

17

18

19 A.

20 projections of the Exchanges . That was not part of

21 these projections . Those projections dealt with the

22 valuation of the business, and those projections, as

23 agreed, have not basn produced .

24 MR. MILL9OP : Let me say, with ona exception,

25 there was the board report that you took them through

I would also point out that Farmers seems to

have been able to manage their business within.a

three to ona ratio with the exception of 1986, when

they bad a 20 percent premium growth rate, and that

may wll have bean an unusual situation .

Do you bave a projection for the Exchanges which goes

with Exhibit 1s and which demonstrates that you will

be able -- or, excuse me, that the Exchangas will be

able to maintain a three to one eurplus ratio under

the growth plan set forth in Exhibit 18?

MR. MSLL6oN : What do you mean, goes with 197 1

don't understand that. -

po ycu understand the question, Mr . Arentsen?

I'm not sure, Mr . 6mith .

Do you have a projection for the Exchanges which

damohstrates that under the growth plan set forth in

Exhibit 18, the Exchanges will be able to maintain a

surplus ratio no worse than three to one?

As ve've stated in previous testimony, we have done

684612323
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1 yesterday, right? There were projections of the

2 surplus to the Lxchangest

3 17Q WrrWEss : Right . And as shown in that board

4 report, at different growth rates, the Exchanges were

5 able to maintain a three to one ratio . I think that

6 the ration were laid out in that sensitivity . I

~ vou1~ bave tc 4o back to that document to --

~
~. ~ -Me M M M

10

11

12

13

14

15

16 A .

17

18

19

20 Q .

or not you have done a projection for the Exchanges

vhich matches the assumptions and growth rates in

FXhibit 18 and which demonstrates that Exhibit 18 is

achievable vhile, at the same time, the Exchanges are

maintaining a reserve ratio no vorse than three to

one .

Wsll, as I aaid earlier, the Exchanges• projections

WeYe done separately from these projections, and if

you would a11ov me to go back to the September board

report, I could look that up for you .

And do any of the projections in the september board

------` ------- as set forth in

Source: https://www.industrydocuments.ucsf.edu/docs/fxvw0143
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1

2

3 Q .

i

5

6

7

e

9 A.

10

11

12 Q .

13 A.

14 Q .

15

16

17

18 A.

19

20

21

22

23

Exchanges, so we really have two different sets of

projeations .

Wall, do you have a set of projections for the

Exehanges Yhich backs up the business growth shown in

Exhibit 18 aad Phews that the Exchanges, the

underlying insuranea business, can support the growth

in Exhibit 18 under the assumptions in Exhibit 18

without exceeding a three to ona surplus ratio?

And wbat I've stated is that the Exchange projections

that are summarized in the September board report

shoM that .

They do?

Yes, air.

One of the assumptions in the September board report

assumep the growth rate under the same assumptions

that are set forth in Exhibit 18 ; is that your

tastimony?

Well, the growth rate in Exhibit 18 deals with a net

income growth rate of Farmere Group, does not deal

with the premium growth rate, .and that includes a

life eompnny anfl St includes investment income and it

includes a lot ef other things . .

With respect to the Exchanges, the sensitivities

24 on the Exchanges in the board report deal with

25 different growth rates in premiums, so it's a

681612325
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1 quastion of whetbar or not you are talking about nnt

2 Sneome grovtL rates or premluID growth rates .

3 Q . The projections that are contained in Exhibit 18 are

4 not tha projectione upon which you based your

5 decision to proceed with the hostile tender offer ; is

6 that correct?

7 A . Ths projections to proceed with the acquisition of

a FarIDera is in the board report dated September '87 .

9 Q A d --. n

10 A . Those other projectiens were done in April '88 .

11 Q . And the 96ptambar '87 projections assume that OSL and

12 IGL will be sold, Ccrrect?

13 A . Yes .

14 Q. And they also assume that $750 million will be paid

15 out cf Farmera post-acquisition, correct?

16 A. They assums the cash availability of that, including

17 the proceeds from the two sales you referred to .

18 Q . 1iy question is whether when you came down to March 3,

19 1908, you had soma other set of projections, neither

20 thoee contained in the board report noti those

21 Contained in, obviously, the'subsequently prepared

22 Exhibit 18, which supported your decision to launch

23 the tender offer on March 3, 1988 .

24 MR . MIL7.4pN : I'm not sure what you mean by

25 "support .s Me's already testified that they got

68161232 c
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1

2

3

4

5 Q .

6

7 A .

8 Q .

9

10 A .

11

12 Q .

13 A .

16

15 Q .

16

17

i8

19 A .

20

21 Q .

22

23

26 A .

25

apprcVal from the board in September based on some

projections, and you are askinq whether there wers

other projections that went te the board? Is that

what yeu are saying? .

Did somecne make a dacision on March 3 or shortly

before to launch the tender offer?

Yes .

And were any projections prepared in connection with

that decision?

I was at that meeting and there were no projections

reviewed at that meeting .

Were any --

In other words, there was information presented by

Goldman, Sachs dealing with valuation .

Dealing with valuation wholly or in part, was the

inPormation that Golflman, Sachs presented at that

meeting different from the projections which-HATUs

had prepared for Farmers business?

Yiell, it was inZormation that Goldman, Sacha had

prepared dealing with valuation .

!!y point is that the Goldman, Sachs valuation

information did not include the BATUS projections for

Farmers• business ; is that correct7

I think that•s correct . I think they IDay have had

some of their own projections .

6816123 27
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6 9a

1 Q .

2

3

4 A .

5

6 Q .

7 A .

a

9 Q .

10

11

12

13

14

15 A .

16

17-

38 Q .

19 A .

20 Q .

21

22

23 A.

24 Q .

ilov, did saTOS prepare a eet of projections which

supported nr justified offering $63 per share .for

Farmera' atoek?

Are we getting into information we're not supposed to

talk about, valuations?

It's just a yea or a no .

We prepnred several sets of projections dealing with

valuation, if that's your question .

Do you have a set of projections for Farmers'

business which relates to the $63 price which has

been offered?

b@. FIILL4ON : You are asking, in addition to the

8eptember board report, which you have?

NR. BYSTN : Yes .

We have projections that deal with valuation and at

different price levels, and theee projections here

deal vith the $63 specific price .

Which projections are ^these projections here^?

The April 7th. ,

po yOa have projections on the same format of Exhibit

18, tha April 7 projections, which deal with

. different prices?

No .

Do you have projections on the other format which

25 relates specifically to the $63 price?

68161232E
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99 .

1 A. I don't recall, Mr. Smith . I'd have to go back and

2 look. I kn0w we looked at different prices . I don't

3 recall a $63 price being one of those, but I'd have

4

5 Q .

6

7

e

9

10

11 Q .

12

13 A .

14 Q .

15 A .

16

17 Q .

18

19

20 A .

21

22 Q .

23

24 A.

25 Q .

to check it to make sure .

Was the $60 price that was initially offered on March

1 one of the pricea that is set forth or included in

one of the projections that you did?

lGt . MILL50N : Wayne, you said 60 on March 3?

MR. SMITN : Yea .

MR. MILISON : I don't recall 60 being offered .

well, what was the price offered on March 3 when the

tender offer was initially launched, Mr . Arentsen?

I believe that was the $63 price .

Wasn't there earlier an offer of $60 a share?

There was a proposal, but not a tender offer, but at

$60 a ehare .

It is not your recollection that the tender offer was

launched at $60 a share and then emended upward

thereefter?

I think it was at 63, which was an increase of the

prior proposal, which was at 60 .

Do you have a set of projections which relate to the

$60 which was included in the earlier projection?

I Uiink we may have included $60, yes .

And what is the growth rate that is asaumed for

681612329
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1 iarmara in the $60 projection?

2 MR. )6LI30N : I'm going to object to any .

3 valuation information . We have a clear deal that, to

4 quote Mr. Smith'a partner, Mr. Fairbank, "I think a

5 quantitative answer and iha pricing value fits within

6 that agreement ." we have a clear deal that they

7 can't ask for pricing information, and I don't

8 kncw --

9 KR . FAIRBANK : May we see the whole text of

10 that? I'll be glad to talk about it in that context,

11 but don't quote me for two or three words out of

12 that .

13 tLt. MILLSONt Do you recall -- the question

14 was : •DC you recall of your own personal knowledge

15 any of the projections in that computer valuation

16 model that related to the Exchanges' performance?"

17 I objected. There was several pages of

18 colloquy. You can look at it overnight, if you

19 like . Nsybe that's the most efficient thing to do .

20 It's paga 212, and following .those on, it goes on for

21 topage 216, and .I think --

22 IMAAZVG EXAKINER TODD: Perhaps I could save you

23 a little time .

24 P@. FAIRSANK: I think he's proven my point .

25 ERERING EXAMINER TODD: I really don't see any

681612330
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1 relevancy of valuation proposals .

2 1Q2. 6HITH: Your Honor -- "

3 HSAH217q £XAMIIPER TODD: I'll tell you why . That

4 used to be in our act because we had to approve the

5 price. It was taken out by our legislature, so

6 unless you can convince me otherwise, I cee no

7 purpose of continuing on that line .

8 MR. SMITH : Your Honor, the whole -- the clear

9 agreameat that Mr . Hillson states and which has never

1o heGn --

11 H8A8ING BXAtD:HHR TODD : Well, I'a not talking

12 about the agreement .

13 MH . S+STB: I say, it's never been an

14 agreement . The reapon -- what we agreed to

15 initially, to the extent we agreed -- we made an

16 arqumant before the Arizona Commissioner .

17 What we agreed was that the issue of price was

1s not relevant vis-a-vis the standards of fairness to

19 the ahareholdsrs . That, indeed, used to be a

20 criterion Sn a number of states, and in those states

21 which had not removed that criteria subsequent to the

22 Williams Act, we aqreed that it was inappropriate for

23 conmissioners to determine whether or not the price

24 offer was fair to shareholders .

25 What we're talking about here is something

681612331
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entirely different, which is, we have a set of

projactiona which have bwn prepared expressly . and

exclusively for the regulatcry proceeding that are

not part of any business-makinq work that tha company

did, that were not used to form the basis for any

decision that they made, but, rather, they have some

wholly separate eet of projections with wholly

different assumptlons which relate tc what it is that

they raally intend for Farmers' business to do .

And what ve've been trying to show is that one

muat fiud out -- to gst through the superficial,

"Thare is no plane," one must get to the documents to

show what they have really projected for Farmers

business .

We haYe always agreed that they can blank out

any portion of those documents which would show the

aetusl price that they are willing to pay, and I'm

not asking Mr . 1lrentsen to tell me what price they're

villing to pay . I'm asking him about two

projections : One, is $60 a share -- the present

offer is 63 . He said they did prepare a set of

projections at 60, he will have to look to see if

they prepared one at 63 .

The only question I have asked is the growth

rate assumed in those projections because I think .

G81612332
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1 that that will tall us whether or not the growth rate

2 that is in Exhibit 1a bears any relationship to vhat

3 they really project for this business, and that's ths

4 putpose of the question .

5 I'm not trying to gat at what price they really

6 want to pay or the fairness of the price .

7 NR. NIISSON : If I could just respond to that

a briefly, I believe that your Honor is the sixth or

9 maybe the seventh state -- I can't remember ncw --

10 that has made this precise aams ruling .

11 I would say that Mr . 3mith asked this question

1Z in Illinois a,bout these same pro7ections . Mr . Smith

13 stood up and said, "Those projections heve not been

14 produced and they have never been ordered produced ."

15 The Illinois department said they weren't interested

16 in the projections . They are clear of valuation

17 data .

19 WMn he says that he wants to know the

19 information on vhich the board made the business

20 decision, he haa that information and he can examine

21 Mr. Arentsan about

22 . Mr. Arentsen has on several occasions here

23 during this very afternoon suggested to Mr . Smith

24 that maybs he should get out the board report to

29 axuswer some of Mr . Smith's queations, but Mr . Smith

G8161233 '0
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1 doesn't want to hear that for some reason, and I just

2 think this is a fishing expedition into our valuation

3 data.

4 The witlWas has testified several times that it

5 is valuation data. It has been ruled now in six or

6 seven states, as I say, that that's irrelevant, and T

7 just --

8 And I also disagree with Mr . Smith's statement

9 that theree was not a deal on this . xnd you can sae,

10 Ve submitted a document -- I've foTgotten what day it

11 is -- yesterday where we described the numerous

12 oocasions on which Mr . Smith, Mr . Raric, Mr . Fairbank

13 and others have said there was a deal, and I]ust

14 don't think that here, in the seventh state, they

15 should even try to welch an it, but your Konor has

1s ruled it's irrelevant . I shall say no more .

17 IQ1. SMITHt Your Honor, I must respond to that .

18 First of all, tha document that they filed which uses

19 the word •agreement" is an example of contorting

20 words out of context just as here . I said I have

21 agreed and I agreed sitting here when we were argsing

22 with the hearing officers that certain araas of

23 information should not be produced .

24 That is then extrapolated into soma kind of a

25 global, quote, unquote, deal from which no one can

6
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9Ld

1 ever ranege . It's clear we never had that deal

2 becausa l r . Killson is correct that we have requested

3 -- not in all of the previous states, but we have

4 requested elsewhere that soms of these projections be

5 produced.

6 We have never, to the best of my recollection,

7 requested that rather than have the projections

6 produced, that they merely tell us what growth•rate

9 is assumed in those projections .

10 HIt. ffiILL401u . Wayne, I have to tell you, twice

11 you have done tlfat . You personally did that in

12 Illinois and Mr . Ziegler did it in Ohio . On each

13 occasion, tha hearing officer overruled that .

14 And I reaiember in Illinois saying to you that --

15 I believe at Mr . Schultz' deposition, where we

16 accidentally or whatever asked about the assumptions

17 in your plan, your people took the position that if

1s you knaa vhat the assumptions were, you can -- anyone

19 could stick it into a computer . That's what the key

20 eleaent ie, is the assumption .

21 - MR. b2tITE : I have given you the courtesy of not

22 YMerrupting you. I would appreciate if I could .

23 finish my statement .

24 t6t. ISIhIBW7 : I apologize .

25 MR. SMITH: And as I said, to the best of my

681612335
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5La

1 recollection, and I stand on that, we have not asked

2 the apecific question, produce the growth rate

3 vithout the docum.nt, and I said to the best of my

4 recollection .

5 I was not in Ohio . I don't know what Mr .

6 Ziegler asked, and if I asked it in Illinois, then

7 maybe this proves -- I hope will prove the adage thet

8 if you don't succeed at first try, try, try again .

9 I do believe it is appropriate that we have that

10 information . Mr. Millson says that the witness has

11 told ue several times to go to the projections in the

12 Saptem7er board report, and that highlights the exact

13 problem that we have, because if I go to the

14 Projections in the September board report, I find

15 assumptions wholly inconsistent with Exhibit lS, I

16 find assumptions that are wholly inconsistent with

17 the folID A.

18 And I told the witness, your board of directors

19 approved this transaction based on asaumptions wholly

20 inconsiatent with vhat you want the regulatory bodies

21 to believe you are going to do with this business,

22 and ths witness tells me, well, all of those

23 aseumptions changed : that between the September board

24 meeting and tha launching of the hostile tender

2E offer, we have changed all of our assumptions .

681612336
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Noa that I want to know what the naw assumptlons

aze, they say, why don't you go back to the September

boa:N meeting aasumptions . Well, they can't have it

4 both veya .

5 NA . NILLSON : Aayne, I'll get you the Illinois

6 transcript where you asked for the assumptions and

7 the judge overruled you . I'11 show it to you

e tonight .

9 I would say that the witness has been asked on

10 two aasumptiona, I believe, that they changed since

11 Septamber . One was the sale of the ohle state Life

12 and the othar was the extrao.dinary dividend . I

13 asked him ebout that . There is a board report that

14 says that they're not going to do that . The witness

15 testified about that at length in -- I've lost the

16 state -- ohio .

17 Thera is also testimony from Mr . Garraway and

1a othors that that is not what they intend to do, and I

19 just -- I don't see that --

20

21

22

23

24

25

ey the way, the Ohio Life company and the

estreordinary dividends don't have anything to do

with the Exchanges . They are utterly irrelevant to

the BYchanges . The dividend comes out of the

managament company and Ohio State Life is not a P & C

company.
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1 HEARING EXANINER TODD: I think I understand ,

2 really, where both aides are coming from on this, but

3 because -- for the reason I stated earlier, vc won't

4 allow the way it was asked, at least, price

5 information to be instituted in this proceeding tied

6 to those projections .

7 If you want to get through to projections

8 separated from the price, perhaps there's eome other

9 way to do it, but this current way would not be

10 permissible .

11 This appears to he a very good time to stop for

12 this evening, and we'll now xdjourn and convene again

13 at nine in the morning .

14 NR, NZLSSON : Thank you, your Honor .

15 EMARING $yAHINER TODD : Thank you .

16 (PROCEEDINGS ADJO[JRNED)

17

18

19

20

21

22

23

24
25
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