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PROCEEDINGS (Resumed}

HEARING EXAMINER TODD: Everybody locks like
they‘re ready, so let’s go back on the record, ang
werll continue with the direct sxaninatieon of Mr.

Arentsan.

DIRECT EXAMINATION [Resumned)
BY MR. MILLSON:
¥r. Arentsen, I’d like you to look at Exhibit 18
again and go back %o page 4659. Can you very brilefly
tell me what this chart shows?
This is the prejections for BATUS consglidatad, which
consolidates the previous projectlons of Fargers and
then of BATUS excluding Farmers, so this consolidates
BATUS with Faruers.
This chart 1s simpiv a combination o7 A4%$95 and 4€577
It’s a consolidation.
And what it gshows ls that the covrkined consclidated
grcup, after paving back the debt, the entire
acquisition dskt, will hawve nearly 52.8 billien in
excess Cash, excess funds, at *he end of 1993: 1is
that correct?
Yes. It shows %hat ;n 1596, <hat over that periasd

Py -

the censollidated group will generate excess cash of

681612234
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2.751 billien. The bottoz figure which shsws in <h

jowar right-hand corner, which takes inte acgount the

initial cash ba.ance and the In effect initlal
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and lnvestasnis thay Farmeara CUITEnD
would be added to that.

Wrile we were =allkimy about Farmers, willl you g2
5 page A4655 for & second?

fes,

Now, there’'s osan scme ralferance in 4“maese hearirg
using this chart to show that BATUS weuld in here
cne, get approximately a seven pesrrent return., AT
veu ramiliar with tha% testinony?

Yes, I'm gensrally Zamiliar with that testizmony,
right.

and tha tsstimeny icoks only at the return ir the
firgt year: ls that correse?

> ballieve that’'s what it is. IT’/s taxing our

in round flgures, and

b
O
e |

{nvestpent ¢f 4.5 kEilli

' guprent income and sayinrg

comgaring it o Fa

o
H
©
H
w

that that representa approxicataly a saveh Lerient

veturn bhased on Lta current intsze.
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1l Q. Do you believe that that comparisen is a realistic

2 way to look at this transaction?
3 A Well, I think {¢’s an arithmetic exercise that -- it
4 shows a seven parcant return in vear one, which is --
5 you can’t argus with arithrmetic on that calculaticn,
6 but it tetally risses the point if it’s intendad ==
7 say, why would BATUS Ebuy a business that gets a saven
a percent return?
] Now, okvisusly, in buving any business, you not
10 only lcok at the current earnings, but, much rore
11 importantly, you losk at the future prospacts of the
12 business, and the seven percent re~urn is like a 14
13 " times price earnings rcultiple, which is in the range
14 of what many U.S5. companies ss&ll for, so there’s
15 nothing unusual about buyirg into a business that was

16 sar at initiallv a seven percent raturh.

17 In fact, seven percant return, with the cost af
18 financing and the tax deduction on financing,

19 actually would show, you know, positive net lnccome

20 affest or close to a hraakeven in the year one.

21 Q. Okay. In locoking at the debt on this chart,

22 obvieusly, page 4635 cbvicusly shows the paynent of
21 the debt., w¥hat would happer, in your view, if for

24 some ungxpected reascn Farzers couldn’t finance thig
25 debt to BAIUS in quité thne way that was shewn on this

681612238
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Well, I think your guestion is, what if there’s scne
unfereseen shortfalls in Farmers and/or Farmers
naaded additisnal furda.

BATUS would unest with Farmers. They would
discuss it with Farmers., We’d work cut an
arrangemeant.

obkvicusly, depanding con the :ircums:an:es; we
would nead <o knoy what the situation is, kbut there
is ne way that we would put Farmers in any financial

difficulty on repaying inierccmpany dedt. 111 say

.once again, that’s %otally rldiculous,
Y

We would aither provide additional capital
contribution or defer the debt or make whatsoever
arrangements were necessary under the circumstancaes
to assist Farmers with its finances.

Doea BATUS have the funds to ks akle to d& what vou
iust describhed?
ves, we 2c. We —- ss ghown on the BATLS schedules,

wea have sigrificart funds, includlng borrewing

capacity, as does B.A.T.

We alsc have -- even in these projections,
thera’s a 1ot of dividends, thera’s a lot of
discretiorary spending, and we helleve that thesc

projecticns are caonservatlve, so a cormelining of all

651612237
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thosa factors, I canno® ses any =-=- foresee any
problems in Farmers balng able to operate undek this
financial structure, or BATUS, for that matter.

wWhnat advantage dg you think that Farwmers can achieve
froc the financial strength cf BATUS?

Well, %he financial strength ig conslderable, not
only in BATUS but in B.A.T, and I thipk that can oniy
enhance the security to the policyhoidars and enhance
Farmers' grewth prospects in the sense that Tinanclal
rescurces are there amd are available.

Now, we've spsnt a day and a half here, your givin

14

tastimony about this acguisition. Are these nmerely
your pesrecnal views?

No. I speak for -~ I speak for BATUS and I spesk for
the management of B.A.T.

Is there anybody else in either BATUS or B.R.T who
¥nows more about this transactlion than you do?

Ko. I'm -- I've besn the project leader on the
preject. I've spent the mest time. I’'ve been
involved in ail aspects ©of tha transazhion. 1I've
worksd clesely with the pesple at BATUS and the
pecple at B.A.T, irncluding tha chairpan’s policy
comnittaa, and I den’t know of anybody that would

have any cere infermaticn than 1 do.

MO, MILLSIN: Thank you very much., Mr.
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Arentsen.
T have no further guestions.
HEARING EXAMINER TGDD: Do the attorneys Zor
Farsers have any qasstions of this wltness?
M3, SMITH: wWe have ona er two. I believe thacs
-

Mr. Xaric alzo has scme guesbiunid on fehalf oI the

Exchanges.

CROSS-FXAMINATION
BY MR. SHITHK:
Dealing with the == first, with tha exnhibit that you
have in front of you, Txnikit 18, Mr. Arentsen,
you’ve indicated that -- well, lal’s turn <c pege
4695, the page that deais with the Farmers &roulp,
Inc. projestion of sources and uses of cash.

You indicated that you chosa 15 percen:t as the
growth facter for 1988 ard il parcant for '89% through
‘38 Becauss you believs those Lo be conservative. Is
that corract?

That's correst.
Have you dane thase calcula=izsns on this page using
any other growth factars?

T *hirk as a resuit of a goestisn that cape out oL
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these numbers using an eight percent growth facuor,
Prior to the question from the Illineis hearing
afticar, had you run these figures on pagse 4695 using
ary growth rates other than the cnas sat forth on
this page?

No, not for purpess of these projections.

How did you dazide that 10 percsant was the correct
consarvativa number rather £han nine percent or .l
percext or 2.5 percent or any other number?

Well, as I explained earlier today and yesterday, we
logked at “he resaarsh work that had baen dons by our
consultantz, we locked at Farzers’ past history,
which showed growth rates of i5~plus percent over
extended periods of time, we looked at comzents that
were made by Farmers publicly regarding their cutlook

for the business, that that past growth rate would

continue in the futurs, and basad on all thase

factors, we believa that the IC percent growth rate
was very conservative.

I menticnad the 15 parcent in ’88 includes
reduction of tax rates, so it’s really a cembinatisn
of diffarent factors.
whils you have expialned agzain why 10 perceni is
conservative, you réally haven't answered my

gqueation. .Why did vaou plck 10 parcent as a

651612240
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canservative rate rather than nine percent or 11
percent or eight percent? How did you decide that 10
parcent was the Zagic nunber you would pick?

Wall, I think I answered that. we looksed at all
those factors apnd we felt that 10 parcent was very
conservative,

You don’t need to rapeat your last answear., Was thaere
anything in those numbsrs that indicated that 10
percent was the right number for you to Choose?

I think in order to ba very Zongarvative, we balieve
that 1¢ percant was the bast humber.

Wall, woeuld eight percent have hean nore
censarvative?

Eight percent would be nore conservative than 10
percent.

So what made 10 percent the correct conservative
number?

It was the correct censervative number in cur
opinion., Obvicusly, we wanted to be conservative.
Wa wanted to provide, in effect, a cushion agjalnst
unforesesn circumstances and did nct teel that there
was a need to use a lower yrowth rate.

¥hy did you‘decide 10 percent wag the correct
conservative number rather than 12 percent?

well, the actual resulis may well be 12 percent,

diE o SaLwvdg - P T A = N = N o
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1 Q. Would 12 percent be a conservative numbar to use in
2 these projections?
3 A, I~ would rot be as consarvative asgs 10 percent.
4 Q. But in preparing thesa projections, you did net, as
5 you sketched cut these numbers, try out any Ither
8 growth rate fastors just tc see what they would do
7 rather than simply picking the 10 percent and
g sticking with 1t?
] A. Well, a2 was erpiained yvesterday, we adld several
i0 gensitivities back in Septembsr and ws looked =t
11 differant growth vates, ranging from ten and a half
2 percert pramiums written to 15 percent. We looked at
X i different senasltivities on several different fasters,
; 4 and based on all the subseguent informaticn, we
15 : believed that the —-- that 10 percent is a reasonaskle
16 figure. 1It’s a conservative figure and one that we
17 have full confidence that Farmers will be able to
18 ' achiave.
1% Q. Did vou -- let me phrase that a different way. Ths
20 projection that is here on page 4635, do we have here
21 on this page the first cut that you made ef this
22 ‘projection?.
23 AL I'm sorry. Wwhat do you mean, "first cut"?
24 c. Wall, did veu do thi; in workirg papers? Cid you dz
25 +his on a corputer? I mean, how did you lay these

681612242
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numbers out phvsically?

This. was doné on a computer terminal,

Arnd would any calculations run on the compuler that

showed any c¢f thess nunbers cn this page differ fron
what we now have on thisg paga?

Mot that I'm aware of. Wa agreed cn the assunpticons
to ma ysed amd the numbers were ©™in on The CInpeter

and this was a result.
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¥now, people that aztually prucesaad LY on the
coaputar, hbut to the beat of nyv knowliedge, these are
the numbers tha® were prapared on the coxpuser.

So once yeu agreed cii the assurptions, ycu rever
changed any of these assumpticns at alli?

As I sald, none that I’'m aware of, unless thers were
some corractisnz of errors.

But vou did rot imtenticnally changs any of the
asaumpt{ons becauge you decided that your criginal
agssurphiion was nct the caorrect ore? :

That’s right,

And you weres navar curisug to run thesa npumbers with

1t

any diffevent zssumpticns, differanT sensitivit:ies,
©3 zee whetnar the resulss weild shange?
Wall, obvieisly, I studied the npuskers. We hal done

several sermsitivisies earlier, as I explaired, wit



i different growth rates., We --
2 Q. Wera you gver curious tc see whether tha numbers on
1 t e gpadnlonudd rhgpre df o Tan gangitiyiries wist
2 I
4 differant assumptions?
5 A. Well, the rajor assumpticn hers is the growth rate In
] net inccme: and as I said, we have run -- lLscoked at
7 differant sensitivitiass on that.
€ Q. on a different model, correct?
) A Yeas.
10 2. Ware you ever curicus to sea what weuld happen on
11 this model if yecu ran thase numbers with a different
12 growth rate?
13 A. Ho. T locked at <his aind I saw the cash bulid-up and
14 the sanpitivities with respect to differences in
:15 interest rates. We felt very confortable with the
16 acquisition costs., We felt very confortable with the
17 cash used for cperating investmants, which is in
is excess of what Farmers has spent and {8 in exzess of
1s what they said they arse going to apend.
20 We explained earliar how the dividends ard dek-
21 service paynents were czlculated, so we felt very
22 comfortable with these figures,
23 2 Now, the only thing that you did change at the hotten
24 of this is yocu determined what weuld happen to the
25 accumulation of short-ters investments if the life

i,

Toal

681612244
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company earnings were all retained: .s that correct?
That’s correct.
Way did you want to study the quaesticn of the elfelt

ok the curmulazicon of avallable short-tarr Investrents

-t

i{f tha life aarninys were retalned
Wwell, we didn’t know what Farmers’ opinion was wotllh
respact to the payment f tha 1Ife coTpany oo The
ranagezent coupany, which cwns the life company, K ted
ag ==

In bhea Last two or thres yaexrs, 2t least,
Farmers has nst pald dividends cut of the life
company, They faave supstantlal Iunds that cuild up
in the life cozpanies, and untlil the tax iaW chanje,
thera was & tax advaptage to leaving money dowa in
the life companiss.

I don’t know if %hat’s why they left the toney
down there, but it might be, We just need Ine
opportunity to review that with Farmers.

Wwould you turn to page 4557, Mr. Arantisen, of the

i
-
Y

BATUS projectison. Did you gtudy ~- exruss me.
you run any --

Did yow run this study using any other
assunptions othe: than thesa set forth ir this
docunent?

Yes. wWe ipitizlly for the Zirst ltne, the net inlcre

A e T S e Y E ’ [ e T P
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from opetrations, used ths actuel tigures ~rem Surs
five-ysar plan, and then it wss agreed amonyg Ihe
parties that we woulid nor disclcse sur internal
pians, s¢ wa changed the nuxbers frol our actual
nusbars f{n the five-year planr fronm net income To ths
15 and 10 pearcent Figures, whioh are morse

comservative than our fiva-vear plan.

[ad
r

JUpi] oy —
whis BATTUE

Have you lockad at what would ha

w1

pan

proijectisn on page 4637 1P vou lowsred the growth

Now, heras again, in cur planning progess, we look ak
ifferant sansitivities, and wa felt very comfortad

that the 10 percent was a conserwvative ligure.

Are you aware that in one cf the earliasr hearings.

Mr. Faulyell testified that he ran tiese rumbers at

an eight perceant growth rate and that this preojection

ended up with a cash shortrall?

I don’t rezemker that testizony.

You indiecated you ran the Farmers projectlons on rage

4695 at an eight percent grcwth rate. Is 1t your

testimony that vou have net sizilarly wun the BATLS
h

t
Ky
kY
*H
s}
t
]
[
(7]
e
a
]
t

provactions on page 4697 with an elg

rate?

To the best of my knowledgs, it only applied %o the
_ 2 Y

Farmers projestions.
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So you den’t knew whether thess projactions on page
46%7 work or not with an elght percent growth rate?
Is that your testimony?
Well, the point i3 that even with an elght perczen:
growth rate for BATUS, thera are excess funds
building up, and BATUS alsc --
Let’s stars with zy guestlon, Mr, Arentsen. [Does
this projection on page 4837, does 1% werkr? Cees it
show a positive build-up of cash If one uses an e.ght
percent growth rate?
MR. MILLSON: I believa the witnese was
answering that cuastion when you interrupted hizm.
MER. SMITH: I don’t believe he was.
But can you answer that gquestien?
I don’t know what the cash flgure wowld ke. What I
was trying to explain, Mr. Smith, is that the
transaction i financeable and BATUS can regay the
debt with an eight percent grewth rate.
How do you know thai?
Well, because we builld up subetantial eguity here.

What happens tc that equity 1f the growth rate is

only eight percaent?

Will you le* zme answer ths guestion, Mr. Smith?
Well, 1f you answer my guestiona, yaes.

I'c ¢rylng £o. ¥Wsuld yecu repeat vour guestion and

dado saLva - Lo . L oo

581612247
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we’ll go back %tz it.

How 2o you know that BATUS can financs the
transactlon with ar eight percent grewth rate i? yau
haven’t done any calculztions at eight percent?

I knaw bescause, for one *hing, these prejecticns

provide fsr s significant amount of dividends tc

r

B.A.%. They provide fzr, I think, hetweenl four and
fiva blllicn Zcllars wareh of dividernds, and,
oovicusly, 1f thare wip a sheortfall in paying our
debt payments te B.A.T, the first thing wiuld be, wa
would raduce 2ividends.

Bayend th2%, *hers ars signiflcant .Lrvesinernis
in here, operating investzerts, ancther rour to five
rillion, which we’ve deducted, Beyond %hat, we nave
substantial amounts of sguity %hat Huild up and nc
new debt, 50 there is a borvewing capacluy.

and beysnd that, we have the Iinpancial strengin
of B.A.T behind us.

The quastisy that I asked vou inltlally, Mr.
Arentsen, which I still den’t belisva you answered,
does this projaczticn ep page 4537 devaelop a pasitive
cagh build-uyp if ore uses on =ight perignt growin
rate instezd of the 10 perient growth rate whion you
projacy?

With that rarrow uestisn for me %o angwer thah, we

681612245
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would have to run the humbe:s, Mr. Smith,
Se you don’t Xnow?

Mow, you indicated that there ils cash you've
showtl coming sut of here to go ints operating
investmaents. Do you beliave that {f you ellninate
theose operating investments, you cah still show the
same growth rata that ycu've projacted?

No. If you eliminata the aoperating investrmerts, vou
cannot ghow the same growesh rate, but, okviously,
there is discretion a2s to timing of capital
expenditures,

wWhat percentage ¢f the income, net income, that you
project has historically come from BATUS/s tohaccs
operations?

well, that’s —-- if I can use the figures from tha
last three years on operating income as shown on page
331 of our annual repoert, in ‘83, tobacco provided
€1.5 percent, in ‘86 it was 61.9, and in r87, €7.4
parcent,

Have you done any study as ts how BATUS could harndie
the acquisition debt if its income from its tokacss
businagses was to be gubstantisally reduced?

There was 2 guestion that care, T ballave, Iroem the
hearing officer in Chic aleng thosa lines, and we

prepared a response tc that.

681612249
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And what was the responsas?

Well, there’s a document to that effect.

Did-you prepare the documant?

I participated in the preparation ci it.

Do you know what (t gays?

Well, it’'s a lengthy document, In gensral, it says
that BATUS and B.A.T have plenty of financial
resources, even in tha even:t that there was a
signlficant shercfall i{n Brown & wWilllansan's
sarnings.

Does Brown & Wiilliamson havé any raserves on itg

13
14
15
16
17
18
18
20
21
2z

23

25

A!

Judgmente?

(-8

-Deoes Brown & Williamson have any insurance for

tobacco products liability Judgments?

No.

Does Brown & Williamson nave any lrsurance coverags
for the costs of defenss of tcbacco preducts
liability muits?

Mot that 1'm aware of.

Hag Brown & Wiljiiamson ever done any studles as t2
its potential exposure fren tobacso producis
liability suits? |

Not that I'np aware cof,

eR1R12250
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Hasn’t Brown & willlazson agreed te hald harciess ail
of ite wholesale tobacco distributors from any
tchazco products liability suita?
I don’t know the answer o thakt.
Are you familiaf with the Naticnal Assoclation of
Tobacco Distritutors?
- ¥now there is « maticonal assoclation, yes, buk
rot very familiar wiwh It.
Haver’t they exiracted Iroz -- excusa me. Haven'
they cbtained from Brown & Willlapson a held hamlezs
agresrant with respeact to potential llabkiliey Irerp
tobacce products jlakiiity suits as & condition of
continuing o distribute Prown & Williamscr producis’
1 don’t know.
who would know?
That’s obvigpusly somebody at Brown & Williamson;
gomebody in thelr legal department, T imagine.
You will net expect someore as BATUS to krow of such
a hold harrmless agresnent?
think tha*'s a tobacos cparating company 1ssus,

and, as I said, I'm not aware of it
vou don‘t see any po4santial fimancial impset 30 BATUE
from such 2 hoid narmless agreenmant?

MR, MTLLZ?Y: I wonder if wa're getting vary

spaculatlve giver the fact the witness says e

i)

681612251
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doasn‘t know about it.
HEARING EXAMINER TCDO:

answereﬁ ysur question.

I'.1l nove

MR. SMITH: o,

M. Arentsen,

4
Fis

respect to pag

Txhibit 15,

lesz than one yaar.
That’'s ceorrect.
And that you da nst

FTarmers’ lnveaimenst policy as batween what

* halieve the wit

[

r
(]

would call short-term and longer~ters invesimants?
Tha%’s correct.

Pow is the readar of this dozument and this page to
know what definitien you give "ghort-tern
investmentsh?

Well, I guesa it depsnds how xnowiedgeabie the reals

is of the desument, Tn BATUS, whnen we put
projectiang =f this patuve, Tha purpise fated
w= at lgas: ip these rrojections, 13 Lo <onm

b

tha =mount of cash tha='s avallable after y2

identified all the specific nasds

0o uD sNLYg - R S S R [
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ahort=ters .nvestpents, &t least at EBATUS, we have,
in effect, put that cash inty our short-terns
investomants, Tha BATUS corporate.

With reapecst to2 Farmers, it probably weould have
baan ciear if wa had caliled lr "increase in azountis
available for inveszaent” or "repgayment" or whataver,
or jugt “excess funds, " DIT 1L was assupe?d that, at
lsast initially, the toney would be put INT3S
share-term investmenta.
ohort-tery invasipents ka3 a falryly ssmrdniy
understced pearing, dees it not?

T +hink the technical peaning Lg very common, ¥es.
would you agree that short-terz lnvesimenis maan
commercial paper, ban¥ tarm deposits, Doney mareel
preferred stocks and tax exempt bonds?

MR. MILLSON: Ke’s already ctestified to re
use, Are you asking technical use now? He's talked
about how they usa it in BATUS,

MR, SMITH: I asked him if that was an accurate
definition c¢f shart-tern investmenta,

MR, MILLSOM:  You mean, the technisal use he’s
jJust rafaerred tao?

Are you talkiag about the technizal accounting
dafinitlon of that?

Is than a cawmmanly urnderstssd meanilpy for storvi-ovaErs

£81612253
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investments?

Short-term ipvestments in an accountling sense

i
Q

generally mean investments that can e curned in%
cash in the shori-term: and, normally, thae
irvestments would genmrallv hava paturily In less
than a year.

*nig is *me firs+< hearing, is 1T net, in which vodl

» thiz page means sowethi
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would cemeenly understand it to mean?
Wall, it’s the first hearing in which we have gatte
into this issue beczuge I guass it wasn’t ryaisad

untll Professor Buser in Chio breught tip the issue.

At least, i1t was always clear in oy nind and at 3a0Us

what it meant, but, obvisusly, he dld not unierstan
it.

Wnar. you stated IT was Slear whalt L% neant ip your
mind, you don’t dispute, do you, that wWhat ¥yoi are

now saying It =means le something different frem the

"

commonly understood meaning of the tarm Mshori-tern
investzent"?

what I‘m saying is $hat it tweans investmentis it
could be c¢onverted into caszh in the short«term.

Iavestments may be a longer-teym bopd =@ 227710

L%

stocks, Dut thay would be marketahble segurlt =i oot
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could ba sold in the short teru, and that was the
context in which we used it, which is a business
point of view context, not necessarily the technical
accounting centext of investpents having a maturity
imn leas than one year.
As you kpow, ¥r. Arertsen, <a’ve ftalked a let in
various of the proceedings aboul what dogurants wars
retained and rot retained ard what was shredded and
wazn't shreddad.

VWere thasa prolecticng, Exhibit 12, the April
1988 projectiong, prepared without ths assistance of
any work papers whatscever?
I'm not aware af any worX papers. IT was all dine i
the computer.
And nathing on the copputer scrsen baysnd what we se?
in tris Exhibit 14 was printed out in hard copy?
Tals is a hard -« a ccpy of ths hard copy.
But thars was ro earlier hard copy printed out when
you firs%t put the nuzbers in to ses 1f thay cams outl
correctly? ¥ had ne trlal zuns?
I‘n net aware of any, uniess thare wers -- pacrle
that wera running the rung zade correctiens and that
sort of thing.

The agsumpricns a%t the hack ware typad on a wor:

procassor, and I thirk the narrative at the frint was

58161225
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typed on a word procassor.

I'%h really talking about the numerical schedules ani
tables, apd those, you think you put intoc the
cemputer, got them right and made ore single printsis
and We kave that ore heare? Ts that vour testineny?
Wwell, as I menticned, befsre that, we rap the numters
using BATUS five-year plan figures and then we
adjugted BATUS to uss tha 13 and 10 percant growtih
ratesz, bu% Z’n not awars of any --

But all of tha® was or a different model, correct?
rarden?

All of the use of different growth rates is on a
different nodel?

No. when I said the BATUs figures, where wa used the
rive-year plan ==

I see,

-~ income, we used the sams wmodal, kut we jJust put Io
the five-ysar plan incoms figures as opposed to the
10 parcent growth flgures,

And that projection has never been approved?

No. It was agreed that we would not produce cur
actual plan figures.

MR. MILLSON: T baliave the projes

o
-
a
it
"
w
o
b
-
3]
L1y

produced with the plan figuras masksd out, Mr. snitn.

Have you heard of the firm Wentz-Nealy, Mr, Arerntse:’

I e - ) wLwa - T CoT
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The nase sounds familliar, bt I can’t recall what i
is.

Do you knew of & Louisviila, Kentucky public
relationa firm +that has at leaat in the past deone
work for Brown & Williamsan by that nage?

Thare may ke. I den’t knnow whether they’ve done any
werX for Brown & w~illiamson.

Have you ever saen a booklet put out by Brown &
Williacson and diatributed %o senlor and xiz-level
management sxplainliag how e respend %o guestjons
about the ralatisnship between smoking and healith?

I have sean information of that nature that Brown &
Williamson has put out.

Do you Knhow whather the flrm of Wentz-Neely prapared
such a bocklet for Brown & Williamson?

Ne. As I said, I don't know that.

Have you read that ~- have you read the bookist ihat
you did refer tc that you were aware cf that Brown &
Williamsecn had put out?

Well, I said I have read the information of that

mature from Browh & Williamson. I den’t xnew if {9's

the booklet you are referring to.

whneh did you see that bocklel?
MR. MILLSON: Can I have the juestion hack? I'n

Zfugt naot suyre =hat it matches with his prior

681612258
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The infermatisn that you saw, what format was it .-
susstion and angwer forwat,

and was 1% a1 pacphlet sr a8 bookiat that czntalned 2

series of gugstions and apgwers?

T think I did s== =sugthing of tnat naturs, Yes.

an, on -- 1% must have Zaen at
ago.,

Have you raviewad 1% since the shart of thesze
adminiztrative procesdings?

MR, MIZISCH: I'rm nzt surse whas the relevarnce o

'y
'

this whole line of guest:oaning is. Tz pot sule
what == the relevance of wheRier ha has rTeviewsd
something since the start of this administrative
proceedings.

Faybs this is the tipe whare I can jusl nota oo
continuing oxjecticn te the relevance of these, wnat
farmers’ chalrvan has called the socic-political
issues.

HEARING RXAMIMER TCCD: Mr. sxith,
to ask -~ and this is prokably 2 good tima., I
undarstand oty valuas of the Dusingss, though thiia
cefora I havan't Desr provy Yo, LUl ramamber,

earlier, when we fad ithe discussisn about Tha
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relevancy of this xind <f thing, I d4id make the
ruling that I weuld -fust walt and see what the
guestions ware going to bw.

Can T assume you have adume point of directicon
you are hsading here, tc lay the groundwerk as to Lha
relevancy of these things? If you could educate re
on what i% f¢, I thirk we =igh% Le able to Ieel 3
little mora cornforzakle about It,

¥R, SMITH: WwWell, of crurse, the preblen with an
interruptior 83 COUNEeL has made anrd as COUNBEL XNGWD
in tha piddle cf crogs-exanirstisn reguirss ne 2
explain the peoint of thess guesstions for the witneas
before We get the gquestions oui, but I will do =o.

The point ls that we’ve asked a nurmbsr of paIple
issues about the relationship betwesn smoking and
health in these hearings, and we felieve we’'rs
getcing a series of pat answars that have baarn

prepared Loy varicus individuals within Brown &

Willilsmson and that this —-

whether or noh his witness has read the panphlet
which tells'hiz how tz respand to thase Questions and
is nsw repeating for vs the standard answvers that
they are told to give.

HEARINS IXAMINET 7220 Eow about fust askling

681612260
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him.

MR. SMITH: That’'s where I was golng., 7That’'s
sxactly what -- I wanted to tind cut what he’d seen
and I'm trying to find out when he saw it, when ns

Taad it 12 ne_read it recertly, and ther we’'ll zaz

-t

[
-

]

¥.J

i
[

il
[
LA
s
*h
o
.
n
L&
i
11}
48
3

‘

The questicn That's pandin
gince the start aof thesa proctaesdings. I'X Tyying o
get some xind of tinme context of wher voy raad Lt

YEARING LAAMINER TO0D: 1 hope you ave nat
confusing the witness as ¥ad a5 you are os, but IS
you want to_get soxethlng direct, I
{ust azk it.

MR. SMITH: Well, I den’t xnow how to ask nin
any more directly than 1§ he real it and when ne read
it and what it said,

HEARING EXAMINER T2OD:  wWhy don't you answer
that question,

MR. MIILSOH: 7T'm not sure what it i3 in thal
answer.

THE WITHESS: First, I'x rot sure whayt bocklel
you ars rsferring te.

BY MR. SMITE: The informatisn == the infsryatlon
that you said that you read thal was in 3 bosk.en ¥

pazphlet form that contalned a ssriss ol Tiastions

681612261 -
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and ansvers on the realatlonship between smoking and
heelth, when did you read that bocoklet?
I‘m not sure it was in pamphlet form. I remember
reading somathing of that nature. I don‘t remember
exactly when I read that, Mr. Smith. It was sometime
within the last three, rour months I remamber seaing
something, you khew, sSome guestion and answers from
Brown & Williamson.
And do you recall whether that guestion and answer
documant included within == atrike that,

pid that documant guggest how certain questions
about tha re].ationship- patween smoking and health
should be angverad by exacutives at Brown &
Williameon?
It waa a docunent that listed questions and it liated
answers.
Did it give pointers on how to answer certain
gueationa?
I don’t remembaer that.

Is one of tha things that was indicated should be

indicated by the individual respoending to gquastions

that they should always point out the individual
answering the questicn was neither a scisntist nor a
doctor nor a medical person?

I don’t ramamher that.

581612969
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.- 1 Q2. Do you rscall that that was not in it?
2 A T say, I don’t remamber that being in it.
3 Q. ¥hat 4o you racall about the informatlon that was
4 suggeatad to ba included in the answers to questions
L ahout the relationehip hetween amoking and health?

- --doct o the
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MR. MILISON: Shew hinm the pamphlet you’ve goi.
let’s be direct about it,

MR, SMITH: I want to kxnow what he recalls about
the pamphlet that he read,

Do you recall anything abeut what it said?

HEARING EXAMINER TODD: Well, let ma interrupt.,
Can you show me the pamphlet?

ME, SMITH: I don’t have a copy @f the
pamphlet. I only know it exists, I know it was
prepared and it was distributed, but I don’t have it,
and when we get it, wa‘ll show it to him.

¥Your Honor, I‘m sorry, but it’s very difficult
baecause we have yst to get our first discovery order
which requires them to produce any deouments, so what
we ara deing is conducting the trial of these igsues
basad upon what wa can discover Lhrough our own
initiative and through our cwn inquiries, and we’rea
finding out a wealth of informaticn, but it’s
difficult when we learn there {s in existence such a
dooument, the witnessaes are allowed tp come and tell
us that they only have vague recollections of what
docunents exist and ﬁo one srders them to preoduce
thomse docunents,

¥Werd he happy to cut right threugh it. If your

Hopor will order them to produce the pamphlet that

681612264
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M». Aventsen is *®alking about, I will immediately
move to ancther subject, but it’s very difficult when
no one will order them to produce any documents,

MR, MILLEON: I don‘t think the document you are
talking about has anything to do with this proceeding
whatapoaver. I‘ve objacted to the whele line of
quastioning, and now that it’s come out, yvou don‘t
&van hava a documant. Yeu are just throwing éhings
in the air and seeing where will anything fall.

MR. SMITH: I think if we had the document, wa
would cee that the witnass has pattarned a numbar of
bis ansvers based on what Brown & Willlamson tells
their eaplayees to say in respense to thesa
quastions,

MR. MILLISGN: I think that i& an irresponsible
statement, Mr. Smith, and I resent it strongly on the
vitness’ behalf.

MR. SMITH: 1I didn‘t say I didn’t knew anything
about what was in tha decument 3us: because I den’t
have it, counsel,

MR. MILLSON: If you are saying here that you
think the witness hai patterned hia testimony after a
document you don‘t even hava and the witness has
testified inconsistently, I think that that’s wrong,

just wrong.

681612265
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ME. SMITH: Your Honor, 1 suggeat that we can
regclve this by asking them to preduce the document.

EEARING EXAMINER TODD: Doas BATUS know what
document he’s talking about?

Mk, MILLSON: I don‘t know what document ha’s
taiking adeout, and I think coming in here, saying
that thare’s a deocumeny that =--—

This witnesa has been cn tha stand two da&s heras
and you can jndgae for yourself about this witness.

That this vitness has used that document whosa
existence I have no idea what he’s talking about, he
just mada it up; and saying that this witness, who
¥ou have mat and you’ve sean for two days, that he
has used that ms a eeript, I think, is grotesquely
irrespansible and I really resent it very strongly.

XR. SNITH: Your Honor, the witness has
indicated he has read such a document.

MR. MILLSON: He has read a document. To =say
that that’s ~- that he used that as a script to ceone
in here, and you havan’t even asked him any questicns
about this irrelevant tﬁpic, I think is 4ust wrong.

MR. SMITH: Well, then let’s produce the
document and wa‘ll certainly know shertly.

HEARIRG EXAMINER TQDD: ILet’s go off the racord

a nmonment.

6816122686
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(A discussion was held off the record.)

HEARTMG EXAMINER TODD: Mr. Smith, again, we
certainly want to get everything in the reecerd that
we possibly can that mignt be at all relavant to this
situation, but, again, I‘va tried to ask it several
diffarent ways sc you could axplain to me what -- why
it is relevant about -- these questiona ahout the
documant., I don‘t yet understand your answers., but,
I would like ==

The witnags did mention ha had sean gome
document. I would like the witness to testify what
document ha has and that you think he’s talking about
and what wvaz in it, and then I‘4 1like o move on to
anothexr subiect,

THE WITNESS:; A= I said, I saw zome information,
and I don‘t remember the form it was in, whethexr it
wag pamphlet or just typed up on a -- I can’t
remamber, but it listed soms commonly asked questions
and gave answers., and this is a commeon practice in

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

22

23

24

25

onigvatn emokinz and bepl®dh.
. ——EEm————————————

BY MR. SMITH: I will try not to beat this to death.
Can you he any mora specilfic as to how lengthy the
document was and as to any of the information it was

about?

681612267
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You said it had questions and answars. <an you
tell ma anything about what it said?
As I ;aid, I don’‘t remember. Tt did -— dealt with
smoking and health, common questicns that pecple may
ask amployees or -- that’s all I ramember about it,
and you don’t remember any of the answers?
No.
My, Arantaen, in the form A that you filled, y&u havs
etated in item %, which you discussed in a number of
hearings -- arter stating that yeu currently intend
to operate the company substantially as at presaent,
tha next sentenca contains a reservation of rights te
alter a numker of things subksequent to the
acquisition; iz that correct?
I think the statement speaks for itself, Mr. Smith.
¥ell, I 4idn‘t want to read the whols sentence, but I
will, if you lpnsist. Paragraph 2 says, "The offeror
ragervas tha right, however, to reviaw the company’s
businsas issets, corporate atructure, dividend
policy, capitalization, operations, properties,

business policies, articles of incorporation, bylaws,

nanagement and perscnnel and, subject to applicable

state insurance regulatory recuirements, to make any
changaz that the offeror deamg hecessary in light of

guch review or future developments.¥

681612268
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And I taks it you are familiar with that
langquage, corract?
Yas.
And you don’t intand that any of your testimeny here
retreat at all :rum that reservation of righta, do
you?
No. As I said, we have not had the oppeortunity to
neet with Farmers’ management and review those issues
with tham, and our plan is Farmers’ plan, as best as
we can tall what it is from their public statements
and their indicatad strategic diraction,
You agree with me that the consultants’ raperts that
you went through at some length contain a variety of
affirmativa reccomendations for Farmers’ business?
I think they szhowed some opportunities,
¥You view them as opportunities. Do you agres that
some of them were stated by the consultants as being
their recommendations?
I think you have to he 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 your term for a moment,
Yopportunities.® Do you agraes that one of the
gpportunities that has bean identified by BATUS and

its consultant im an increased emphasis on Farmers’

681612269
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life busineas?

I believe they said thers was an opportunity to
increasg the life husiness as well as the proparty
and casualty business,

Do you know whather B.A.T has any intentions for
Farmers different from your and BATUS’a intentions?
B.A.T has no different intenticns than what BATUS
has. )

You were present, were you not, in California when
Mr, Garraway acknowledged that he has stated publicly
in England that B.A.T intends to drive more life
busineas through tha Farmers agency forca?

MR, MILISON: I objact to the form of that
question.

HEARING EXAMINER TODD: What?

MR, MILLSON: I believa-it mischaracterizes the
witnesses’ tastimony, My, Garraway’s festimeny. If
they want to show him Mr., Garraway‘s testimony, I
think that‘s fine, but I think just pﬁraphrasing it
like that iz jusat not correct.

HEARING EXAMINER TODD: Is that basically what
tha tﬁstiﬁony wasf | |

MR, SMITH: I believe that’s what it was. I
think the witneas can tell me he didn’t hear Mr.

Garraway say that i{f ha didn‘t.

681612270
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HEARING EXAMINER TODD: If you were there, go
ahead and answer from what you thought it was,
I was there -- you ars talking about California?
Yes., Were you thers when Mr. Garraway testified in
california?
Yeas.
Did you hear Mr. Garraway acknowledge that he has
gtated publiely in England that B.A.T intends to
drive more lifa business through Farmers’ agency
force?
I don’t know if that’s what he said.
Do you recall he said £hat hae admitted gtating words
te that effact?
1 remember that there was a quote, an articla from
some newspaper article, I think, dealing with that
subject and you askXed him about it, and I just don’‘t
remembar anything bayond that.
Do you agree that the reservation of rights in item 5
reaserves to BATUS and B.A.T the right to shift to an
increaged emphasis on Farmers’ life business after
the acguisition? -
We resarve the right to revigw the business and
discugzs it with management, and we have no intentions
of shifting the business.
Do you resexve the right to shift the emphasis of the

681612271
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buainess if you decide to do so?

Well, I believe wa would discuss 1t with rarmers and
determine what they wanted to do.

What if théy didn’t want to and you thought it was a
good idea? Do you rasarva the right to do it?

Well, the r-asoh I’m hasitating {% becausa I think
the Question is so speculativa, I den’t —

I mean, the cperation of the business, decislons
of that naturé. would be made hy Farmers, and we
would, obviously, ba involved reviewing with them
vhat overall strateqgic direction they ware taking
with the business, hut'I don’t helieve we would
inpoge a new stratedic diraction on Farmers.

I mean, therse would ke ne reason to do that, Mr.
Smith. I don’t understand what —-

At what level are strateglc issues resolved within
the B.A.T structura?

Well, we have a decentrallzed management process
whare cperating companias prepare five-year plans and
anmial budgeta. Theose plana and budgets are reviewed
in BATUS. They would ba reviawed with_tha BATUS
Executive Committes. They would ke consolidated into
overall BATUS’ fivc?ycar plan and budget, and that
would be reviewsd with B.A.T, the chalrman’s policy

conmittea, and they consolidate that intc a review

681612272
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1 that’s made to tha B.A.T hoard.

2 Q. Would & shift of the emphasis of Farmers’ busineas

3 toward the 1ife business fall within a strategic

& reviey process?

5 A. Well, I think the guideslines would say that if there
é is a major strafnqic change in the bhusiness, clearly
7 that would khe reviewed at the BATUS and B.A.T level.
g I ¢vess it dspends on what you mean by "shift."
5 Q. Well, when I asked vou tha question a moment ago, you
10 said the strategic dlrection of the businesa —-

13 excuse me, a grlft in the -- strategilc shift in the
12 business would be reviewed with Farmers, and that was

: 13 in reeponse to my gquestion abkout shifting the
) 14 srphasis of the buainess toward the lifa side. I'm

15 only trying to find out what you meant by that.

is Is that or is that not a strategic shift of the
17 business?

18 A. Well, I queszs it dependa how we define Wghift.% TIf
19 "shift" is an increased marketing emphasis on life,
20 perhaps an increased advertislng budget, soma morse
21 training with the 1ife ~- or with the sales force, if
22 "they are perhaps-goinq to add some varlations in. life
23 . preducts, I would say that those sorts of issues
24 weuld be dealt with at the operating company level
25 and that would net reguira any higher approval.
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1f, by the other hand, you are going o make a
much mere dramatic shift to either eliminate the line
or substantially curtail it or add a wmajer new line
of preduct, that would be a major strategic issue
which we would go for higher approval.

Who is it that decides strategic issues within the
B.A.T framework?

MR, MILISON: Are you asking who they would go
to for approval in the issuas he was Jjust talking
about?

At vhat level ars those strategic issues decided?
Well, I explalnad earlier that we have a process that
goes frem the cpaerating company to BATUS to tha
chairman’s policy committes and than to the B.A.T
board, and it really dapends on tha magnitude of the
changs in tha -- I guess you would say the magnitude
of the changa.

Was one of the opportunities that was identified in
the consultants’ repert the sale of additional
financial service products through the Farmers agency
force? .

I think there was discussion on that, and it really
went both ways, and I think the conclusion was that
it may not be appropriate,

Whose conclusion was that?
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I +think tbhat was in the Intermatrix reports.

Do yov know whather there are cther reports that
indicate that it is advisable?

I don’t remember. I deo remambar in a discussion with
some of the Cresap peopls, there wera concerns as to
whethay that wa; advisablae. I think wa just have to
gat the reports out, Mr. Smith.

Is the iasue of wnether or not Farmers’ agancy force
snounld be asked to sell other finaneial service
rroducts a strateglc issue?

I think it depends on what products yeou are talking
abouk.

what products do you thinX the consultants were
talkxing about?

I'm not really that clear. I think -- I den’t think
wa really discuszed specific products.

Was the acceleration of geographic growth one of tha
cpportunities identified in your censultants’
reports?

I think thers were opportunities for gecgraphic
growth identiried.

Do you Jmow whether B.A.T has any diffarent
intantions from you and BATUS with respect to the
gecgraphic growth of Farmers?

I‘m sorry. Would you =say that again.
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cartainly., Do you know Whather B.A.T has any

dirrerent intentiens with respect to the gesographic

growth of Farmars from thosa held by you and BATUE?

I den’t know of any, and I would be surprised if

thars ware, '

Have you hsard befera tha statament from Mr. Sheahy's

deposition, when he was asked about the benafits to

Farmers from the mcquisition, when he 2aid, nand to

Farmera’ management and employses the pogsibllity of

accelaratad grewth of the business“? You’ve heard

that bafore, haven’t you?

T don’t recall that, but 1f that’s in his depesitien

~=- I don’% knew, Mr. Smith.

Do you have any understanding of what accelerated

growth of tha busine=s Mr, sheshy was talking about?
MR, MILLSON: "Posaibility of accelesratad

growth" was the phrase you read.

Be, I don’t know., I don’t know, Mr. Smith.

Was one of the other assumptions that was identified

by +he consultants a possible disposal of Ohlo State

Life and Invasters Guaranty Lite?

Yas.

In fact, I think you said elsawhare that that

disposal perhaps moved frem the arga of opportunities

to the area -- to baing called a working assumption:
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is that correct?

At ona point, yes,

And although I’m not sure *opportunities" is quite
tha right phrase, was ancther of tha opportunities
identifried tho'elimination of Farmers’ medical
malpractice line?

I don’t knew Lf that was an oppeortunity. I think
that was & concern that was raised by the Tiliinghast
people.

Was one of the appa:tunities identified the
opportunity to pay an extraordinary dividend to BATUS
out of Farmers?

Are you talking about from the consultants?

Yas.

I don’t remembar that baing in the consultants”
raport.

Was ona of the oppertunitiea that BATUS identified
during +he course of the study the opportunity to pay
an extraordinary dividend?

I think we assumed back in the summer of ‘87, and as

‘included in the September board report, there was an

agsumption that Farmers Group and the Farmers life
companiaz had axceza cash, and for purposas of, lat
me Jjust say, running the numbars for the projecticn,

thara was an assumption that cash would ke offset
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agajnst the purchase price.

It vas also pointad out that the intarest incone
on that inveatment, ir left in Farmers, would cffaet
the intereat eypanze on the acquisition debt, so it
really Gidn’t make that much difference as far as the
projections want, but it would have increased tha
acguigition daebt.

Thera was -—- the paymant of an extracrdinary dividend
out of Farmers alsc reached the stage that you
characterized it aa a working assumption: lan’t that
correct?

That‘s correst. I’m not sure we called it an
extraordinary dividena. I ﬁhink We == at least, we
viewed it as excess cash available in Farmers.

Now, you’ve testified, I believe, on direct either
thig morning or yasterday that you do net currently
intend to pay that dividend or extract that cash; is
that coryrect?

That’s correct.

You do, howevar, raserve the right te do go once you

bave met with Farmers’ managerment, do you noet?

Well, I think one of the items on this list iz the

dividend policy. Obviously, one of the quastions we
will ask Farpers is, what are their neads, what are

their financial requirementa and raesources that are
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needed in the business,

By each of these items we'vae idantifisd as
oppertunitiag, BATUS is reaerving the right to
implement each of those after the acquigition if it
decides that *Mose ares appropriate; isn‘t that
correct?

I’m gsorry. You say, each of these opportunities.
What are you referring to? ‘

You quset idantifisd a list of opportunities, shifting
oY == axcuse me, increasing the emphasis aon 1life,
accalerating geographic growth, sale of additional
financial services, the sale of Chic State lLife,
Invastors Guaranty Lifa and the payment ¢f a large
dividend to BATUS, and you've indicated that you
don’t intend to do those ltems until you meet with
Farmers’' management.

My question is, although you say you don’t plan
to do those at thils time, your ressrvation of rights
in item 5 resarves for you the right to implement
each of those opportunities upon the completion of
the acquisition, does it not?

MR, MILLSON: dbject to the use of your word
“opportunity.* The witness on saveral cccasions has
not adopted that phrase of yours.

MER. SMITH: Well, I thought I eliminated from my
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11lst the ones he Aidn‘t consider an opportunity.
Mave you left out ltems?
I’m sofry. T hava to write down the list hera.

MR. MILISON: Why don’t you not usa the word
“opportunity.® Why don‘t you just list the iltenms.
Wea’re going about it in the longest possible way.

MR. SMITH: Well, I did that because that’s tha
word he has used and it saves listing them all every
time we talk about them.

If you would like to hear the list every time,
wa will usa the limt.

Isn’t it correct, Mr, Arentsen, that you have
reserved the right to shift the emphasis of Farmers’
business, lifs =-- leat me start all over.

Izn’+ it correct that you and BATUS have
reserved the right to shift the emphasis of Farmers’
business to its lifa business, t¢ acceleratas.
gesdgraphio growth, to sell additional financial
sexvices products, to dispose of ohio sState Life and
Investors Guaranty Life and te pay a large dividena
to BATUS after the acquisition is completed?
Clearly, Mr. smith, ie have no intentiéns to do any
of that, ¥hy we have resarved our rights is that wae
haven’t had a chance to pest with Farmers and

conditiops changa in the future, and we would expect
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Farmers to have 2 peint of view and recommendations
on sach of those items,

Genarally, we have raeservad rights as =aid in
point five to review the husiness, dividend policy,
the capitalizaticn, the other items listed in there,
I there any written copmitment anywhere on behalf of
BATUS or B.A.T not to do any of these items upon the
cempletion of the acquisition? ‘

Wall, thera is swern testimony on all of thosga
lasves, Mr, Smith, under oath.

Ara you testifying bere today that you will not do
any ona af thecaa items after the acquisition?

I'm teatifying that we have no intent to de any of
those items. To do any of those items would come
within & planning cycle which would regquire a very
thorough study.

Cur planning horizon is three to five years. I
mean, it would be foolish to try and say we wen't do
anything forever. I mean; I don’t think any
businassman would do that.

Your tastimony';- your swbrn testimony 1is that you

have no intention sitting here today to do any of
thosa items; isn‘t that corract?
My testimony iz that I have no intentions, BATUS has

no intentions and A.A.T has no intentions.
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Just as you have no plans?
¥e a6 nave plans. The plan is in the form A,
And that plan in the form A states that you reserve
the right upon the completicon of the transaction to
do each and avery one of these items, does 1t not?
The form A says what it says.
Do yeou disagrsa that you have reservad the right to
¢o each of those items that I have listed immedlately
ubon the acquisition if you = chooze ta do =672

MR. NMILISON: I balieve that guestion has baen
asked and answered at least twice. I think we’re
4ust arguing with the witness now. He‘s said there’s
sworn taeatimony, including by himself, as to what
theilr intentions are. I think it’s just arguing with
tha witness. '

HEARTNG EXAMINER TODD: Well, I don’t really
agres with that. I think the gquestion he asked was a
little bit different. 1If I understood the guestion,
it was whether or not the witness agreed with what
you said, that they could change most anything they
have in the form A the next day after it was
acquired. '

MR. SMITH: That’s correct.

HEARING EXAMINER TCDD: I see no reason why you

couldn’t answer that one.
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Well, I‘m not sure what the technlcal guestiocn —-
answar to that is, Mr. Smith. I‘m not a lawyer, but
clearly tha spirit of the form A weuld not permit us
to makxe any of those drastic changes the day ve
acquire the bhusiness.
Can you tell me what languagae in the form A yeu refar
to, what gection you refer to that has the spirilt
that would not allow you to make those changea%
Aa T said, I think the form A speaks for itself.
Well, it saya that the offercr resarves the right to
raview the company’s buslness assets, corperate
struoture, dividend policy, capitalizatien,
cperations, properties, et cetara, et cetara, and to
make any changes that the offaror deems necessary.
Are you telling me fhat that reservation of
rights does net includa items on the list that we
just want through?
No. %What I‘m -- your guestion, I thought, was, the
day wa buy the husiness, would ﬁe make any of those
changes 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.

Lat ne give you six months. Meet with Farmers’
nanagenent on the third day after the acguisition and

implement thosa changes any time within esix months,
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from anyvhere from one wesk to siw months after the
acquisition. Maven’t you reserved the right to do
each and svery ona of those things?

Well, wa hava resgrved tha right to do the items that
is set in the form A, We have no Iintentlona to do
any of those items that you hava talked about.

I would gay that with respect to the tax issue
and the billlen siy of intercompany debt, that
ocbviously is an issue that we would want to review
very soon with Farmera, and 1f there ware advantages
to not having that debt in Farmers, that would ke an
isaue that hopefully could be dealt with in a shorter
tine frawe than six months, but I would not expect
any strategic issues to change within the first six
mentha or first year or probably in the first two or
three years.

HEARING EXAMINER TODD: Mr., Smith, would this ba
an appropriste time to take about a ten-minute
breaak?

MR. SMITH: Certainly.

BEARING EXAMINER TODD: Let’s adjourn for ten
minutes. _

MR. SMITH: Your Honor, either at this moment or
immediately after the break, could we talk about the

timing of further witnezsss, because wa may need to
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lat some of our witnessaes leave town if they’re not
going to get on this week, and if we’re definitely
geing to have additional cdays later --

MR, MILLSON: TIf I could also have an estimate
of hov much lenger you are going to be with Mr.
Arantsan, tnatlobvioualy drivas the other gquasticns.
Do you think you will be done with him today?

MR, SMITH: I don’t know.

HEARING EXAMINER TODD: If you want teo visit
whila we’re off the record, veah, I have ne sbjection
after thse break talking about lt.

(A recesa‘ was taken.)

HEARING EXAMINER TODD: Let’s please go back on
the record now. Mr. Arentsen 1s =till on the stand.

Oh, 4us=t a minute. I’m sorry. 1 forget. I
promissd counsgel right aftar.the break wa would ba
cpan for a discussion about witﬁasass.

Nr. smith, would you want to repeat that.

MR. SMITH: Yes, W¥What I was interested in, T
think it’s clear, assuming that -- at least, the
first queotion, Messrs. Clark and Broughton will --
Magsrs. ciark nnd'ardughtcn will go on'tomorrow and
take approximately the same length of time they have
in thoe past, or will their testimony expand as Mr.

Arantzaentg?
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MR, MILISON: My estimatm is that Mr. Clark, as
in past hearings, will be on and off in an hour.
That’s our direct and your crosas. I don’t belleve
that we will taks longer than that. Mr. Broughton, I
think, may take longer than prior hearings, but my
anticipation islthat we would be done at the end of
tomorrow. Is that right?

MR. COLE: And bafore that, if Clark is on --

MR. SMITH: If You are going to be done any time
lata -- I mean, any time tomorrow afteyncon, I think

it’a clear that we cannot get done by the end of the

week, go I think we would like, then, to let some of

our witnessas go home with tha understanding that
your Honor will schedule soma subsequent days in the
futurs, if that‘s agreeable.

HEARTNG EXAMINER TODD: It’s deginning to look
like that pight be necessaary.

When wve get to Farmers’ direct testimony, can
you maks an estimate a3z to how -- what are we talking
about there, a day or two daya? .

MR. SMITH:' I think our hest guess would be four
dayg vith direct and cross,

HEARING EXAMINER TOOD: Four days?

MR, MILISON: We are never going to make this

week.
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MR. SMITH: It seeams like everybody has
axpahded. In soma of the early statas, we had a
little trouble getting done in.-a weak, and your case
was complatad in a day, I think, the first time you
put it an.

IEARTING EXAMINER TODD: I may as well mention at
this point, we’re baginning to get several requests
-=- Pam can tell me how many, maybe, of other '
interested partiec to testify.

Do you have any idea how many we’re scheduled
for now?

What we’ve baen, basically, trying to tell them
ia that, since thisz was anncunced to be this week, is
that Friday would ba open for that type of
testimony. I’m not saying I anticipata that to take
all day, but wa had to bave scmething to tell thenm as
£o when to appear,

Now, one member of the legislature has raguested
a brief time in the morning, and I had anticlpated

that we would take that first., I don’t anticipate

-that to take vary long.

MR, SMITH: We have often in other jurisdicticns
interrupted a witness to hava a member of the public
or a leglslator come in and talk ouk of order in

order to accommeodats thair schedules. Wa certainly
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have noc obiection to that.

MR. MILISON: We obviocusly have no chjection.

HEARING EXAMINER ToDD: I just thought I would
tall you that ahout Friday because I think we’ll ba
abla to get some testimeny in from either of the
groups hare, bﬁt wa’ll ba working arsund some things,.

MR, SMITH: In tarms of the overall timing, I
think that the parties returned to Ohio for tﬁo
additional days and it’s beginning to look like
that’s ahout what we’re going to need here, I think.

HEARING EXAMINER TODD: What I might suggest —-
and I don’t have any idea about our cown schedule
right now ~- betwean now and tomorrow, all the
respactive partiss kind of cheack their own calendars
and let’s gee if we can maybe arrive at some possible
times.

Az T underatand, is all next weak acheduled for
Washington?

MR, SMITH: Yes, youxr Honor.

HEARTNG ZXAMINER TODD: Is that apt to run over

into the pnayt weak? Is this a pragtice run for that

oner?

MR. MILISON: I very much doukt that it wili run
ovar a week in that the Washington departmant has

ruled that tobacce and Sauth Africa are irrelevant
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: 1 issuss and, therafors, zoms of the witnesses that
2 thgj weuld othervise put on will not be tastigyinq,
3 80 I don’t believa that that will --
4 MR. SMITH: It’s hard to say, your Honer. We,
5 obviously, will readdress the relevancy ruling, and
& genarally tobacce has not taken more than one day of
7 the hearing time, so it could conceivably run over,
8 although everyone has an intersst in seeing that wa
9 get it done in a week.
10 BEARING EXAMINER TODD: Hase thers been any
11 resolution between the parties as to the Dr. Green
12 matter?
_ 12 MR. ROLFE: We don‘t have an answer yet.
: 14 There’s time change and difficulty in communicating.
15 HEARING EXAMINER TODD: You‘re stllil werking on
16 that?
17 MR. ROLFE: We’ve still working on that.
18 HEARING EXAMINER TODD: Bear in mind, on our
19 pre-hearing hearing, we still have questions of what
20 witnusgas wa may order following. As we pravicusly
21 ruled, we will wait until BATUS’a diréct'teétimony
22 was completed and then we would be completed, =o

o ———————,—,—,—,—,——,——  ————
e .y

24 Is thers any other preliminary mattaers before we

25 go back to the cross-examination?
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Go ahead and progeed, Mr, Smith,
BY MR, SKITE: I bhaelieve you tastified previocusiy,
Mr. Arentsen, that you did not establish a particular
target for a rate of return with respact to seaking a
United States financial services market acquisition;
is that correct?
Yeah, we did not guantify a rate of return.
Are you aware that Mr. Sheehy testified in his
depositisn that B.A.T had established a target rate
of return for an acquisition in the United States
financial gervices narket?
I’n aware that he said that. And ha also sald he
didn’t xnow what it was, and he was wrong, becausa I
sat in several meetings with him when we discussed
this with Mr. Carraway and ¥r. Frigen.
Well, di@ you sit in on avarf internal meeting that
B.A.T held?
I don’t ait in on all B.A.T internal meetings, if
that’s what you mean.
And Mr. Sheahy -- _
I’'m not awars of any meetings where this was
discussad.wnere I waﬁn't prasant. '
Mr. sheehy is tha chalrpan of tha board of B.A.T
Industries p.l.c., correct?

Yam, =ir.
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And that is the ultimate parant in the B.A.T empire?
That;s correct, reportable to the board of directors
of B.A.T and the ghareholders of B.A.T.

And ﬁn's alac a membear of the chairman‘a policy
committae, is he not?

That’s correct:

And there are three members of the chairman'é policy
committea: i5 that correct?

Yos.

And Mr. Garravay haa deseribed that as being, in
United sStates terms, 1iXke the office of the
chairman, Do you think that is an ap® description of
that committee?

Yeas, an executive committee.

Do you attand meetings of the CPC?

I’ve attended meetings with the CPC. I don‘t attend
all their mgetings.

You attend when invited; is that correct?

That’=s correct.

. Hag Mr. Sheehy ever told you that the establishment

" @f the rata of return fer a U.S. financial searvices

acquisition was not discussed at any meetings outslde
your prasenca?
I don’t remember him saying that,

one of the raascns you want to acquira Farmers is the

681612291
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quality of its management; is that correct?
Yes.
You’ve learned quita a bit akout Farmers’ man;qemnnt
through your preacquisition analysis, haven’t you?
Yes. There was guite a bit of rasearch to that
affect,
And have you learned more about Farmers’ nanagement
and the individuals in Fermerz’. managemant since the
tender offer was launchad?
Yes, I think I’'ve learned more things, ves,
Has anything ever come tn your attention during your
investigation of Parmers over the course of this -
your tender offer effort which has lad you to
conclude that any aspact of Farmars5 managaement is
not what you would expect from the management of a
company you are acqiring? _
No. I == tha only thing I can think of is I don’t
understand why they won’t sit down and talk to us
about n@éotiating this transzaction, but we’ve had
very little peracnal contact. I did paat Mr. Denlea
at the shareholders meeting. I shoock his hand, '
chatted with him for a few minutes.

During the course of thesa proceadings, I’'va
chatted with scma of the people from Farmers that

have bean witnesses or attending these meetings, but
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outside of that, I haven’t had any involvament.
@ther than Farmera‘’ reagistance to your offer, have
you learned of anything that Farmers has or has not
dones which you think is an example of less than good
management?

Well, I would iant to be curious -- to knew more
about thelr dalibarations on the withdrawal from the
businese of Ohio State Lifs, the mannar in which they
did that., I think there’s some litigation issues
that coma up that, shviously, we would like to know
mare about or discuss with Farmers, Farmers
litigation issues,

Wel)l, with respect to Chio State Life, I belleva you
tastified that you wers surprised that they didn’:
attenmpt to sell tha accident and health businass
rather than terminate it; is that correct?

I den’t know if these are my exact words, What I
would =ay is that ohe course of action would have
bean to sall that accident and life business and
retain tha policyholders’ caverage and retain

employees’ jobs as opposed te just closing it down.

" Ferbaps Farmers considared that and there wera good

reaseons not to do it, but --
¥hat makes you think ==

I just don’t hava enouwgh information, Mr, Smith, to
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speculate on it.

What makes you think thay didn’t try to sell it?

They may have. I don’t know. Mr. Danlea didn’t —
you know, thare’s no public information absut that
that I'm awvare of.

Row, with resp‘ct to the litigation issuesa that you
mentioned, you said you would like to have more
information from the information prasently available
£s You, ara there any acts or failures to act of
Farmers’ management that you can pressgnily identify
ag being lest than geod nanagement?

With respect €0 —-— I think that litigatien and the
Ebony file and the deaatruction of documants goes back
to three or four years, Lo sope pricy managemant, and
I don’t know or have rsascon to helieve that the
currant management was invelved in that. I just
don’t know.

From what you know about the two mattars that you
menticned, would you retain current management if
they ware involved Iin it?

I just don’t know, Mr. Smith. I thini: you are agking
us to make judgnants on totally incomplete facta.

80 you don’t have enough informaticn to dstermine
vhether or not those two items would be reflective of

poor management an the part of Farmers’ present

681612294
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management? Is that your testimeny?
That’m correckt.
Do you belisve from your present knowledge tha%t thoee
avants reflacted poor managemesnt by the management
that was in place at the time of those events?
Well, I think the managament that’s in placa
cbviously is accountabla for what goex on during
their ﬁétch, and whe or what was involvad, I just
don’t know.
Other than the ohic State Life and the litigatien
issues, are you aware of any other actions or
failuras tc act on the part of Farmera’ maragament
that you think i# an indication of anything other
than good management?
No, I’'m not aware. As we’ve sald rapeatedly and our
research has shown, Farmers is balieved to hava goed,
solid, strong management with depth.
Would you have available, Hr. Arentsen, the documents
that you spent quite a bit of time with yasterday?
I think -- well, walt a minute. The box?
The box. _.

MR. MILLSON: Wae‘’ll gat the box.

(A recess was taken.)

BY MR. SMITE: <Can you find the decument that’s

Exhikit 5080, pleass, Mr, Arentaen.

681612295

ANOodD Snlvd-~ wasv:80 82 ‘21 "LO



10
11
12
13
14
iz
16
17
18
19
z20
21
22
21
24
25

366

MR. MILLSON: .This ocne hera, “Agricultura
Critical Factors"?

MR, SMITH: Right, dated August 1987.

MR. MILISON: I‘'m sorry. It’‘s the thin one.
Okay. ‘
Yes, I have it, Mr. Smith.
Would yout turn to page €151, please, Mr., Arantsen.
Focusing on tha statsment -— the atatemsnts that are
undarlined, PAgriculture’s future depends on the
following factors: One, the company must become a
nere efficient operator - narrew the pelicy
acqguisition axpensze gap with State Farm; two,
maintain disciplined underwriting standards and
preserve surplus,” is that a cenclusion with which
you agree?
I don’t renember tha statement, put I think the point
is that what was shown in the research was that
Farpars vas less efficient than State Farm and that
to narrew tha gap, they’d have to he more efficient.

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

- much more afficient than many of its other

aampatiﬁorg. and, obvioualy, being more efficient
would improve Farmers’ future. Maintaining
discipline and other underwriting standards and

surplus, clearly Parmers’ future would be Iin part
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depandent upon that.

Do you balieve that Farmers is presently mainﬁaining
digciplined underwriting standards and presgerving
surplua?

I have no reason to believe that they are not doing
that. '

I notice, Mr. Arentsen, when we were golng through
these documents yesterday =- I/11 try to aveid going
back over svery reference. I notice that your
consultants frequently refer to Farmers as having a
unique structurs, Did you make that same observaticon
when you reviawad these various consultants’ reports?
¥Yes. I thinmk in our report to the B.A.T board we
refarred to Farmersa’ structure z2a unigue.

You also indicated, I think, from your review of
thesa various reports, you did it -- the ceonsultants
dild identify two problems with respect te group
accldent and health and potential underreservea; is
that correct?

That’a correct.

And at least with respect to those aspects of the
consultants’ reports, you agree.that thosa were
problams?

With respact te tha group accident and health, we

agreed that that was a problem, With respect to tha

681612297
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underressarving, we agrezed that it had been a problen
in the baxt. There vas some question during mid-}1387
in the third guarter when we were doing most of this
work as to what current upnderreserving still existad
at Farmers.

Kow, with respéct to tha group acgident and health,
you aexpressed concern for tha profitability of that
biginegs; ian’t tﬁat correct?

I think the concern was that the business was not
doing well and that we assumed that the businese was
operating at a breaXevesn. Farmers didn’t break out
their figures as to the profitability. We weren’t
sure vhat the prefitability was, but we kellevad
tharg was a troubled sagment of their business.
Bacause af the reserving?

On the group accident and health?

Yos.

Ho.

what 4id you believa was troubled?

The business just wasn’t doing well. Farmers had

recognized that it was a problem business. They were

‘trying to cope with-it. It was unclear as to what

actions Farmers was golng to take. They hed -- this
was -~ the time frame we’rs talking about now, I

assume, is back August, September ‘87, bafore they

681612298
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announced what they were goeing 4o do.

Correct. )
Farmere bad increased premiups substantially by major
amounts in an affort %o improve their results in the
business. They had decided to walk away from
policies that had losses, peor loss aXperience, by
having large incresses in the pramiums beyond what
was compatitive, g0 they were taking some actions,
and, obviously, those actions ware in response to a
problem,

Is that what 1led you tn beliave the husinaess was
troubled, thae fast that there ware large premium
increases?

Thiz was bhased on the assessment that was given to us
by Conning and, I balieve, Tillinghast.

Wasn’t there alas a concern about having connections
with health maintenance organizations?

Not with respect to Chio State Life.

Was there a concern about having connections with
HMOz with respect to some sther aspect of Farmers’
bPuginegs?

Well, in our previous work looking at different
segmants of financial sarvices, we came to the
conclusion that health paintenance ocrganizations were

net an atbractive buslnes=s to be in, aleng with
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sn?crtl other segments.
And wasn’t one of the concerns about health
maintenance organizations that statements about
smoking and health mada by employees of thesa groups
might be attributed tc B.A.T?
I think the ﬁajcr concern was the peer results and
the poor profitability and the unpredictable regults
of the busineaz from a financial point of view. That
was the major concern.
Well, waa what I atated alsoc a concern?
I+ may‘hava been, what I would say, a nminor concarn,
but not one that a decision was mada on. I think
thers was soma discussien of that topic, but by and
large, wa just didn’t feel that was a good businass
t& be in. And I think subsequant history =- recent
regults of several companies that are in that
rusiness are having severe difficulties,
¥ag it discussed in locking for an acquisition
candidata that if you acquired a life business that
included an HMO, that you might have to dispese of
the HEHMO? |

‘MR, MILISON: Your Honor, I just wonder what
HMQs have got to do with the domestic insurer in
Kansas. I just wonder if wve’re not a hit far

atield.
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HEARING EXAMINER TODD: Wwould you like to ==

MR. SMITH: Certainly.

NEARING EXAMINER TODD: -- ¢uide us to whare ycu
are going?

MR. SMITH: I’'nm trying to find out tha axtent to
which in tneié discussions they werea concerned about
the acguisition of any businessex which would or were
making statements linking smoking te various Health
problems and the necessity for disposal of such
unita, anpd, unfortunately, we don’t have Mr. Garraway
here.

What I'm coming to is Exhibit 5196, and maybke
this 1a an appropriate time to coma te it. It was
produced to us redacted on tha grounda that there was
material ir it that was irrelevant. That material
turned out to be, YLifa businesses had problems for
us, that any comnection with health maintenance
organizationa would regquire a disposal for fear of
group employees laing attributed with statements on
smoking and health, Such an eavantuality could have a
serious legal impact.® ‘

Th#t statement comes from a meeting stated to be
beld on September 14, 1937 between Messrs. Garraway,
Ratcliff and Brewis, none of whom, unfortunately, are

intended o ba called Ly B.A.T or BATUS, and my
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gqueastiat of this witness is whethar he participated
in-diséus;ions of that very same topis. ‘

MR, MILISON: left me ask again what health
maintenance erganizationa have to deo with the
domaestic insurer in Ransas or, sven if we’‘rs going %o
get more broadly than that, with Farmera at all in
any way.

They doen’t own a health maintanance
organization. That asentence he read -- inaccurately,
I think, but is absolutely irrelevant.

MR. SMITH: I inaccurately read the sentenca?

MR, MILLSON: I beliaeve you laft out a word.
The word "in* ia there that you didn‘t read.

MR. SMITH: Not on the copy. There is a hlank
on the copy.

MR. MILLSON: I think your copler just didn’t do
it right, »ut in any event --

MR. SMITH: I won’t guibble with that., I will
aimply point out that our employees frequently make

such statements, and we will introduce svidence of

.statements about smoking being made by various and

numarcus Farmars amployeaes,
HEARING EXAMINER TODD: Would ycu state what the
HMO part had to do with it? I’m net sure I heard all

that. Was it about whether or not it was an
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. 1 acquirex?
; 2 MR. SMITH: The statement was if they acquired a
3 life busingas that had an HMO affiliated with (&,
4 thay would have to disposs of tha HMO to == quote,
5 ¥Yfor fear of group amployees bDeing attributed with
6 statamarnts on'smoking and haalth. ™
7 HEARING EXAMINER TQDD: Well, I Bese no raason
8 why you shouldn’t go ahaad and direct that to'the
9 vitness.
10 A. What was the question, Mr. Smith?
11 Q. BY MR, SMITH: The ¢guesiion, Mr., Arentasen, is whether
12 or not you participated in any diascussions concerning
13 whethay it would be necessary for B.A.T or BATUS to
14 disposs of any piece of a == of an insurance business
15 which was acquired either because it was an HMO or

=oAL oripad v ﬁ"‘v'ﬂ%

ig and health which could ba attributed to B.A.T or
ig BATUS.,

20 A, Well, as I —— that’s a long cuestion, I think much
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MO0 becauss scma life instrance companies kind of
ventured into that area, I’11 say, unsucceastully,
and we cama tc tha conclusion that that would be an
unattractive segment of financial sarvices to get
into,

I don’t yemsmher having any discussion= saying
that if we bought a company that had an HMO we would
have to sall the HMO.

Do you recall anyone ever ralsing any question or
copcerns about Farmers in light of its aggresaive
markating of nonsmoking discountis?

Well, wa -- in cur reasearch, we vwere aware of
Farmara’ nonsmoking discounts. We discussed it, Mr.
Frigon, Mr. sSheehy, Mr. Garraway and myself, and came
to tha conclusion that thera was no conflict with
nonamoker discounts ~-- in faet, B8.A.T's insurance
companies Mad nonsmoker discounts == and that that,
in our view, did not present any problems.

You gave me the concluzion, The cuestion, Mr.
Arentsen, was, did you ever engage in any discussions
as to whethar or not there was a confii&t?

MR. MILLSON: I think he just answered that
guestion. Are you asking him for more details of

that conversaticn? I mean, he just answered those

that very quaestion.

681612304
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1 Q. Those conclutions were derived from conversations as
2 to ;hether or not Farmers’' marketing of thcsa‘
3 discounts constituted a conflict?
4 A. Yeah, The discugsion came up in the course of our
5 raview, mnd when it was peinted ocut from our
[ consultants Farmers was extensively involved with
7 nonsmoker discounts, we said, "Well" =-- aftgr some
:] discoussion, *That’s fine. We den’t sge any problen
9 with that.*
10 Q. Did you digcuss whether or not Farmers would be
11 allowad to continue to market thosse nonsmokeX
12 discennts -- I mean, offer them, I mean, market
13 : them.
; 14 A We &aw no reason why Farmers would net continue to
is mAarket nonameker disccunts.
is Q. Did yeu discuss whether or not statements made by
17 Farmars in the course of marketing nonsmcking
a8 discounts might be attributed te BATUS or B.;\.T with
19 reagpact to questions linking smoking teo health
20 problens?
21 A, I don’t remepber any discussions specifically dealing
22 with that issue othér than wve did not gae any problem
23 or conflict with marketing nonsmoker discounts.
24 Q. And I presume that at the time yocu had those
23 disdussions, you wers unaware of what’s been marked
681612305
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1 ax Exhibit 5001, *Pacta akout Smoking." I know the
2 brochure, you have seen before.
3 A. That’s right. We were not aware of that until thess
4 hearings started.
5 Q. Now, this brochure, as you know, states that,
6 "Sta£18£ical studies and pericdic reviews confirm
7 that smoking contrihutes to earlier death.¥  Does
g BATUS agree with that statement?
9 A. our point of view on that is that we don’/t know
i0 whether that statemant ig true or not. We do balieve
11 that smokars aa a group are in a highar risk category
12 than nonsmokers, =tatizsticse show that, and that that
~ 13 iz the basis for the nonsmoker disceuntes, but that is
o 14 the statigtical a=zsociation and not the causae.
15 Q. 50 it'’s yeur testimony that you don’t knaw whether
18 smoking contributes to earlier death, correct?
17 A. That’s correct. I don’t know whather it does or
18 doesn’t.
13 Q. ¥You are aware, are you not, that the Surgecon General
20 - of the United States has concluded that gmoking is a
21 ‘cause of lung cancer? |
22 A. I bﬂliEVé that’s correct, what he just concluded,
23 Q. Doas BATUS agrea with the Surgeon Ganeral?
24 MR, MILILSOK: I just wonder Iif this is the point
25 where I should start saying again that I don‘t think
681612306
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the Surgecn Ganaral’s viewsz on smoking are relevant

in.ﬁnis proceading.

BY MR. SMITH: Well, you are awars, are you nect, Mr,

Arantsan,'that the Surgecn Genaral’s conclusiong are

gtated in Exhibit 5001 that is distributed by

Farmers?

That’s what the document says.

Do you agras or disagrae with the Surgssn General’s

conclusien that smoking is a cause of lung cancer?
"ﬁﬁ. MILISOM: I just leave -- maybe I should

Just bhave a standing cbhbjaction rather than complain

all tha time.

KEARIRG EXAMINER TORD: Well, lat the record
show that on that imsua, we will consider a standing
cbjection. I see ho reagson why the witnesa couldn’t
go ahead and answer that particular guesticn. I-11
regarvea ruling on the relevancy of any othar kind.

Go ahead.

Mr. Smith, we, as I ctated aarlier, 4o not baelieve

that zscience has proven what causes cancer,

.selentifically proven what causes cancer, and so that

is vhere ve, In effact, would disagrec with the
canclusion that there is a cause unti}) it’s
scientifically proven.

Are you saying you don’t know whethar or net the

681612307
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7

Surgeon Genaral‘s conclusion 1z corract or not?
That’s correct.
What is B.A.T‘s positicon as to whether or not tha
Surgeon Ganeral is correct, if you know?
It’a the sama position,
Axa you awara that both Mr. Sheehy and Mr. Garraway
tastifisd that they belisve the Surgecn General’s
conclusisn to be incorrect?
I think they said it was incorrect because they diad
fiot know whether it’s c¢crract or not correct.
Will BATUS allcw Farmers to continue to distribute
Exhibit 50017
Ko.
Will Farmers -- excuse ma. Will BATUS allow Farmers
to vontinue to market nenamsking discounts with any
materlals which link emeking to health problems?

MR. XILISON: Ara yocu saying —=—- let me make sure
i understand the question. Are you asking the
witnegs whether BATUS will permit Farmers to market
nonsmoking discounts with materials that state that
smoging Caugag cancer?

MR. SMITH: 6r.any other diseasa, yves.
If the quettion deals with whather there’s a
statament that thers’s a causa, that is where I think

we would not agree because we don‘t Xnow whather

681612308
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there’s a cause or not.

If the material shows a statistical association
oy facts of that nature, we don’t necessarily
disagree with that. I think we just hava to look at
the material, Mr. Smith.
wWill BaTUS alinw Farmers to engage in any marketing
activities which include sncouraging people €0 stop
snoking?

I don’t know. I think we’d have to see 1f -- I mean,
tha is=sue is if Farmery says, MIf you stop smoking,
then yoﬁ are entitled to a nonsmoker discount," we
don’t s¢e a problem with that. If they say, "sSmoking
causea disease,” then we would hava a prcohlem with
that.

Ware you present in oregon and California when Mr.
Garrawvay stated that B.A.T could not and would not
allow Farmers to proselytize an anti-smoking program?
Yea,

Did you agres with that?

Yeal, I think that’s in the context of what I’ve
said, '

HEARING EXAMINER ToDD: Mr, Smith, could you
repeat that question again. I just didn’t hear it.

MR. SMITH: <Cartainly.

HEARING EXAMINER TODD: I heard the answer, but

6851612309
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I didn’t hear --

MR, SMITH: The statamant was that Mr. Garraway
testified in Creagon and California that B.A.T could
not and would not allow Farmers to proselytize an
anti-smoking program.

HEARING EﬁAHINER TODD: Thank you.

MR, MILISON: If I could juat coema kack to --
the tactic that Mr. Smith uses frequantly of saying
to a witness, do you remember testimony given
soneviidre olsa, I raally think that that’a not the -
best way and the fairest way to do that.

If he wants the witness to hear the tfastimony —-—
there’s heen a lot of hearings now. This is not
apropeoa, thix particular ¢ueastion.

I'm just ¢oncerned that the tactic seems to be,
you remember sobeone -- you know, Mr. Sheehy saying
this or sameone aaying that. I think that he should
Just read the witness’ testimeny -- or not even
bother to read the witness’ testimony., It says what
it says, and I think it’s unfalr tc the witness, as
he sita here the and of hisa sacond day, to be
expected to remember a whole bunch of things and
nwances, and I would just make that recuest to Mr.
Snith. |

MR. SMITH: I’'m trying to make things move

6816123190
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rapidly, your Honor.

| HEARING EXAMINER ToDD: Do you have any
ohj.cﬁion to that?
BY MR, SMITH: BATUS and B.A.T have also taken tha
position, have they not, Mr. Arentsen, that if after
the acquisition Farmers’ board of directors insists
on ¢entinwing to market nonsmoXing discounts by
making statementa linking smeking te disease, -that
the bhoard of diractors of Farmers will be rearranged
te give BATUS a majority on tha board? Is that
corract?

MR. MILISON: That’s tha eaxact problam I just
asked him. There is testimony by Mr. darraway who
was asked by Director Xulengoski in Oregen, in rfackt,
on this specific pamphlet Mr. Smith has there con
Exhibit 5001. T just object to characterizations
that are not quite right, and I wonder why we can’t
just read tha testimony, if that’s what he wanta to
do ~= or I don’t know why we need to read it to this
witnegs.

Whether he remembers this or not dosen’t make
any di!ferqnce. If Mr. Garraway sald that, then Mr.
Garraway said it., I don’t see tha use of asking Mr,
Arantgen whether he remembers that. That deesn’t

have anything to do with this proceeding,

681612311
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guestion.

let ma ask Mr.

382

Smith a

Is that testimony or transcript in Oragen -- was

that it? -- is it going to be part of the recerd in

this hearing?

MR. SMITH: Your Honor, if we go back to the

guestion bafors, we certainly intend to matrk the

pertisn of the transcript that I was citing.

Tha last Question I asked -- and, vou Knhew,

wa’re glowing procesdings down tremendously wWith

thesa objections.

The last question I asked, if counsel had

listened %o it, had nothing to do with any prior

tegtimony. I asked him, wasn‘t that BATUS’s

position, isn’t that tha position that BATUS has )

taken. I‘'m asking the witness to tell me, is that or

is that net BATUS’s pesition,

MR. MIIISON: I may have misheard.

that you referrad to the Oregon teatimony.

event, that testimony is in the record.

can put in --

I beliave

I mean, they

In any

MR. SMITH: May we hava the reporter read thes

last question.

MR. MILLSON; If I’m wrong, I apolegize.

HEARING EXAMINER TODD:

LN00ED BENLVYEM

e o
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have the witness anawer the guestion that you asked
last,

MR, SMITH: I’ll restate it.

THE WITNESS: Thank you.
BY MR. SMITH: HMr. Arentsen, isn’t it BATUS’s
pogition that if Parmers’ management after the
completion of an acquigition by BATUS continues to
market nonsmoking discounts by making statements
linking smoxing to variocus diseases, that the board
of directors of Farmers will be rearranged so to giva
ﬁamn%ﬁi majority of the board?
our pesition on that, Mr. sSmith, im that,_in the
first instance, we would want to review in great
datail with Farmers their marketing with raspect to
what you have referred to, discuss with them their
reasons, get a good understanding of what yvou are
refarxring to.

With respect to thias pamphlet, this pamphlet is
one that ig not by any means a major portion of
Farmers’ marketing program. It is a very miner

portion, as wa understand it, Thaey sand ou%t enough

.86 that one agent gats ona of those pamphlates avery

two months, and I don’t have any idea how many get to

their pogsibla customers.

In fact, many of Farmers‘’ witnaessas lave -- somne

681612312
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rarmere’ witnessss have not aven been aware of that
pampﬁlat. We would disagree with that pamphlet.
Are you eventually doing %o answer the guestion, Mr.
Arentsen?

I think it‘s neceagary +o put that question in the
propar cuntext; Mr, Smith, if you den‘t mind.

Can you now anawer it?

Yeas, I‘m answering the gquesation.

After wa’ve had an opportunity to review that
iseus, to digcuss it with Farmers’ management to get
an understanding of their position on it, if Farmers/
hoard insisted that they had to continue with that
pamphlet, and then I think, as Mr. Garraway statad in
Oregon, if they continue with that pamphlet and
continuad with a marketing program built on
asseciating spokxing as a cause of diseasa, then ve
would feel that that weuld be irresponsible of -- for
ug ts have ona corperate point of view and to allow a
subsidiary tc do something totally inconsistent with
that.

Given all that, if they still insisted on that,
than, yes, we would rearrange the beard,

Do you bhelleve i+ iz irresponsible for Farmers to
distributa a brochure which statas that smoking

causes lung cancer?

681612314
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owned Farmers to allow them to distribute that
panphlet, .

Is it irresponsihle for Farmers to distribute that
brochure?

I don’t know. 'I’d have to talk with Farmerg and find
eut why they wers distributing that pamphlet and what
thelr baliefa axa.

Would BATUS allow Farmers’ employeas to say publicly
that cigaraetta sheking causesz a higher death rate?

I think wa would not allow them to say it causes a
higher death rata. Hare again, therg’s a difference
between cause and a statistical association,

Are you avare that Thomas Welch, a Farmars employee,
has testified that based upon the studjss conductad
by Farmepg New World Life, Farmers has concluded that
cigaretta smoking does cause a higher death rate?

I havan’t sean that testinony, so I‘m not aw&re of
that.

Wonld BATUS allow Farmers to engage in advartising
which states, "You can quit. We can help you" ——
excuse ma, “"Wa can halp. Thare are a million reasons
why you can’t quit smoking right now and a million
mors why you should. The best reason of all, it will

save your lifa¥?
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_HR. MILLSoN: I just wonder whether it’s
appropriate to keep this witness on the stand asking
him about brochures, st cetara, I think the general
thrust of hia testimony is cleayr, that BATUS would
not permit Farmers to put out advertising material
that says snnkinq causes cancer.

I think getting more than that by reading a
variety of different pamphlets {s merely cumulative,
and I would ask that we limit the examination in that
regard.

_HEARING EXAMINER TODD: In regard to what Mr,
Millscon just said, is thera some way fou could
shorten it up by listing the pamphlets or something?

MR. SMITH: Ycur Honor --

REARING EXAMINER TODD: I do agree with him that
the answars are fairly clear.

MR. SMITH: Well, and I agree with that, as
vell., There are two answers te Mr, Millson’s
objection. The first is that, when I asked the

witnesg whether or not they would rearrange the

' Farmers board to prevent the distribution of that

material, he went on at great length ¢o axplain that
this brochura is not widely distributed, so I think
it is important to relate to at least ona -- ons or
two additicnal advertisements to show that thay would

68161231¢
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also disallow theose advertisamenta; and my other
reapcnas to Mr. Millson’s objection is that this is
the last one that I’'m planning to ask him abeut, so
Iif he coﬁld answer that queation, we can move en.

BRARING EXAMINER TODD: oOkay. That may be the
simplagt solut.{on.

Go ahgad.

I’m sorry. Could we have the questicn reread or
repaat it, pleass.

¥hy don’t I Just read it. Would you allow Farmers to
aendage in advertising which states: "You can quit,
We can halp. Thare ave a million raason=s why you
can’t quit smeking right now and a million more why
you sheuld, Tha best reagon of all, it will sava
your iife%?

I den’t think we would allew that, Mr., Smith.

HEARING EXAMINZR TODD: Is that last one going
%o be an axhibit?

MR, SXITH: It will be an exhibit. We just got
thase today and thay haven’t pesn marked yet, but
they will bae.

HEARING EXAMINER TODD: That’s all right. Thank
you.

MR, MILISON: I don’t know how many other
exhibits thay Just got today, but I would hope that

681612317

dNoxn EALVYE= NIV 80 gg ‘21 'LO



10
11
12
13
14
15
ie
17
ig
19
20
21
22
23
24

25

igs

we would get a reviged exhibit liast if we’re going to
have a lot of othar exhibits coming in.

HEARING EXAMINER TODD: I think that’s a Qalid
suggestion. Do we have another box like we had this
marning or yasterday?

MR. SMITH: Wa‘re not going +o spring a new box
on yeu, yocur Honsr. These are the anly two new
exhibits that I know of.

MR. ROLFE: Hot off the press?

MR. MILLSCON: If veou could send ug copies of
both of them with a revised axhipit list, I would be
most grateful.

MR. SMITHE: Fortunatelv, a copy for you is
avalilable right now, as scon as you == I’m sure you
can hardly walt to read it,

MR, MTILISON: Thank you.
BY MR, SMITH: Can Youn from your box, Mr. Arentsen,
find Exhikhit 5127, please,
Yes, I have lt, Mr. Smith.

ME. MILLSON: It’s a document dated August 25th,

1987,

‘BY MR, SMITH: First of all, would you turn ‘to page

6194, Mr. Arentsen.
Yas, I have it.

I think this is a fairly simple gquestion. Iz that

651612318
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your handwriting?
Yem,
Counld you razad that for us, rleaase.
It saye -- this is an exhibit dealing with
conpsnsgation and bonuses for Farmers’ management, and
it msays; "strong incentive to drive up short-term
earnings. Incentive formula tisd to EPS, M earninga
per shares of growth. *"Have net" -- I think i;'s
"surpassad,® but I‘m not sura of my own writing here,
¥have not surpassed targats by large amcunts driven
by one-year incentive program.®
I'm having trcubla with the same words. Would you
turn back te page 5176, pleasse.
Yes, I hava it.
The third bullet zays: "To maintain the current
nanagement fee level, capital shortfall of
approximately %2 billion within the next tan years
will need to be addregsed."

What is your understanding of what that
staterent meana?
This was a summary of a report from Tillinghast., I
think it dealt with thair assessment of the
underreserving, and if you extrapolated that out, I
think that’s the context of it. I’d have to go back

and --

681612319
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It’s a $2.7 billien shortfall in the reserves of the
Exzhangea?

MR. MILISON: I think, Mr. Arentaen, if you do
need to go back and loock — you said you might hava
to do that == I would do that rather than just answver
the guestion.

Your Henor, I den’t know if you would like just
te bave Mr, Arentsen look at the document mcré
overnight since it doesn‘t seen Mr. Smith is going to
finish by five o‘clock, anyway, and we can raturh to
this anover in tha morning -- or, Wayne, what is your
pleasure on that?

MR. SMITH: I‘d be happy to let him reviaw the
Jdocument overnight, and I’ll go on to somaething else
now bacause I don’t want to --

MR. MILLSON: Are you going to finish tenight?

MR. SMITH: No.

HEARING EXAMINER TODD: Why deon’t we go ahgad
and hold up the question for him to anawer tomorrow.
BY MR. SMITH: Mr. Arentsen, when we were_looking at
one of the exhibita that included socme calcoulations
.with respect to Farmers’ surplus ratio, you sald, I
belisve -~ and correct me if I’m wrong -- BATUS is
committed tc a surplus ratie no worse than 2.2 to one

and wa want to have A hetter ratic, Was that a

681612320
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1 correct aummary of your testimony?
2 : MR. MILLSON: Did you gay, 3.2?
3 MR, SMITH: 1'm sorry.
4 Q. BATUS is committed to a surplus ratiec no worse than
5 three te ona, threa colon one.
& A. Yes, Wa’te comaitted to maintaining a ratic of three
7 “o cne, which has bean wvhat Farmers has typically
g ﬁnintainad, although thsy hava exceeded that niightly
9 in the past.
1o 1 balieve in 1986, they exceaded it
11 signiricantly before they put the 200 millien capital
12 centribution in which brought them back to a three to
. 13 one ratio, but we would ke committed to maintaining
f 14 tha ratie at three to one.
1s MR. SMITH: Your Heonor, I don’t mean to Dbe
1a picky, but I hepe when pecple start complaining about
17 hew long the cross-examlination has gone, that the
is extra information contained in the answers be kept in
1% mind.
20 I asked what BATUS’s commitment was and I got a
21 little diamartation on Farmers’ history along with_
22 it. I don’‘t mind that, but it’/s taking significantly
23 longer than it otherwise would to complete the
24 cross-axaminatisn,
25 MR, MILISON: I haven't complained yat, Waynae.

—e LT r—
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I would rather the witness give full and fair
answyers.

Did you alsc atate, Mr. Arentsen, that it would be
BATUS’s intention to have a surplus ratio better than
three to ore?

I think we would prefer having a surplus ratic better
than three o cne. I think, cbviocusly, that’s bettar
for the business. )

How do you intend to achjieva a surplus ratio of
better than thres to cne? |
Well, wa would have to review that witﬁ Farmars’
managemant to get their cpinion on it. They may have
gJood ressons to say that three to cne is batter than
something more stronger than thrae to ona.

Other things baing eecual, we would prefer to
have a stronger ratio than three to one, but I'‘m also
saying that thera’s nothing wrong with three to one.
¥eat plans does BATUS have to fulfill its commitment
o maintain a surplus ratic no worse than three to
one?

Well, we weuld have capital available to Farmers.
And aﬁ FParmgrs haé done in the past with surplus
contributions to the Exchanges in the form of capital
surplius notes, if that were appropriate, then that's

ona of the things that we would do,

681612323
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I would also point out that Farmers ssems Lo
have been able to managae their business within a
three £4 ona ratio with.the ayception of 1986, when
they had a 20 percent premium growth rate, and that
may well have hean an unusual situation.
Do you have a p?ojaction for the Exchanges which goes
with Exniblt 18 and which demonstratas that you will
ba able ==~ or, excuse T, that the Exchangas wlll ba
able to maintmin a three to one surplus ratic under
the growth plan set forth in Exhibit 187

MR. MILLSGN: What do you mean, goee with 187 I
don’t understand that.
Do you understand the guestion, Mr, Arentsen?
I’'m not sure, Mr, smith,
Do you hava a projection for the Fxchanges which
damonstrates that under the growth plan set forth in
Exhibit 18, the Exchanges will be able to mailntain a
surplus ratio no worse than three to cne?
As ve‘va stated in previocus testimeny, we have done

projections of the Exchangeas. That was not part of

‘thess projectiocns. Those projections dealt with the

valuation of the bhusiness, and those proljections, as
agreed, have not bean produced.
MR, MILISON: Let me say, with one exception,

thera was the hoard repcort that ysu took them through

681612323
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. 1 yestarday, right? Thare were projections of the

| 2 surplus to the Exchanges?
3 TME WITHNESS: Right. And as shown in that board
4 ' report, at different growth rates, the Exchanges ware
5 able to maintain a three o one ratioe. I think that
6 the ratics wera laid out in that seaneitiviey. I

7 would

a to go bBack to that document to =-

10 or not you have dones a projection for the Exchangas

11 which patches the assumptions and grewth rates in

12 Exhibit 18 and which demonstrates that Exhibit 18 is
) 15 achievable while, at the sams ¢ime, the Exchanges are
J 14 maintaining a resarve ratioc no worse than three to

13 one.,

18 A. Wall, ag I sald earlier, the Exchanges’ projections

17 were done soparately from these projections, and if

18 you would allew me to go back to the September board

1% zeport, I could look that up for you.

20 Q. And 4o any of the projections in the Septembar hoard

_ e mik mmmbcie 4ha =ama adoumntinna as set forth in
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Exchanges, Sc weé really have two different sets of
projactiébs.

Wall, do vou havea a set of projections for the
Exchanges which backs up the busineszss growth shown in
Exkibit 12 and sghows that tha Exchanges, the
undarlying insurance business, can support the growth
in Exhibit 18 under the assumptions in Exhibit 18
without exceeding a three t0 one surplus ratié?

And what I‘ve stated 1s that the Exchange projections
that are summarized in the Septembar board report
show that,

They do?

Yes, sair.

Ona of the aseumptions in the September hoard report
assymea the growth rate under the same asaumptions
that are set forth in Exhibit 18; is that your
tastimony?

Well, the growth rate in Exhibit 18 deals with a net
incoma growth rate of Farmers Group, dees not deal
with the premium growth rate, and that includes a

life company and it includes investment'income and it

includes & lot of other things.

With respect to the Exchanges, the senaitivities
on the Exchanges in ths board repert deal with

differant growth rates in premiums, se it‘= a

681612325
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quagtion of whether or not you are talking about net

incoma growth rates or premium growhh ratas.

The projections that are contained in Exhibit 18 are

oot tha projectiona upson which you based your

decision to procead with the hestile tender coffer; is

that correct?

The projections to procesd with the acquisition of

Farmers iz in ths bhoard report dated Saptamber"87.

And =--

Those other projections were done in April ‘83.

And the Saptember ‘37 projections assume that OSL and

IGL will be 30ld, correct?

Yes.

And they also assums Tha* 5750 million will be paid

cut of Farmers posteacguisition, correct?

They assume the cash availability of that, including

the proceeds from the two sales you referred to.

My question ia whether when you came down to March 3,

1588, veou had some cther set of projections, neither

those contaimed in the board report nor those

contained in, obvipusly, the subsequantly prepared

Exhibit 18, which subﬁorted your declsien to launch

the tender offer on March 3, 1948. '
MR, MILISON: I‘m not sure what you mean by

"support.* He’s already testified that they got

81612326
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approval from the beoard in September baged on soma
projections, and you are asking whether there Wera
other projections that went to the board? Is that
what you are saying?

Did somecns make a decision on March 3 or gheortly
before to launch the tander offer?

Yes.

And were any projections prepared in cennectlon with
that decision?

I was at that meeting and there were no projections
reviewad at that meeting.

Were any ==

In other words, therg was information presentad by
Goldman, Sache dealing with valuation.

Dealing with valuation wholly or in part, was the
information that Goldman, Sachs presented at that
naeting different from the projecticns which BATUS
had prepared for Farmers bhusiness?

Well, it was information that Goldman, Eaches had
prepared dealing with wvaluatien.

Hf point ls that the Goldman, Sachs va;uation
inforﬁation 4id not include the BATUS projectiens for
Farmers’ business; is that correct?

I think that’s correct. I think they may have had

soma of their own proiectiens.

681612327

dOAOodED SALYE*x I T S0 ag 'Z21 ‘LO



e B T N

10
i1
iz
13
ia
15

16

17 .

13
19
20

21

22

23
24

25

358

Now, 4id BATUS prepare a agt of projections which
supported or jumtiflied offering $63 per share, for
Farners’ stogk?
Are we getting into information wa’re not supposed to
talk apout, valuations?
It’s just a yﬁa ©r a no.
Wa prepared several sets of projectionsz dealing with
valuation, if that’s your gquestion. '
Do you have a zet of projectiona for Farmers'’
business which ralates to the $62 price which has
been offaredy

MR, MILILSON: You ara asking, in addltien to the

‘September board report, which you hava?

MR. SMITH: Yes.
We have projections that deal with valuatien and at
differant price levels, and thesce projections hare
deal with the $63 gpacifie price.
¥hich projections are "these projections here"?
The April 7th.
Do you have projections on the same format of Exhibit
18, the April 7 projections, which deal with
different prices?
No.
Do you have projections on the other format waich

ralates spacifically to the $63 price?

681612328
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I don’t recall, Mr. Smith. I‘d nave to go back and
lock. I know va looked at different prices. I don‘t
recall a $63 price heing one of those, but I’d have
to check it to make sure.

Was the $60 price that was initially offered on March
1 one of the prices that iz set forth or included in
one of the prejections that you aid?

M., MILILSON: Wayne, you said 60 on Marcﬁ a7

MR. SMITH: Yas.

MR. MILLSON: I don’t recall 60 being cffared.
Well, what was the price offered en March 3 when the
tender offer was initially launched, Mr. Arentsen?

I believe that was the 363 prilce.

wasn’t thers earlier an offer of $60 a share?

There Was a propesal, but not a tender offer, but at
$60 a shara.

I+ ig not your recellection that the tender offer was
launched at $60 a share and then amended upward
thereafter?

I think it was at 63, which was an incraasge of the
prior proposal, which was at 60,

Do you have a set of projections which felﬁta to the
$60 which was included in the earlier projection?

I think we may have included $60, yes.

And what ia the growth rate that is assumed for

651612329
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Farpers in the 560 projection?

MR, MILLSON: I’'m golng to cbject to any-
valuation information. We have a clear deal that, to
quote Mr. Smith’s partner, Mr. Fairbank, "I think a
guantitative answer and the pricing value fits within
that agreement.® We have a cleaar deal that they
can’t ask for pricing informatien, and I don’t
know == .

MR. PAIRBANK: May we sae the whole text of
that? I‘ll ha glad to talk about it in that context,
but don‘’t quote me for two or three words out of
that, |

MR. MILLSON: Do yéu recall == the gquestion
was: Y“Do vou recall of your own personal Knowledge
any of the projections in that computer valuation
model that related te the Exchanges’ performance?!

1 objected. There was several pages of
colloqiy. You can lwok at it overnight, if you
like. Maybe that’s the most efficient thing to do.

It’s page 212, and following these on, it goes on for

to page 216, and I think --

HEARING EXAMINER TODD: Parhaps I could sava you
a littla time.
MR. FAIRBANK: I think he’s proven my point.

EEARING EXAMINER TODD: I really don’t sea any

681612330
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relavancy of valuation proposaals.

MR. EXITH: Your Hohar —-

HEARING EXAMINER TODD: I’1ll taell you why, That
wsed to be in our act hecause we had to approve the
price. It was taken out by our legislature, so
unlesg you can convince me otherwise, I sae no
purpaze of continuing on that line.

MR. SMITH: Yeur Honorx, the whole -=- the clear
agreanant that Mx., Millson statex and which has nevar
been ~-

HBARING EXAMINER TODD: Well, I‘nm not talking
about the agreement.

MR, SMITH: I gay, it’s never been an
agreement. The reason -- what we agreed to
initially, to the axtent we agresd -- we made an
arqunent kefora the Arizene Commissicner.

What we agreed was that the issue of price was
not relevant vis-a-vis the standards of faiyness to
the sharsholders. That, indead, used %o he a
criterion in a number of states, and in those states
which had not removed that criteria subsaquent to the
Willlams Act, we agreed that it was inappropriate for
coomissicners to detarmine whather or net the price
offar was fair to sharsholders.

What ve’re talking about here is something

681612331
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entirely differant, which 1s, we have a sat of
projectiona which have been prepared exprassly and
exclugively for the regqulatory proceeding that are
not part of any business-making work that tha company
4id, that vere not used to form the basis for any
dacision that they made, but, rathaer, they have scme
wholly separate aet 2f projections with whelly
different assumptionz which relate to what it ls that
they really intend for Farmere’ business to do.

And what we’ve bean trying to show is that one
muar £ind out == to get through the sugarficial,
"Thare ia no plans,® ane must get to the documents to
show what they have re¢ally projacted for Farmers
usinsas. '

We have always agresd that thay can blank out
any portion of thosa documents which would show the
actual price that thay are willing to pay, and I'm
not asking Mr. Aventsen to tsll me what price they‘re
willing to pay. I‘m askxing him about two
projections: One, is $60 a share —- the present
offer is €3. He gaid they 4id prepare a set of
projectioﬁs at 60; hé will have to looﬁ to see if
they prepared cne at 63.

Tha only questien I have asked is the growth

rate assumed in those projections because I think

681612337
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that that will tell us whethar or not the growth rate
that is in Exhiblt 18 bears any ralaticnship to what
they really project for this bumineas, and that‘s the

rurpose af the quastion.
I’'m not trying to get at what price they really

want to pay or tha fairness of the price.

MR. MILLSON: If I could just respend to that
briefly, I believe that your Honoer is the sixth or
maybe the seventh state ~- I can’t remamber how ——
that has made this precise same ruling.

I would say that Mr. smith aaked this question
in Illinecis about these same projections. Mr. Smith
atcod up and asaid, ¥YThese projections hava not bhaan
produced and they have never bheen ordered produced.”
The Illincis department said they waren’t interested
in the projections, They are clear of wvaluation
data.

When he zaysa that he wants to know tha

informatian on which the board made the buéinass

-decisien, he has that information and he can examine

¥r. Arentsen about --

¥r. Arentsen has on several sccgasions hers
during this very afterncon suggeatad to Mr. Smith
that mayba he should get ocut the board repert to

answer some of Mr., Smith’s guestiona, but Mr. Smith

681612333
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doasn’t want to hear that for some reason, and I just
think this i=s a fishing expealtion into our wvaluation
data.

The witness has testifisd saveral timee that it
ia valuation data. It has beean ruled now in six or
aevan atates, ;s I may, that that’s irrelavant, and I
just ==

And T also disagree with Mr. Smith’s statement
that there was not a deal on this. And you can saee,
we submitted a document -~ I’ve forgotten what day it
1g == yeaterday where we described the numercus
cocasians on which Hr; Smith, Mr. Karic, Kr. Fairbank
and othera have sajd there was a daal, and I just
don’t think that here, in the séventh state, they
should even try to welch an it, but your Honor has
rulad (t'= irrelevant. I shall say no mere.

MR, SMITH: Your Honor, I must respond to that.
First of all, tha document that they filed which uses
the word "agreemeht" is& an example of contorting
words out of context just as hare. I said I have
agreed and I agreed sitting here when wa were arguing
with the hearing officers that certalin areas of
information should hot ba produced.

That is then extrapolated into some kind of a

global, quota, ungquota, deal from which no one can

681612334
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ever renege. It‘s clear wa naver had that deal
becausa Mr. Millasen 1s correct that we have reguested
~~ nat in all of the previous states, but we have
regquestad elsewvhare that some of these projections ba
produced.

¥We have never, to the beast of my racollection,
requested that rather than have the projsctions
rroduced, that they merealy tell us what growth-rate
is azsumed in those projectiens.

MR. MILLSON: Wayna, I have to tall vou, twice
yvou have dane that, You personally did that in
Illinois and Mr. Ziegler did it in Chio. On each
occazion, tha hearing officer evsrruled that.

And I remember in Illinois saying to you that --
I baliave at Mr. Schultz’ deposition, where ve
accidentally or whatever asked about the assumptions
in your plan, ycur people took the pogition that if
you knaw what the agsumptions Were, you can ==~ anyona
could stick it inte a computar, That’s what thae key
alement 1=, is the assumption.

MR. SMITH: I have glvan you the courtesy of not
‘interrupting you.. T would appreciate if I could .
finish my statement.

MR. MILLSON: I apologize.

MR. SMITH: And as I said, to the hest of my

ANORE SNLVEx*x JNaA8Y¥ 80 :
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recollactlon, and I stand on that, we have not agked
the apecific question, produce the growth rate
without the document, and I said to the best of my
recollection.

I wai not in Qhio. I don’t know what Mr.
Ziegler asked, and if I agked it in Illinocis, then
mayba thls proves —— I hope will prove the adage thas
if you don’t succeed at first try, try, try again.

I 40 balieve it is appropriate that we have that
information. Mr. Millson says that the witness haa
told us several times to go to the projections in the
September doard rapert, and that highlights tha exact
Problem that we have, bgcause if I go to the
projections in the September board report, I find
assumptions vholly inconsistent with Exhibit 18, I
find agsupptions that ara wholly incensistent with
the form A.

And I told the witness, your board of directors
approved this trangaction bhased on assumptions whelly
inconsistent with what you want the regqulatory bodies
to bslieve you are going %o do with this business,
and the witness tells me, wall, all of thoss
assuymptions changed:; that batween the Septaember hoard
meeting and the launching of the hostile tender

offer, wa have changed all of our assumptions,

6816123345
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Now that I want ¥o know what the new assumptions
are, they say, why don‘t you go back to the Septembar
board meeting assumptions. Wall, they can’t have it
hoth vays.

KR. MILLSON: Wayne, I’1ll get you the Illinois
transcript where you asked for the aassumptions and
tha judge overruled you. I’ll show it to you
tonight.

1 would say that the witneass has besn asked on
tvo amsumptions, I believe, that thay changed since
September. One was the sala of the Chio State Life
and the othar was the extraowdinary dividend. I
azked him about that. There is a bocard report that
says that they’re not going to do that. The withness
tegtified about that at length in -- I‘ve lost the
state -- chio.

There is alse testimony from M. Garraway and
cthers that tha%t is not what they intend to éo, and I
just -~ I don‘t ses that --

By the way, the Ohic Life company and the
extracrdinary dividends don‘t have anything to do
with ﬁhe Ezchanqes.--Thuy are uttaerly irrelevant to
the Evchangew. The dividend comes ocut of the
management compahy and Ohic State Life is not a P & C

COmpany .
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HEARING EXAMINER TODD: I think I understand,
really, whera both sides are coming from on this, but
because ~- for thelrnason I stated earliesr, we won’t
allow the way it was asked, at least, price
information to be inatituted in this preoceeding tied
to these projections.

If you want tc gat through to projections
separated from the price, perthaps there’s 2cme other
way to 4o it, but this current way would not be
pernisgible.

This appears to be a very good time to stop for
this evening, and we’ll now a2djourn and convene again
at nine in the morning.

MR, MILISON: Thank yeu, your Henor.

HEARING EXAMINER TODD: Thank you.

{PROCEEDINGS ADJOURNED)
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