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D Subcommittee 

D Conference Committee 

Explanation or reason for introduction of bill/resolution: 

Conversion of a mutual property & casualty insurance company to a stock insurance 
company & demutual ization of domestic mutual insurance companies . 

Minutes: 

Chairman Keiser: Opens the hearing on HB 1 3 1 3 . 

Pat Ward-Nodak Mutual Insurance Company: (Attachment 1 ) .  I d id pass out 3 
techn ical amended which 

4:51 

Representative Becker: If you have the option to do a ful l  conversion versus the 49.9% 
and the company has a value, if you are converting and offering stock. You are able to 
g ive the fu l l  equ ity value of the company to the new shareholders or you have the option to 
sell 50% of the equ ity through shares, who owns the other 50% of the shares. Are they 
considered non-d istributed shares? 

Wards: Yes,  that would be my understanding how it would work. If you offered less than 
the fu l l  value, you would at the time that you make that offer; you would evaluate what you 
are sel l ing and spread that across the policy holders. Say, if you are going to offer 40% for 
sale, the other 60% would be held in the way that it was .  The 40% that you used to raise 
capital would be offered first to the shareholders to raise cash; the value would be set 
under the formula provided in here. Then the shareholders would have the option of being 
the first ones to buy or they could be al lowed to be sold to the publ ic. There is a certain 
period that they have to consider the offer. There are also provisions in  here for Insurance 
Commission prior approval of a plan . Then you run it pass the pol icy holders for a vote and 
need a majority vote . 

Representative Kasper: If the demutual ization plan is for keeping 5 1  % ownership? Does 
the company down the road, make another decision to sell more of the 51 % that they retain 
or make the decision of whatever percent, is that i t  fo rever? 
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Ward: They can go on,  sel l  20% at a time and eventual ly sel l  it al l  and demutual ize 
completely and then become a stock company, completely 1 00% owned by the 
stockholders .  The reason you wi l l  keep the 5i% is to keep control of the company and not 
run the risk. 

Representative Kasper: Is  the stock being sold in the hold ing company or stock being 
sold in the subsid iary that becomes the stock company or both? 

Ward: My understanding is the stock is being sold in the stock company that is being 
created . 

Vice Chairman Sukut: Who is purchasing that stock to hold a 5 1 %  control? 

Ward: If you sel l more than 50% you wi l l  not hold total contro l .  

Chairman Keiser: We have a mutual company and the folks have two rights. They have 
coverage and membership and the right for membership is the right to vote. You sell 40% 
so you have 60% that's sti l l  in  a mutual company where the people in that company have 
those rights . Now you have 40% sold to stockholders, they don't have to have coverage in 
that company. Then the company is very profitable. Now what happens to the profit? 
Would the 60% stay in the mutual to help reduce rates for the people who are sti l l  in the 
mutual and 40% of that profit would be distributed to the stockholders? 

Ward: Those are al l  possibi l ities . 

Chairman Keiser: Can al l  the profit be d istributed to the stockholders and no benefit of the 
mutual holders.  

Ward: I don't bel ieve so because that 60% would be retained for members and policy 
holders .  There is a value to that interest and that value would not be di luted 100% by 
sel l ing 40%. As the capital is ra ised , it goes into the company that raised the capita l .  

Chairman Keiser: They would retain those rights and if  51 % sel l ,  i t  would not be a mutual 
company? 

Ward: It would not be a mutual company. 

Representative Kasper: If th is bil l were to pass, the company that is currently a mutual 
company could create a mutual hold ing company. The mutual hold ing company is not the 
stock that is going to be sold and be retained by the mutual hold ing company who would be 
the orig inal .  They create a stock underneath the mutual holding company and that is where 
we are determin ing how much of that stock we are going to sel l ,  whereby the mutual 
holding company, to retain control ,  would retain 51 % in the holding company and sell 49% 
to the publ ic. Is  that the correct picture? 

Ward: That's correct. 
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Representative Kasper: The stock company is the company that sel ls the insurance 
pol icies. The stock company that spun off is now the insurance company sel l ing the 
insurance pol icies. The profitabi l ity of the stock company because the mutual company 
owns 51  % ,  wi l l  be determined by the mutual company board to what is going to happen to 
profitabi l ity. 

Ward: You're right. 

Representative Laning: The pol icy holders would determine and vote on how much stock 
wou ld be sold? Who determines whether you get a 1 00% stock sold on the stock company 
or only 49%? 

Ward: The board of d i rectors would make a decision in that regard .  They would go out to 
the commissioner to approve this plan of conversion and then they would go to the policy 
holders to approve the plan of conversion . 

Representative Frantsvog: The policy holders are not making the decision to sel l? 

Ward: They are not exactly making the decision to sell but they sti l l  retain their voting right 
to have a say in that vote. 

Chairman Keiser: If 51 % said that we don't approve it, it's not going to go forward .  

Ward: Correct. 

Representative M Nelson: Page 1 1 ,  the optional provision of plans of conversions. 

Ward: On page 6 ,  are required provisions of p lan of conversions. So every plan of 
conversions has certain required provision that have to be in there.  Assuming you have 
done those,  then you have some optional plans of conversion . Basical ly, to put l im itations 
on how much of the stock can be purchased by the officers, d i rectors and employees. 
There is a waiting period before the d i rectors can obtain ownership rights which is 3 years . 
It's to protect the members and the purchasers of the stock. 

Representative M Nelson: What is an example of a fai r  and unfair equable formula? . 

Ward: Those are outl ined in the 2nd paragraph ,  page 1 1 .  

Representative M Nelson : I was confused but here it l imits it to 35% and 25%,  but the 
way I read it, the commissioner could approve a higher number if he wanted to? 

Ward: Paragraph 2 ,  on page 1 1 ,  I think the defin ition of fai r  is your  question and my 
answer is that th is optional provision defines it. 

Representative M Nelson: The alternative plans, a domestic mutual insurance company 
could merge with a foreign mutual company? 
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Ward: I bel ieve that they could now if it is approved by the commission under the current 
provisions. 

Chairman Keiser: Page 5 ,  l ine 3 ,  what is the defin ition of "immediately". Can we put a 
time l imitation on that? 

Ward: I'm not sure why that is there.  I wi l l  work with them. 

Representative Ruby: It's talking about the decision; maybe it's t ime for the decision . 

Representative Becker: Explain why I would not need to be worried that this wou ldn't be 
a great way to g loss over and a way for a back door for d i rectors to become big time 
owners of a company without due process. 

Ward: I don't know where it wi l l  end up.  The due process is in the bi l l  in the procedures of 
the statue. 

Representative Becker: There are not ways to circumvent the process that you just 
declared it goes to policy holders,  to publ ic, then to d irectors? There is a process to 
circumvent putting officers and d i rectors in front either of those two? 

Ward: I d idn't see any. I'm comfortable about the due process. 

Chairman Keiser: You have members join a l ittle mutual insurance company and they are 
the owners, I now get some documentation saying we are going to convert and you have 
the first right of refusa l ,  there are a lot of people who are going to say, what does this 
mean? The people may not take this option , which would mean the board of officers might 
be in a position to know the financial cond ition and have a wonderfu l opportunity here .  Isn't 
that the same case whether it's a mutual company or not? If I'm not in the mutual company 
but I buy insurance from Prudential, I can sti l l  buy stock in Prudential and benefit? 

Ward: Yes, you can .  Being a member and policy holder in a mutual company, I don't feel 
l ike I own that company. 

Representative Amerman: If they decide to sell 49% to the members who get first chance 
to buy stock, can they buy equally or can one person buy more? 

Ward: The first right to buy would be the percentage of the value as it's determined under 
these formulas of what they own . They could buy basical ly, through the valuation system , 
whatever that percentage is. They wouldn't necessarily be able to buy more un less they 
are buying it on the market. 

Chairman Keiser: Anyone else here in support of support of HB 1 3 1 3 , opposition, neutra l .  
C loses the hearing on H B 1 3 1 3. 
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Explanation or reason for i roduction of bill/resolution: 

Conversion of a mutual property & casualty insurance company to a stock insurance 
company & demutua lization of domestic mutual insurance companies . 

Minutes: II Attachment 1 -2 

Chairman Keiser: Opens the work session on HB 1 3 1 3 . What are the wishes of the 
committee? 

Representative Kasper: Did we do any amendments? 

Chairman Keiser: Yes. (Attachment 1 ). 

Representative Kasper: Moves to adopt the amendments. 

Vice Chairman Sukut: Second. 

Voice vote, motion carried. 

Chairman Keiser: (Attachment 2) .  This is the dark side of demutualization and how to 
make a fortune from a mutual insurance company. The Al l ied invasion and Representative 
M Nelson wil l  address this later in the hearing. 

3:16 

Edward Moody-Director of Insurance Company Licensing Examinations for the 
Insurance Department: 

Chairman Keiser: Did you have any concerns? 

Moody: We too were concerned when we saw the up to 35% ownership by members of 
the d irectors and officers of the company. In  the plan of reorgan ization or conversion, the 
members get a 1 00% interest and of those interests to the officers and d i rectors would be 
subord inate. The department wou ld make sure that any communication with the members 
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would convey the importance of the value they wou ld be g iving up to the officers and 
directors if they chose to not to exercise their election. 

Representative M Nelson: How do we rectify the confl ict of interest they have between 
providing service at the best price of the mutual insurance company and maximizing the 
return on the other company which they are also the board of, for maximizing the return on 
the stock? 

Moody: That's  a hypothetical that we haven't ever had to deal with it. We do have 
situations of conflict of interests and we have dealt with them by having them recused 
themselves from any votes that may impact them. 

Representative M Nelson: If the board had stock, wou ldn't they al l  have to recuse 
themselves? How would they function? 

Moody: Again ,  it's a hypothetical we don't see. I don't know. 

Representative Kasper: The market wi l l  take care of your  concern and determine who is 
going to buy you r  product. 

Representative M Nelson: (Attachment 2 handed out earl ier). I handed out an article that 
summarizes the concerns. Talks about the handout that companies have demutual ized , 
done very wel l, watched out for their holders and then there is a lso there is the All ied 
example. 

Chairman Keiser: Your  concern should be greatest right now before they demutual ize. 
Everything you have said does exist but it has nothing to do with demutual ization. We do 
have regulators right now that examine for solvency, governess and al l the criteria that you 
have talked about. If a company goes south , where were the regulators because insurance 
companies do go south, whether they are mutual companies or any other form? Does that 
have anything to do with th is? 

Representative M Nelson: Yes,  I th ink it does because many of those transactions are 
mentioned there. I can't support this bi l l  and it opens a can of worms for someone who 
could to this and it d idn't raise a red flag with the insurance commission and the only safety 
valve is the insurance commissioner. 

Chairman Keiser: Stock and mutual companies can go insolvent, so we can't have any 
form of company. Further questions? What are the wishes of the committee? 

Representative Ruby: Moves a Do Pass as Amended on HB 1 31 3. 

Vice Chairman Sukut: Second . 

Roll call was taken for a Do Pass as Amended on H B  1 31 3  with 12 yes, 2 no, 1 absent 
and Vice Chairman Sukut is the carrier. 
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PROPOSED AMENDMENTS TO HOUSE BILL NO. 1313 

Page 7, line 10, replace "subparagraph c" with "item 3 of subparagraph a of paragraph 2 of 
subdivision c of subsection 1" · 

Page 8, line 31, replace the first "1" with "i" 

Page 10, line 2, after "in" insert "item 3 of' 

Page 10, line 2, replace the first "2" with "g_" 

Page 10, line 2, replace "1" with "i" 

Renumber accordingly 
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HB 1313: Industry, Business and Labor Committee (Rep. Keiser, Chairman) 

recommends AMENDMENTS AS FOLLOWS and when so amended, recommends 
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on the Sixth order on the calendar. 
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D Subcommittee 

D Conference Committee 

Committee Clerk Signature 

Explanation or reason for introduction of bill/resolution: 

Relating to title insurance l im itations on risk 

Minutes: II Attachments 

Chairman Klein: Cal led the committee to order. 

Pat J. Ward, Nodak Mutual Insurance Company: I n  support of the b i l l .  Written Testimony 
Attached (1  ). (1 : 06-5:45) 

Chairman Klein: You referenced the current demutual ization law that we have. Is  that 
something we d id that long ago, I thought it was something we worked on in the last twenty 
years? 

Pat Ward: I know that last session there was a bi l l  that put in a s imi lar  process for 
demutual ization for a health insurance company. 

Chairman Klein: It has been d iscussed within  the board or was this brought to the 
membersh ip back at the annual November meeting? 

Pat Ward: I bel ieve this has been d iscussed at this point at the board level. In the bil l  there 
are procedu res you would have to fol low before offering it to the members. You would need 
to formu late a p lan and run that plan past the I nsurance Commissioner and have the 
Insurance Commissioner approve the plan and then there is a mai l ing that would go out to 
a l l  of the members. The members would have the right to vote and th is bi l l  as currently 
written requi res the majority vote of the members and the majority vote of the board before 
they cou ld start this process. 

Chairman Klein: The majority vote of the membership,  so when I get that card in  the mail , 
is that how that would work? It says the annual meeting wi l l  be held at so and so time. If 
only twenty people show u p  and it is eleven to nine. 
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Pat Ward: I bel ieve there is an actual letter that goes out to the pol icy holders that is 
drafted and approved with the I nsurance Commissioner. Whether or not those proxies 
would apply, I would suspect that they would . 

Senator Sinner: I n  regard the pol icy holders ,  if I went and got a membership tomorrow 
would I have the same rights as a customer who has been there for fifty years? 

Pat Ward: I bel ieve you would and I think that is one of the problems. It would seem to me 
it would be unfair to the pol icy holder that has been who has been a member forever as 
opposed to the one who is new to the deal. ( 1 0:59- 12:01 ) 

Senator Burckhard: How much stock do you expect the pol icy holders wi l l  buy if this 
passes? It says they wil l  have the first right to buy stock. 

Pat Ward: I don't know. I th ink it is going to depend on what that value is and how much of 
it is offered . ( 14:41- 1 6: 1 7) 

Senator Poolman: Asked how many members and how many board members. 

Pat Ward: Said he didn't know how many members there were but there are a dozen board 
members .  

Senator Poolman: U nder your testimony i t  ta lks about the fact that fifty one percent of the 
stock must be retained and that the board members or the insiders as they are d iscussed in 
your testimony can buy thirty five percent wh ich leaves fourteen percent for that remaining 
thousands of members, right? 

Pat Ward: No the amount that the insiders could ever purchase u ltimately wou ld be l im ited 
to thirty five percent of the total number of shares issued . He goes on to explain how that 
would work. ( 1 7:00-1 8:27) 

Senator Poolman: Then fifty one percent is not issued so out of that forty n ine percent that 
is left they can't have more than thirty five percent of that, not the entire value? 

Pat Ward: That is correct, that is the way that I am reading it. They have to acquire it in  the 
open market the same as any other investor. (1 8:41- 1 9:26) 

Chairman Klein: So the fifty one percent is off the table and the other forty n ine percent 
the board could have up to thirty five percent of that forty nine percent? 

Pat Ward: No that would be thirty five percent of a hundred percent of the forty n ine 
percent. 

Chairman Klein: I n  visiting with my agent, he had no clue that Nodak was even having th is  
d iscussion and that was two weeks ago. Is he one of the few that has no knowledge or  are 
we waiting u nti l we get something passed and more i nformation so we can get it to the 
agents? 
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Pat Ward: My understanding is at this point this has only been a board level d iscussion and 
unti l a law l ike this is passed there wouldn't be an opportunity to do this or  offer it. (20 :52-
22: 1 5) 

Chairman Klein: Th is wi l l  be voted on in between by the current policy holders? 

Pat Ward: Yes. 

Chairman Klein: Asked for anyone else in  support and then for opposition .  

Representative Nelson: I n  opposition to the b i l l .  Written Testimony Attached (2) and (3). 
(23: 1 9-32 :44) 

Chairman Klein: I was thinking as the board of these two organizations, there is some 
crossover isn't there? A number of individuals serve on the Nodak board and also serve on 
the Farm Bureau board? 

Representative Nelson: There is some but the control of the Nodak board no longer rests 
with the Farm Bureau board . 

Senator Murphy: What would you say if Nodak was just starting out as a stock company, it 
takes away a l l  of your  angst doesn't it? Isn't it because of where it is coming from that 
makes it a problem as far as you can see? 

Representative Nelson: It is not just where it is coming from. With any company if they 
went through a complete demutual ization , if the current members got their value out I wou ld 
have no problem with that whatsoever. What we have here is we have a case where the 
members aren 't going to get their  capital out, they wil l have an opportunity to buy shares 
but a lot of them won't do it. Then they are in the position of being part of this mutual 
insurance company but once the subsidiary is set up they don't really have control of what 
is going to happen on anymore and they wil l  have to rely on this board that they in theory 
control and the board itself is now in a fiduciary confl ict of interest. He goes on to explain 
what he feels wi l l  happen within the company. (33:50-35 :54) 

Senator Miller: Asked what wou ld be the responsibi l ity of the consumer to vote with their  
feet i f  their insurance costs get too high? 

Representative Nelson: That can and does happen.  You have people moving al l  the t ime 
which creates some of the angst in  sometimes in a mutual  insurance company of th is guy 
who just bought i n  having the same vote as the guy who has been there his whole l ife. It 
gets to be a dangerous thing when you are mixing coop ownersh ip and stock ownersh ip 
into the same pot because one is one man one vote and the other is one share one vote 
and it real ly becomes a m ix that is d ifficult to control .  (36:22-39:2 1 )  

Senator Poolman: M r. Ward's testimony talks about the fact that the company can't buy 
stock unless it is an open market offer made to all shareholders .  Can they just send a letter 
out that says, this is going up for sale on the stock market, on such and such a day we are 
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opening it up and then it's may the odds be ever in your favor if you beat us to it, good for 
you and if not we can buy up whatever we want. How does that work? 

Representative Nelson: I t  certainly is interesting trying to figure out exactly how the flow 
would be and I don't th ink there is necessarily just one way. The way I wou ld visualize this 
happening is to presubscriptions that you as a policy holder would get a letter saying as a 
policy holder you have the right to purchase so many shares. I don't know if you would 
necessarily requ i re the check but you would require the company by such and such a date 
that they want to exercise that option to buy those shares. When I read the bi l l, I read 
presubscription, so the board cou ld presubscribe up to th i rty five percent of the shares and 
then I bel ieve any excess shares could also be presubscribed. (39:52-40:52) 

Chairman Klein: You heard this b i l l  over in  the House and were there any d iscussions, d id 
you make these comments or d id you come to a realization that there is some bad stuff 
here? I am assuming there has to be some corrections here trying to make it as good as 
we can get it. What you're thought is that it is a bad idea period? 

Representative Nelson: We had one person testify in the House and that was it. There 
might be fixes here but they are above me. 

Neil Alldredge, National Association of Mutual Insurance Companies: I guess I am in 
the middle of this. We are the National Association of Mutual I nsurance Companies we 
have mutual in  our name. Obviously we wou ld prefer a l l  insurance companies to be mutual 
insurance companies and we wou ld prefer that the mutual companies that we have in our 
membership a lways be mutual. Nodak is a member company of ours and that a lso makes 
this a l ittle interesting for us to negotiate these kinds of things when we have a member 
company is taking a path may depart from the mutual sort of brotherhood in all of this. He 
said they would prefer that nobody would do this but if they are that they wou ld do it in a 
particular kind of way. The way the bi l l  is structured now it wou ld not be the preferred way 
of a company pursuing th is. We have some changes that we have shopped around with 
Senator Klein and Representative Keiser and with Nodak. We don't have agreement yet on 
those changes but I think we are getting there . (42:50-49:58) 

Chairman Klein: Said that he had forwarded some changes after the House met and sent 
them upstairs to have them drafted and this is what we arrived at. Proposed Amendment 
Attached (4). 

Senator Sinner: One of the reasons that we were told in  meeting with this Nodak group 
was they needed to do this to raise capital, expand their business, grow their business and 
my response is why and to whose benefit? 

Neil Alldredge: It is a good question .  There is no question that it is harder for mutual 
companies to raise capital than a stock company. There are options to raise capita l .  He 
talks about the options in  raising capita l .  (50:49-52:22) 

Chairman Klein: Asked Nei l  to go over the amendments and expla in what we are doing 
and why you think it is necessary. 
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Neil Alldredge: He said he would put these in a couple of categories. There are some 
process changes here in terms of the way the company would go about notifying the policy 
holder and the vote that the pol icy holder wou ld have to make .  Then there is some 
substantive kind of protections in p lace as wel l. So there is two d ifferent kinds of changes 
we have going through here today. He goes over the amendments. (54: 1 0- 1  :01  :45) 

Senator Murphy: Asked if part of the formula included taking out for someone being paid 
on claims. 

Neil Alldredge: Said that it wou ld be l ikely be more of a straightforward valuation based on 
the number of years .  You probably wouldn't go through the whole exercise of who has had 
claims because that wou ld be more of a contractual issue about coverage and claims. We 
are talking here about purely the value of the l imited ownership interest that every policy 
holder has i n  a mutual. 

Senator Miller: Asked if they could force ownership of stock on a person , cou ld you issue 
stock to all of the members and if they could legal ly become owners of it regardless if they 
want to or not. 

Neil Alldredge: You cou ldn't force them to buy it. You could gift it to them. There is nothing 
in  the bil l that would a llow that to happen and I am not aware of any states that have done 
that before. He continues going over the amendments. (1  :03:26-1 :08) 

Senator Murphy: Asked h im to help him out with the dynamics here. 

Neil Alldredge: We do have stock companies that are a l lowed to be members but they are 
not al lowed to be on thei r  board of d irectors. (1  :08:25-1 :09:50) 

Senator Poolman: With this amendment does the valuation in  payout happen before they 
have been g iven the opportunity to buy stock? 

Neil Alldredge: It wou ld be s imultaneous almost. So you would make the offer to buy stock 
and what wou ld first happen is you have to figure out who does, so whatever number of 
pol icies holders exercise their rights , they wou ld be out of the pool of th is valuation question 
and then you wou ld go through the process of determining the balance of those policy 
holders, how you would value their ownership interest. That wou ld be part of the plan and 
that plan wou ld be exercised and then the conversion would go on from there. (1 : 1 0: 1 0-
1: 1 0:42) 

Senator Poolman: And then whatever stock was not purchased then the company can go 
in  and purchase or anybody e lse but they have g iven the shareholders the opportun ity to 
buy that so if there is anything left they can scoop that up as wel l  and under this bi l l  within 
six months they can be g iving those out as stock options to the board. 

Neil Alldredge: Six months in  the orig inal b i l l ,  the House version. 

Chairman Klein: This would a lso address some of Representative Nelson's issues with the 
thi rty five percent it won't all be sent off to the board .  
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Neil Alldredge: It is trying to address some of those it is  not a perfect solution.  

Senator Poolman: So they have that opportunity to buy that thirty five percent but a l l  of 
that extra stock is avai lable to the company to then turn around and make avai lable? 

Neil Alldredge: Correct or again  anybody else in the public could buy them. 

Senator Sinner: The policy holders who decide to subscribe to the stock. Do they get any 
value for what they have in  the company? 

Neil Alldredge: Their  value would be in the form of the stock. 

Senator Sinner: But the public that comes in and buys the stock gets the exact same. So if 
a person says they are not going to sign up for this but wait and get their share of the deal 
and wait and get the stock the same as the guy down the street is going to buy it and I wi l l  
win both ways . 

Neil Alldredge: You could see it that way but my guess is that because this is a 
presubscription offering you probably are going to be able to buy it at a better price, the 
policy holders would be. 

Senator Sinner: You suspect that the policy holder who buys stock is going to get a better 
deal initia l ly. That is some of their policy holder equity value coming out that way. We don't 
know that. 

Neil Alldredge: It is pure speculation .  We don't know that. It a l l  gets down to how they 
value the stock. He continues with the amendments .  ( 1 : 1 3 : 55-1 :  1 5 :07) 

Chairman Klein: We have some direction but we wi l l  need to continue to work on some 
things. If we can get something crafted that at least gives us a good direction.  I am going to 
ask the department to come up. 

Edward Moody, Director of Insurance Company Licensing and Examinations: Said he 
wanted to clarify a few points, Nodak is more than adequately capital ized . They have a 
hundred and twenty one mi l l ion dol lars' worth  of surplus and in  order to maintain a 
competitive risk based capital and the relationships of the premiums written to the surplus 
they would only need somewhere around forty mi l l ion . So need ing capital isn't real ly an 
issue and the other point that was made regard ing ERM and the abi lity to geograph ically 
diversified , they have a very robust free insurance program so they mitigate that risk.  As far 
as the issuing of the stock, the way the department sees it there are at least five different 
parties. F i rst would be the members who were under the subscription p lan,  then the 
officers , directors and employees and whoever else is al lowed under the statute, dependi ng 
on which amendment is past. You also have the employee benefit plan which automatica l ly 
gets ten percent. That is separate from the twenty five to th irty five percent of the stock. 
After those parties have the chance to partake in the offering it would then be opened up to 
the open market or to some other person ,  either detai led in the conversion plan or made 
known to the commissioner that they wanted to buy the rest of the stock. It doesn't actual ly 
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have to go i nto  the open market. After  the conversion t he officers a nd directors stock pJan 
would h ave a chance to buy stock in  t he open market. He continues to  talk about the 
amendments and how he reads t hem and said in reviewing the p roposed amendments he 
does feel they make t hem better for the members. (1 : 1 6:48- 1 :22:52) 

Chairman Klein: You make some g reat points here but I sense you would like them to stay 
exactly the way they are. I t hink you would have to be involved in  how we a re going to get 
to the end here if t his  t hing happens to move forward . I sense there are some regulation 
issues t hat also would d raw the attention of the insurance department . 

Senator Sinner: I n oted in  the bill that t here is a fee of ten t housand dollars ,  is that goi ng to 
be adequate? 

Edward Moody: It is a minimum of ten thousand and t hen it is based on  the assets. When 
we did a calcu lation  based on Nodak assets the fee would be over a hundred thousand 
dollars that t he department would receive. We would a lso be able to charge for any t hi rd 
party investment professionals. 

Chairman Klein: I think t here are some issues we need to address here. I am going to 
close t he hearing on  1 3 1 3. 
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Chairman Klein: Asked for the committee to move to HB 1 3 1 3. I n  the last week or so 
we've had a lot of d iscussion . There has been a lot of good information .  There has been a 
lot of work being done by the National Association of Mutual Insurance Companies. Which 
in fact early this morning I did get a note from Neil Alldredge who is at the same conference 
with J im Alexander from Nodak and they are hammering out their d ifferences and I was just 
told this morn ing that we may be having that come by us electron ical ly. We should probably 
wait to see what sort of arguments or debates we are going to have on that. Once again 
our role is to see if we can make this seamless. I don't want to open this whole hearing up 
again but we spoke about and what the department has in  current language why do we 
need someth ing separate. It seems to me in visit ing with the department that we provided 
rule for demutual ization not that many years ago. 

Matt Fischer, Financial Analyst for the North Dakota Insurance Department: The 
current admin istrative rules that are on the record took affect back in 2000. Under those 
current ru les it lays out how a company can demutual ize, convert into a stock company, 
and create a mutual holding company. So the law is already there .  (2:00-2:33) 

Chairman Klein: So as we look at th is legislation is this d ifferent considerably from your 
abi l ity to use what you have in current code? 

Matt Fischer: What this would do, this legislation is scrap out what is currently in law. It 
would scrap out the current demutual ization code section, which wou ld a lso take out the 
administrative ru les that are currently in  law right now. It wou ld get rid of everything and it 
would enact a completely new legislation, a new law for demutual ization of a mutua l  
insurance company. 

Chairman Klein: Is that going to make it more seamless for other companies or is this an 
imped iment? 
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Matt Fischer: When we look at the current administrative rules, what we understand from 
the new law is ,  what is currently in law they can do now, what they are proposing.  The new 
law would g ive them a few more abi lities that aren't specifical ly written in the code now. So 
it lays out a few more items that aren't currently in there. What is in there now doesn't say 
they can't do it, it j ust not written down. So this broadens up some abi lities for them. 

Chairman Klein: Asked if this would restrict them from coming to the department and 
saying this is what we are doing , this is what you have in the code or it doesn't say this in 
code. Does the commissioner have the authority to answer some of those q uestions or to 
al low them to do what they want if he sees that it is being a reasonable move? 

Matt Fischer: Yes it does. The current law would al low them to create their  proposed plan 
of conversion, bring it to the commiss ioner for the commissioner's review and approval and 
it does al low them to detai l  the plan as they want to go forward . 

Senator Murphy: Did you just ask him why we need 1 3 1 3  and if we do need it? 

Chairman Klein: I am trying to get there and trying to see what we are fixing if we already 
have something in the books . I have been trying to dig into this because orig inal ly I heard 
we were doing this because under the current statute we couldn't but I am hearing different 
stories now and I am just sti l l  trying to understand.  Certain ly 2000 is a long time ago, some 
things could have changed and maybe an update isn't out of the question either. 

Senator Murphy: Asked Matt F ischer if he thinks they need this bi l l .  

Matt Fischer: I haven't had that discussion directly with the commissioner myself. What we 
wanted to do is lay out what the current law says right now and what they are proposing 
and let that decision be up to you, whether or not this law is necessary. 

Senator Campbell: You said that there were a couple of minor th ings that you didn't 
elaborate on that they can do but the current law doesn't say they can.  Can you elaborate 
on those? 

Matt Fischer: One of the specific items that the new legislation wi l l  a l low, it would go to a 
s ubscriptions rights model .  Where under the current law it doesn't specifically say how they 
need to go about converting.  Under the subscription rights model it al lows the current 
members of the mutual holding company to automatical ly get for no fee a subscription that 
would al low them to purchase stock in the newly converted company. What the current law 
doesn't speak to is how they need to do that. It doesn't lay out that they have to go to a 
subscription rights model that is one way and the other way is they cou ld gift the stock to 
the members .  An example, they would convert to the mutual  company and then they would 
come up with some sort of equation on how they want to distribute the capital to current 
members and then you would just get your shares of stock for being a member of the 
mutual company. 

Senator Campbell: It doesn't have to come to an annual meeting for the shareholders to 
vote? They have the amount of capital three folds of what they need so the existing 



Senate Industry, Business and Labor Committee 
HB 1 31 3  
March 30, 201 5  
Page 3 

members wou ldn 't have input then or to purchase a subscription when they might have 
capitol coming from their  one hundred and fifty mi l l ion? 

Matt Fischer: That is not true. The vote sti l l  has to go to the members and that was under 
th is old law as wel l .  Basical ly how it wi l l  work is the board of d irectors wi l l  craft a conversion 
plan and they wil l  vote on it and when that happens it comes to the commissioner's office 
and it wil l  also have to go to the members for their vote. (7 :41 -7:58) 

Chairman Klein: A vote of the majority of the members or a majority of the folks who 
participate or return their card? 

Matt Fischer: The bi l l  passed by the House read strictly a majority of the members present 
and voting or by proxy. They have amended so that it would change to a two-thirds 
majority. 

Senator Sinner: What are the requirements of the board to notify the members ,  the policy 
holders? 

Matt Fischer: The law detai ls how they go about informing the members. The board would 
have to approve the plan of conversion first before it would go to the members for their 
consideration . 

Senator Sinner: They don't have to notify anybody unti l they have already approved a 
plan? 

Matt Fischer: That would be our understanding of it. 

Senator Sinner: Can you speak how Nodak Mutual  selects their board members? 

Matt Fischer: The bylaws d ictate how they select the board .  (9:42-1 0: 1 0) 

Senator Sinner: My understanding is that a l l  the members are chosen by the board so 
they are kind of a club. The members don't select the board the board selects the board .  

Chairman Klein: Certain ly that wou ld be a question that we ponder here but back in  the 
Poolman years when we had the issue where they thought it was being too closely held the 
commissioner asked that there be a d ivision there.  I believe at one point they could serve 
on both boards and now they had to create two boards. 

Matt Fischer: Yes the Farm Bureau Board and the Nodak Board I bel ieve at once were 
one i n  the same. H owever that has changed, currently the board is made up of there are 
fou r  members on the Nodak Board who are also on the Farm Bureau Board .  

Senator Poolman: You spoke to the d ifference between the subscription rights and the 
g ifting of the stock. Is that under current administrative rule at the d iscretion of the 
commissioner when they bring their  plan? Who decides which route they can go? 
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Matt Fischer: That is up to the plan. As the rules stand now the company wou ld approve a 
plan of conversion and bring it to the commissioner for his review and approva l .  It does not 
state whether or not it has to be gifted or go to the subscription rights law. 

Senator Poolman: Do they make up their plan, bring it to the commissioner and then go 
for a vote, is that the order? 

Matt Fischer: Yes the board wi l l  approve the plan of conversion and then it comes to the 
commissioner for his review and approval and then I believe it then goes to the members 
for their approval .  

Chairman Klein: One of the comments was that the di rection of the board of directors and 
the leadership that helped build that surplus, there is a fine line as to why the board 
members wou ld be in  line for the thirty five percent and we also heard ten percent would go 
to the employees i n  thei r  401 or whatever their employee benefits are .  What I understood 
was as a member I would get the opportunity to buy stock at a price fixed or determined by 
the board, is that how you read this? 

Matt Fischer: That is correct. 

Chairman Klein: So I would have that option of determining whether I wanted to be an 
investor in the newly formed holding company? 

Matt Fischer: How it would work as we understand the bi l l  is that a mutual holding 
company wou ld be created and the current company as it stands would be converted to a 
stock company. When you get your subscription rights and decide to exercise those rights 
you wou ld be buying stock in a converted stock company, not the mutual holding company 
because in the mutual holding company there is no stock that is avai lable for purchase. 
( 1 4: 3 1 -1 4:59) 

Chairman Klein: And if I said as a policy holder why wou ld I want to buy one hundred 
shares of Nodak stock other than an investment because I know it is a solid company and I 
have been doing business with them for whatever years . 

Matt Fischer: That would be a correct statement. 

Chairman Klein: Is there only going to be a certain amount of stock avai lable to the policy 
holders or the public? 

Matt Fischer: The plan of conversion wi l l  set up the number of shares that wou ld be 
avai lable. Our understanding is and the way it was presented, it was talking about a forty 
nine percent offering but it is going to be up to the board of how many shares they want to 
make avai lable to the members, to the public and any other interested investor at that time. 

Chairman Klein: We are having some good discussion here and we are trying to get our 
arms around this. It is a big deal and it is a big deal for the State and for the policyholders .  
Once again  we are talking about a company that has one hund red and thi rty mi l lion dol lars .  
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Pat Ward, Representing Nodak Mutual Insurance Company: Said he isn't prepared to 
answer al l  of the questions but he wil l  do his best. He said that he got an email from Jim 
Alexander an hour ago that said they have agreed on changes and that they would have an 
emai l  for them with the changes they agreed upon. He said that they do feel they need this 
bil l because it spells out the rights in a clear and statutory fashion of what the policyholders 
wi l l  have. He addressed some of the questions on what the bi l l  does and said it is important 
to read the bi l l  and that if they would read it a few times it will come together. He went over 
the bi l l  and the process on how it would work. He commented on the one hundred and 
th i rty mi l l ion dol lars that they have in surplus and reserves at this point and said they don't 
want to be just a borderl ine solvent company they want to be a lot more than that. If there is 
an opportunity out there to buy another company and you need to raise fifty mi l l ion dollars 
more so that your financials stay good, that is kind of what they are looking at. They are 
looking at having the opportun ity to strike if there is a good investment out there. He said 
that stock companies and mutual companies are regulated by the commissioner. They 
don't g ive up any regu lation by becoming a stock company. (1 8: 1 6-27:25) 

Chairman Klein: As I l istened to Matt and the fact that we potentially have enough rules on 
the books to do what we wanted to do and you pointed out that this bi l l  makes it a lot more 
clear. Wou ld I be concerned then that we are restricting the commissioner's abil ity to make 
any decisions by making everything in  law so concise that it removes any flexibi l ity? We 
can spend so much time making new laws that there is no flexibi l ity and that would restrict 
or handcuff the comm issioner from making decisions because it is in here .  

Pat Ward: I don't th ink th is bi l l  does that. I th ink th is bi l l  spel ls out that the u ltimate arbiter is  
sti l l  the comm issioner. I n  my opinion I believe there are many safeguards and many 
protections and that u ltimately it is sti l l  the commissioner who is going to have the final 
word if we decide to do something l ike this. If an opportunity comes along it has to go 
through him. 

Chairman Klein: I wi l l  get the amendments and we wi l l  continue to work this through. He 
adjourned the meeting .  
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Chairman Klein: Cal led the committee to order. He said he got the amendments on his 
desk this morn ing .  He had asked the department to come and explain the amendment. He 
had copies of the amendment and a marked up version of the b i l l  handed out, Attachments 
( 1 )  and (2). 

Edward Moody, Director of Insurance Licensing and Examining of the North Dakota 
Insurance Department: He goes over the marked up version of the b i l l  and explains the 
changes. (4:28-8 :00) 

Chairman Klein: So the b language doesn't confl ict with the c language, which are two 
d ifferent issues there? 

Edward Moody: Right one is the plan of conversion itself and then the c language is the 
method for al locating the subscription rights amongst the members and other parties. One 
is an integra l  part of the other but it doesn't necessarily have to be a part. They don't have 
to issue subscription rights but if they do they also have to meet that condition that the 
method of al location is fai r  and equitable. 

Chairman Klein: Who determines that? 

Edward Moody: The commissioner and that would be done through a hearing. 

Chairman Klein: The hearing process wil l be necessary to get this al l  off of the ground 
anyway, this creates the process. 

Edward Moody: Correct. He beg ins again going over the changes in  the bil l .  (9: 1 3-1 0 :07) 

Chairman Klein: Another concern was they would lose a rating on the national level if the 
cap ital was to low? 
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Edward Moody: Yes they currently were upgraded to an "A" but in the past for the longest 
time they were a "B" and the forty mi l l ion that the department quoted wou ldn't have been 
sufficient to retain their "A". ( 1 0 : 1 5-1 0 :52) 

Senator Campbell: Would a t ier one capital be l ike forty m i l l ion? 

Edward Moody: Right now solvency two which would impose the s imi lar t ier one and tier 
two capital requirements on insurance compan ies l ike they do in banking, isn't in affect but 
in essence the forty mi l l ion dol lars you cou ld consider a tier one. We use is risk based 
capital and the credit ratings of the third party credit agency which have their own method 
of determin ing what is adequate capita l .  He beg ins again with the changes . (1 1 :23- 14 :07) 

Chairman Klein: So I am going to get a notice in the mail that explains what is happening, 
am I going to be able to understand that? 

Edward Moody: We hope so. Any notice wi l l  be subject to approval by the department and 
we wil l  make sure it is as readable and understandable for the lay person as we can .  

Chairman Klein: I think that i s  important because we want to make sure that the members 
and the agents wi l l  understand th is. It wil l eventually come to a meeting where everyone 
wi l l  be able to voice their opin ion . 

Edward Moody: That is correct and I would l ike to go over that after we have talked about 
all of the amendments . We will be talking about that as we go through this and at the end I 
can tie it a l l  together. He beg ins again with the changes. (1 5 :22- 16 :27) 

Senator Sinner: Asked about the members being able to mail in a bal lot. 

Edward Moody: The plan of conversion does al low members to vote by proxy which could 
include the mail or on the internet. 

Senator Sinner: Said he understood you could give your proxy to someone else to vote 
but you cannot mai l  in  your vote. 

Edward Moody: I guess that makes sense with the defin ition of proxy but aga in without 
having the specifics of the plan of conversion . That would be detai led in the plan of 
conversion . How the members are able to vote, if they have to be physical ly present or by 
proxy and then if by proxy what are the terms and conditions, also how much a member 
gets in terms of the votes. 

Chairman Klein: That is what Senator Sinner h it on.  I am spending so much in premiums 
every year versus a two year customer. Is that what you are talking about with the 
conversion , all of these things will be determined somewhere along the l ine and will have to 
be approved by the commissioner. 

Edward Moody: That is correct. He continues with the changes. (1 9 :32-22 :23) 
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Senator Murphy: So what, I don't understand that. What is going on here? 

Edward Moody: What is going on with this paragraph is if the plan of conversion does use 
subscription rights this paragraph specifies that they have to be valued in accordance with 
the Black-Scholes model .  The Black-Scholes model has a number of inputs being the strike 
price, which is basically the price you are going to be offering the stock, the market value of 
the stock, the impl ied volatil ity of that stock, how it trades in the market, and the impl ied 
interest rate. The last thing would be the length of time for expiration of the subscription 
rights. He beg ins going over the changes. (22 :33-24:2 1 )  

Senator Murphy: I s  this language you crafted o r  are you taking it from some model 
language? 

Edward Moody: I nserted by NAM IC ,  National Association of Mutual I nsurance Companies, 
it goes from the federa l  model .  

Chairman Klein: And that again is to protect the pol icy holders.  We want to make sure that 
everybody gets someth ing here. 

Edward Moody: He beg ins going over the changes again .  (25: 1 7-26 :05) 

Senator Murphy: Is this kind of clamping down on the insider trading kind of thing or a 
benefit of being in the corporation , trying to make it more of an even p laying field? 

Edward Moody: I bel ieve that is NAM IC's intent that they wanted to restrict it just to the 
members but the way the bi l l  is d rafted , el iminating that doesn't real ly prevent someone 
from issu ing subordinate subscription rights because there is an alternate plan of 
conversion . I bel ieve it was what you said ,  level ing the playing field so it is ti lted more 
favorably towards the members. 

Chairman Klein: Getting back to the three to two any particu lar reason for the period of 
two years from the date of completion? 

Edward Moody: I am not sure we have no input on it. I bel ieve the federal model had three 
years and why they wanted to move it to two I don't know. 

Senator Campbell: So this section in provisions, un less the person put specific verbiage in 
there not al lowing that to happen, no self-g iven golden parachutes and so forth, they could 
do anything right? Wasn't that one of the concerns a lot of people had was giving the board 
of d irectors or the CEO's perks or padd ing or golden parachutes . 

Edward Moody: They can propose whatever they l ike in the plan of conversion that is why 
the department was so insistent that the one l ine that it is fai r  and equitable to the members 
and the converting mutual be inserted because that is the leverage the commissioner has 
to make sure that al l  participants are treated fairly and equitably. (28: 1 1 -28:3 1 )  
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Chairman Klein: Obviously if the language wasn't necessary they wouldn 't have stricken it 
but it must have been worked out with both groups. This isn't restricting Nodak but the 
other language is the part that will g ive us the comfort for the policy holder. 

Edward Moody: There is one sl ight d ifference , these subord inate subscription rights were 
issued without payment and the way the rest of the bi l l  reads you wi l l  see, "without paying", 
has been deleted . So if now they even if they were to attempt to offer subord inate 
subscription rights to non-members they have to pay for those rights .  That is where they 
are chang ing the ground more in favor of the members. He continues with amendments 
and then addresses some previous questions. He talked about how the process would 
work. He said that the members wil l have forty-five days to respond back, to the notice that 
is sent to them, before the hearing is held . The commissioner wil l have thirty days to issue 
a finding. Then a date wil l  be set for the members to vote on the plan . Once they vote on it 
2/3 of the members voting have to approve the plan . After they approve the plan it wi l l  
come back and then the department would process the conversion . (29:20-33:55) 

Senator Sinner: The commissioner issues his findings th irty days after the hearing and if 
the finding is that the p lan is approved then the company sets a date for the membership 
voting. Is  i t  not a min imum of forty-five days before the voting of the meeting occurs? 

Edward Moody: I will have to refer to the actual bi l l  itself. It is on page 5, l ine 28, forty-five 
days is correct. 

Senator Sinner: This is a big deal for the commissioner to review this p lan is thirty days 
enough and are there options to extend that time? 

Edward Moody: I bel ieve that anything that is not specified in  the bill would be able to be 
determined in a ru le. 

Senator Sinner : When we talk about subscription rights to the members how do they come 
up with a value, is there a model? 

Edward Moody: The model is just to value the subscription rights . There is a totally 
separate process to value the converting mutual entity. That is usual ly done by looking at 
their peer group in terms of what multip les they sel l .  They would retain an independent third 
party expert to make that determination and then the department has that option under the 
b i l l  to h ire our own investment expert to perform the same valuation to chal lenge the va lue 
that they have developed . (36:22-37:4 1 )  

Chairman Klein: That fal ls under the abil ity to charge a fee to the company? 

Edward Moody: That is correct. 

Senator Campbell: Asked if he was comfortable with the changes and if it is protecting the 
shareholders? 
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Edward Moody: Said the department feels they would be able to do their duty to protect a l l  
of the stakeholders involved in the transaction but i t  would be up to you to decide whether 
or not this bi l l  is complete. 

Senator Sinner: Said that he is most concerned about the members and making sure they 
are treated fairly and if that was h is primary concern and making sure the company stays 
solvent? 

Edward Moody: Actual ly the department wants to protect a l l  of the stakeholders on an 
equitable and fai r  base, in add ition to making sure the insurance entity is adequately 
capital ized . 

Senator Sinner: Asked about the board notifying its members that it is considering th is. 

Edward Moody: Said that this is a normal process and the way that cooperate governance 
works. 

Chairman Klein: After we pass this the leg islation we wi l l  certain ly get that process going. 
It is sti l l  a long work in  process. Unti l we pass this so the board can sit back and determine 
what the ru les are for them or the d i rectors they can move through that and start 
establ ishing their plan . 

Edward Moody: That is correct. 

Senator Poolman: Moved the amendments, 1 5 .0450.03004.  

Senator Campbell: Seconded the motion. 

Chairman Klein: Asked the committee for d iscussion.  He said that the folks at NAM IC and 
Nodak have worked out a lot of the detai ls and he is confident with what they have here 
and that the department is also satisfied . 

Senator Sinner: Said he would l ike to see that before the management goes into 
developing a plan that they would go to the membership and get a vote from the 
membership .  

Senator Campbell: Said that isn't typical protocol and that they have over twenty-seven 
thousand Nodak members and if they do that they would come back potentia l ly with twenty­
seven thousand ideas. 

Senator Sinner: Not necessarily. My thought is you send out someth ing and you could 
have a hotl ine where they can cal l  i n  with questions and you give them a yes or no. The 
people on the board of d irectors do not own this company. They own very l ittle of this 
company and many own noth ing of th is company. This board of d irectors is also self­
sustain ing they are not elected from the members. They are elected from the board , they 
pick their own successors . 
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Chairman Klein: I think we understand that but I don't th ink we can send that message. I 

think it has to be sent by someone else. I th ink we have an understand ing of the issue that 
you are addressing but I don't know that there is any way that we as a legis lature can make 
that happen. 

Edward Moody: Said that yes there is a concern about the board of d i rectors but that is 
why they vote for the board of d i rectors. (50 :21 -51  : 1 7) 

Chairman Klein: The clerk wil l call the rol l  on the amendments. 

Roll Call Vote: Yes-7 No-0 Absent-0 

Senator Sinner: Moved a do pass as amended . 

Senator Poolman: Seconded the motion. 

Roll Call Vote: Yes-7 No-0 Absent-0 

Senator Klein will carry the bill . 
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March 31, 2015 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1313 

Page 3, line 22, replace "twenty or more than thirty-five" with "forty-five" 

Page 3, line 23, after "proposed" insert "subsidiary" 

Page 3, line 24, after "the" insert "stock of the" 

Page 3, line 24, remove "through" 

Page 3, line 25, remove "the purchase of all the stock of the converted stock company" 

Page 4, line 1, replace "a majority" with "two-thirds" 

Page 4, line 4, replace "a majority" with "two-thirds" 

Page 4, line 23, after the underscored period insert "The application fee is in addition to other 
direct costs incurred by the commissioner in reviewing the proposed plan of 
conversion." 

Page 5, line 3, remove "Immediately, the commissioner shall give written notice to the 
converting mutual" 

Page 5, remove line 4 

Page 5, line 5, remove "reasons for the decision." 

Page 5, line 8, after "b." insert "The plan is fair and equitable to the converting mutual company, 
the members of the converting mutual company, and the eligible members of the 
converting mutual company; 

c." 

Page 5, line 8, remove the second "and" 

Page 5, line 9, replace "c." with "d." 

Page 5, line 9, replace the underscored period with ": and 

e. The converted stock company will have the amount of capital and 
surplus deemed by the commissioner to be reasonable for its future 
solvency." 

Page 5, line 14, replace "may" with "shall" 

Page 5, line 18, after "7." insert "The commissioner shall give written notice of any decision to 
the converting mutual company and. in the event of disapproval, a detailed statement 
of the reasons for the decision. 

8." 

Page 5, line 19, after "conversion" insert "no later than forty-five days before the meeting" 

Page 5, line 19, remove "briefly but fairly" 

Page No. 1 15.0450.03004 



Page 5, line 20, after the underscored comma insert "must inform the member how the 
proposed plan of conversion will affect the member's membership rights." 

Page 5, line 22, after the underscored period insert "The notice must provide instructions on 
how the member can obtain, either by mail or electronically, a full copy of the proposed 
plan of conversion." 

Page 5, line 25, replace "8." with "9." 

Page 5, line 26, replace "a majority" with "two-thirds" 

Page 6, line 1, replace "9." with "1 O." 

Page 6, line 3, replace "a majority" with "two-thirds" 

Page 6, line 5, replace "fil" with "1i" 

Page 6, line 9, after "approved" insert". which must include the record of total votes cast in 
favor of the plan" 

Page 7, line 8, after "proposed" insert "subsidiary" 

Page 7, line 9, remove "all" 

Page 7, line 21, replace "total price" with "pro-forma market value" 

Page 8, line 2, remove "all" 

Page 9, line 2, replace "amount" with "value" 

Page 9, line 10, after "5." insert "The dollar value of a subscription right based upon the 
application of the Black-Scholes option pricing model or another generally accepted 
option pricing model. In connection with the determination of stock price volatility or 
other valuation inputs used in option pricing models, the qualified independent expert 
may assume that the attributes of the converted stock company will be substantially 
similar to the attributes of the stock of the peer companies used to determine the 
estimated pro-forma market value of the converted stock company. The term of a 
subscription right is a minimum of ninety days for the sole purpose of determining the 
value of a subscription right. 

6. The plan must provide that each eligible member has the right to require 
the mutual company to redeem such subscription rights. in lieu of 
exercising the subscription rights allocated to each eligible member, at a 
price equal to the number of subscription rights allocated to each eligible 
member multiplied by the dollar value of the subscription right as 
determined by the qualified independent exert pursuant to subsection 4. 
The obligation of the mutual company to redeem subscription rights arises 
only upon the effective date of the plan. The redemption price payable to 
each eligible member must be paid to the member within thirty days of the 
effective date of the plan . Alternatively. the converted stock company may 
offer each eligible member the option of receiving the redemption amount 
in cash or having the redemption amount credited against future premium 
payments. An eligible member that does not exercise their subscription 
rights. and which also fails to affirmatively request redemption of the 
member's subscription rights before the expiration of the subscription 
offering. nevertheless is deemed to have requested redemption of the 
member's subscription rights and shall receive the redemption amount in 
cash in the manner otherwise provided in this subsection. 

Page No. 2 15.0450.03004 



7." 

Page 9, line 17, replace "6." with "8." 

Page 9, line 30, replace "7." with "9." 

Page 10, line 13, replace "8." with "10." 

Page 10, line 23, replace "9." with ".11." 

Page 10, line 25, replace "10." with "12." 

Page 10, line 26, replace "three" with "two" 

Page 11, remove lines 9 through 29 

Page 11, line 30, replace "3." with ".:L." 

Page 12, line 13, replace "4." with "2." 

Page 12, line 13, replace the first "the" with "that" 

Page 12, line 14, remove", without payment." 

Page 12, remove lines 22 through 24 

Page 12, line 25, replace "c." with "b." 

Page 12, line 28, replace "d." with "c." 

Page 15, line 24, replace "Except as provided for in a plan of conversion approved by the 
commissioner. a" with "A" 

Renumber accordingly 

Page No. 3 15.0450.03004 



2015 SENATE STANDING COMMITTEE 
ROLL CALL VOTES 
HB 1313 Engrossed 

Senate Industry, Business and Labor 

0 Subcommittee 

Amendment LC# or Description: 15.0450.03004 

Date: 4/1/15 
Roll Call Vote #: 1 

Committee 

~~~~-~~~----------------

Recommendation: 12:<:1 Adopt Amendment 

0 Do Pass 0 Do Not Pass 0 Without Committee Recommendation 

Other Actions: 

0 As Amended 
0 Place on Consent Calendar 
0 Reconsider 

0 Rerefer to Appropriations 

0 

Motion Made By Senator Poolman Seconded By Senator Campbell 

Senators Yes No Senators Yes 
Chairman Klein x Senator Murphy x 
Vice Chairman Campbell x Senator Sinner x 
Senator Burckhard x 
Senator Miller x 
Senator Poolman x 

No 

Total (Yes) _? __________ No _o _____________ _ 

Floor Assignment 

If the vote is on an amendment, briefly indicate intent: 



2015 SENATE STANDING COMMITTEE 
ROLL CALL VOTES 
HB 1313 Engrossed 

Senate Industry, Business and Labor 

D Subcommittee 

Amendment LC# or Description: 15.0450.03004 

Date: 4/1/15 
Roll Call Vote #: 2 

Committee 

~~~~~~~~~~~~~~~~~~~~~~~-

Recommendation : D Adopt Amendment 
IZI Do Pass D Do Not Pass D Without Committee Recommendation 
IZI As Amended D Rerefer to Appropriations 
D Place on Consent Calendar 

Other Actions: D Reconsider D 

Motion Made By Senator Sinner Seconded By Senator Poelman 

Senators Yes No Senators Yes No 
Chairman Klein x Senator Murphy x 
Vice Chairman Campbell x Senator Sinner x 
Senator Burckhard x 
Senator Miller x 
Senator Poelman x 

Total 

If the vote is on an amendment, briefly indicate intent: 



Com Standing Committee Report 
April 2, 2015 7:28am 

Module ID: s_stcomrep_58_017 
Carrier: Klein 

Insert LC: 15.0450.03004 Title: 04000 

REPORT OF STANDING COMMITTEE 
HB 1313, as engrossed: Industry, Business and Labor Committee (Sen. Klein, 

Chairman) recommends AMENDMENTS AS FOLLOWS and when so amended, 
recommends DO PASS (7 YEAS, 0 NAYS, 0 ABSENT AND NOT VOTING). 
Engrossed HB 1313 was placed on the Sixth order on the calendar. 

Page 3, line 22, replace "twenty or more than thirty-five" with "forty-five" 

Page 3, line 23, after "proposed" insert "subsidiary" 

Page 3, line 24, after "the" insert "stock of the" 

Page 3, line 24, remove "through" 

Page 3, line 25, remove "the purchase of all the stock of the converted stock company" 

Page 4, line 1, replace "a majority" with "two-thirds" 

Page 4, line 4, replace "a majority" with "two-thirds" 

Page 4, line 23, after the underscored period insert "The application fee is in addition to 
other direct costs incurred by the commissioner in reviewing the proposed plan of 
conversion ." 

Page 5, line 3, remove "Immediately, the commissioner shall give written notice to the 
converting mutual" 

Page 5, remove line 4 

Page 5, line 5, remove "reasons for the decision." 

Page 5, line 8, after ".12,_" insert "The plan is fair and equitable to the converting mutual 
company, the members of the converting mutual company, and the eligible members 
of the converting mutual company: 

c." 

Page 5, line 8, remove the second "and" 

Page 5, line 9, replace "c." with "d." 

Page 5, line 9, replace the underscored period with "; and 

e. The converted stock company will have the amount of capital and 
surplus deemed by the commissioner to be reasonable for its future 
solvency." 

Page 5, line 14, replace "may" with "shall" 

Page 5, line 18, after "7." insert "The commissioner shall give written notice of any decision 
to the converting mutual company and, in the event of disapproval, a detailed 
statement of the reasons for the decision. 

§.,_" 

Page 5, line 19, after "conversion" insert "no later than forty-five days before the meeting" 

Page 5, line 19, remove "briefly but fairly" 

Page 5, line 20, after the underscored comma insert "must inform the member how the 
proposed plan of conversion will affect the member's membership rights," 

(1) DESK (3) COMMITTEE Page 1 s_stcomrep_58_017 
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Module ID: s_stcomrep_58_017 
Carrier: Klein 

Insert LC: 15.0450.03004 Title: 04000 

Page 5, line 22, after the underscored period insert "The notice must provide instructions on 
how the member can obtain, either by mail or electronically. a full copy of the 
proposed plan of conversion." 

Page 5, line 25, replace "8." with"~" 

Page 5, line 26, replace "a majority" with "two-thirds" 

Page 6, line 1, replace "~" with ".1.Q,_" 

Page 6, line 3, replace "a majority" with "two-thirds" 

Page 6, line 5, replace ".1.Q,_" with "11." 

Page 6, line 9, after "approved" insert". which must include the record of total votes cast in 
favor of the plan" 

Page 7, line 8, after "proposed" insert "subsidiary" 

Page 7, line 9, remove "fill" 

Page 7, line 21, replace "total price" with "pro-forma market value" 

Page 8, line 2, remove "all" 

Page 9, line 2, replace "amount" with "value" 

Page 9, line 10, after "5." insert "The dollar value of a subscription right based upon the 
application of the Black-Scholes option pricing model or another generally accepted 
option pricing model. In connection with the determination of stock price volatility or 
other valuation inputs used in option pricing models. the qualified independent expert 
may assume that the attributes of the converted stock company will be substantially 
similar to the attributes of the stock of the peer companies used to determine the 
estimated pro-forma market value of the converted stock company. The term of a 
subscription right is a minimum of ninety days for the sole purpose of determining the 
value of a subscription right. 

6. The plan must provide that each eligible member has the right to require 
the mutual company to redeem such subscription rights. in lieu of 
exercising the subscription rights allocated to each eligible member. at a 
price equal to the number of subscription rights allocated to each eligible 
member multiplied by the dollar value of the subscription right as 
determined by the qualified independent exert pursuant to subsection 4. 
The obligation of the mutual company to redeem subscription rights 
arises only upon the effective date of the plan. The redemption price 
payable to each eligible member must be paid to the member within thirty 
days of the effective date of the plan. Alternatively. the converted stock 
company may offer each eligible member the option of receiving the 
redemption amount in cash or having the redemption amount credited 
against future premium payments. An eligible member that does not 
exercise their subscription rights. and which also fails to affirmatively 
request redemption of the member's subscription rights before the 
expiration of the subscription offering, nevertheless is deemed to have 
requested redemption of the member's subscription rights and shall 
receive the redemption amount in cash in the manner otherwise provided 
in this subsection. 

7." 

Page 9, line 17, replace "6." with"§.,," 

(1) DESK (3) COMMITTEE Page2 s_stcomrep_58_017 
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Page 9, line 30, replace "7." with "9." 

Page 10, line 13, replace "8." with "10." 

Page 10, line 23, replace "9." with "11." 

Page 10, line 25, replace "1.Q,_" with "12." 

Page 10, line 26, replace "three" with "two" 

Page 11, remove lines 9 through 29 

Page 11, line 30, replace "3." with "1." 

Page 12, line 13, replace "4." with "2." 

Page 12, line 13, replace the first "the" with "that" 

Page 12, line 14, remove", without payment." 

Page 12, remove lines 22 through 24 

Page 12, line 25, replace "c." with "b." 

Page 12, line 28, replace "d." with "c." 

Module ID: s_stcomrep_58_017 
Carrier: Klein 

Insert LC: 15.0450.03004 Title: 04000 

Page 15, line 24, replace "Except as provided for in a plan of conversion approved by the 
commissioner, a" with "8" 

Renumber accordingly 

(1) DESK (3) COMMITTEE Page3 s_stcomrep_58_017 
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2015 HOUSE STANDING COMMITTEE MINUTES 

Industry, Business and Labor Committee 
Peace Garden Room , State Capitol 

HB 1 3 1 3  
4/1 0/20 1 5  

260 1 5  

D Subcommittee 

� Conference Committee 

Explanation or reason for introduction of bill/resolution : 

Conversion of a mutual property & casualty insurance company to a stock insurance 
company & demutual ization of domestic mutual insurance companies. 

Minutes: II Attachment 1 , 2 

Representative Sukut: Opens the conference hearing on H B  1 31 3 . 

Representative Sukut: Senator Klein would you go through the amendment is and why. 

Senator Klein: When the bi l l  came over, we had a visit from the national association 
mutual insurance compan ies who had a couple of issues with the bi l l .  They got together 
with J im Alexander from NoDak to iron out some of the d ifferences they had. Together 
they came out with what the amendments turned into. What we laid out was to make sure 
that the insurance department also saw these as favorable to be able to regulate and do 
the job they need to . Everyone came together on these amendments and I explained the 
amendments to Representative Sukut. Pat Ward made a nice sheet that explains the 
amendments ,  (Attachment 1 ). The most important thing that we were looking at it making 
sure that current pol icy holders were treated fairly and that they understood the whole 
conversion process of what's is going on. If you ask anybody today, they say, what is 
mutual ization? Goes over the attachments. (Attachment 2). 

8:20 

Representative Hanson: Can you explain number 6 on page 1 0 . 

Senator Klein: The defin ition I received , it specifies that the converting mutual companies 
require to redeem subscription right for their cash value if the member elects not to 
participate in the stock offering. The company could also credit the member's future 
premiums for the value of the rights, regardless of whether the member elects the cash 
option. If they do not exercise their subscription rights to purchase the stock, they are 
automatical ly deemed to have requested the cash option and wi l l  be paid the cash value of 
the options. So there is someth ing in it for the policy holders .  
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Representative Hanson: Without that specification, we want to make sure those policy 
holders were getting that option of retain ing thei r  value it they decide not to participate? 

Senator Klein: That's my understanding. 

Representative Sukut: Everyone is basically on board with what we are working with . 
would entertain  a motion . 

Representative Hanson: Move the House accede to the Senate amendments. 

Senator Murphy: Second . 

Representative Sukut: Further d iscussion. 

Roll call was take on HB 1 31 3  for the House to accede to the Senate amendments 
with 6 yes, 0 no, 0 absent. Members present were: Representative Sukut, 
Representative Kasper, Representative Hanson, Senator Klein, Senator Poolman and 
Senator Murphy. 



2015 HOUSE CONFERENCE COMMITTEE 
ROLL CALL VOTES 

BILL/RESOLUTION NO: 1313 as (re) engrossed 

Date: 4/10/2015 

Roll Call Vote#: 1 

House Industry, Business and Labor Committee 

Action Taken: IZI HOUSE accede to Senate Amendments 
D HOUSE accede to Senate Amendments and further amend 
D SENATE recede from Senate amendments 
D SENATE recede from Senate amendments and amend as follows 

D Unable to agree, recommends that the committee be discharged and a new 
committee be appointed 

Motion Made by: __ R_e~p_r_es_e_n_ta_t_iv_e_H_a_n_so_n __ Seconded by: Senator Murphy 

Representatives Apr Yes No Senators Apr Yes No 10 10 

Representative Sukut x x Senator Klein x x 
Representative Kasper x x Senator Poolman x x 
Representative Hanson x x Senator Murphy x x 

Total Rep. Vote Total Senate Vote 

Vote Count Yes: 6 No: 0 Absent: 0 ----- -----

House Carrier No carrier Senate Carrier No carrier 

LC Number of amendment 

LC Number of engrossment 
---------~ 

Emergency clause added or deleted 

Statement of purpose of amendment 
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April 1 3, 201 5  9 : 1 0am 

�odule ID: h_cfcomrep_66_001 

REPORT OF CONFERENCE COMMITTEE 
HB 1 31 3, as engrossed: Your conference committee (Sens. Klein, Poolman, Murphy and 

Reps. Sukut, Kasper, Hanson) recommends that the HOUSE ACCEDE to the 
Senate amendments as printed on HJ pages 1 4 1 6-141 8 and place HB 1 3 1 3  on the 
Seventh order. 

Engrossed H B  1 3 1 3  was placed on the Seventh order of business on the calendar. 

(1) DESK (2) COMMITTEE Page 1 h_cfcomrep_66_001 
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• House IBL Committee 
January 27, 2015 

TESTIMONY OF PATRICK J. WARD IN SUPPORT TO HB 1313 

Good morning Chairman Keiser and Members of the House IBL 

Committee. 

My name is Pat Ward . I represent Nodak Mutual Insurance Company in 

support of HB 1313. 

This bill changes current North Dakota law with respect to demutualization 

of a domestic insurance company. Many states are modernizing their current 

demutualization law to move in this direction. 

A hot topic in the insurance industry today is enterprise risk management. 

You will be seeing some Senate bills coming over which deal with this issue and 

• require insurers to self-evaluate and make reports on their ability to withstand 

severe or unexpected events such as an unusual number of catastrophe losses 

or a financial crisis like 2008 and 2009. 

A mutual insurance company has limited ways to raise capital. It can do 

so through retained earnings, a merger transaction, a surplus note or a merger 

transaction. Demutualization allows a mutual company to sell stock and become 

a stock or capital company. It makes it much easier for a company to raise 

capital and meet its enterprise risk requirements. 

A mutual company by law is a company with no capital stock. 

Policyholders can be members of the mutual insurance company and are no 

longer really owners of such a company. Ownership is an imprecise term and 

• membership in a mutual insurance company is not equivalent of ownership. 

1 
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Ten jurisdictions including Minnesota, Kansas, Michigan, Pennsylvania, 

Delaware and Illinois have already moved to this subscription rights model of 

demutualization. It gives policyholders the first right to buy stock, clarifies that 

they do not own the company. It more easily permits affiliations with other 

companies than under the mutual holding company model act. 

Many of these laws, like the current North Dakota law, date back to a time 

in history when mutuals were small, community based entities. 

In a mutual insurance company policyholders have two sets of rights. One 

is the contractural right to insurance coverage and the other is membership 

rights. In a mutual holding company, these policyholder rights are preserved but 

separated into two separate legal entities. The contractual right to insurance 

remains with the licensed insurance company which becomes a stock company 

as part of the process but their membership rights are transferred to a new 

mutual holding company that initially owns 100 percent of the stock and must 

always own at least 51 percent of the voting rights. 

The updated demutualization model we are advocating is called a 

subscription rights model. This model gives a company the flexibility to raise 

cash either through a full conversion which would be to sell 100 percent of the 

stock or a minority stock offering whereby the mutual holding company, usually 

through a newly formed intermediate holding company, offers no more than 49.9 

percent of its equity to policyholders and the public using the standard 

conversion method. This method would permit a mutual to raise meaningful 

capital and still maintain control of the company. It leaves the option of later 

2 



demutualizing the rest of the company to raise additional capita l .  I n  either event, 

the pol icyholders have a right of first refusal to buy the stock when it is offered . 

Passing this legislation wi l l  benefit North Dakotans because it wi l l  a l low 

mutuals to raise capital and grow, hopefully creating jobs. It helps insure 

solvency, wi l l  keep North Dakota competitive with other states, and could be 

used as a tool to attract add itional mutuals to North Dakota . 

We urge a Do Pass on H B  1 31 3  and I wil l  try to answer any questions. 

P:\PWARO\Legislative 2015\Testimony i n  Support o f  HB 1 3 1 3.doc 
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PROPOSED AMENDMENTS TO HOUSE BILL NO. 1313 

Page 7, line 10, replace "subparagraph c" with "item 3 of subparagraph a of paragraph 2 
of subdivision c of subsection 1" 

Page 8, line 31 , replace "paragraph 1" with "paragraph 2" 

Page 10, line 2, replace "subparagraph c of paragraph 1" with "item 3 of subparagraph a 
of paragraph 2" 

Renumber accordingly 



15.0450.02001 
Title.03000 

Adopted by the Industry, Business and Labor 0 
Committee 

January 28, 2015 

PROPOSED AMENDMENTS TO HOUSE BILL NO. 1313 

Page 7, line 10, replace "subparagraph c" with "item 3 of subparagraph a of paragraph 2 of 
subdivision c of subsection 1" 

Page 8, line 31, replace "1" with ".2." 

Page 10, line 2, after "in" insert "item 3 of' 

Page 10, line 2, replace the first"~" with "g_" 

Page 10, line 2, replace "1" with ".2." 

Renumber accordingly 

Page No. 1 15.0450.02001 
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The Dark Side of Demutualization (or How to Make 
a Forfune From a Mutual Insurance Company) 
The ALLIED Invasion 

I n theory a mutual insurance company 
is a wonderful thing: a collective 
where insureds pool their risk and 
resources for the common good. 

Because a mutual is not beholden to share­
holders-it has none-its mandate is to 
serve its policyholders. 

Mutual insurance. has a long, noble tradi­
tion, and many mutuals are exemplars of 
prudence and success. One need look no 
farther than State Farm, America's largest 
insurance company, to see what has been 
accomplished under this form of ownership. 

Although mutuals have done quite 
nicely for more than two centuries, the 
concept itself has been called into question 
of late. A small number of mutuals have 
gone so far as to demutualize, abandoning 
the cooperative form altogether. Equitable 
Life and UNUM are notable examples. It 
is ironic that, in an industry awash with 
capital, the most common objection to 
mutual ownership is that it is difficult for a 
mutual to raise capital, particularly equity 
capital. (Mutuals can't issue stock; they 
often raise money by issuing surplus notes, 
a form of long-term debt.) While access to 
the equity markets offers companies the 

. opportunity to expand their capital, dozens 
of insurers, includi ng AIG, Chubb, St. 
Paul, and Travelers, are now, in a sense, 
telling the stock market to shove it-they 
are repurchasing their shares by the truck­
load, shrinking their capital. 

Another comm o n  objection to the 
mutual form of ownership is that mutuals 
can't grant stock options, thus making it 
difficult for them to attract and retain good 
people. We have not, however, noticed any 
correlation between policyholders' value 
and stock options. In life insurance, where 
policies are easily compared, most of the 
companies with the best 20-year interest­
adjusted cost indices are mutuals. (This 
phenomenon is not unique to insurance. 
Vanguard Group, the highly efficient low­
cost mutual fund giant, is a mutual.) 

One capital-raising gambit used by 
some mutuals is a downstream holding 
company (a stock subsidiary that owns an 
insurance company) that sells shares to the 
public.  Among those employing this 
approach are Allied Mutual, Employers 

6 . 

As chairman of Allied Mutual and Allied Group, John Evans faced numerous conflicts. 
Mutual, Harleysville Mutual, Nationwide 
Mutual, and State Automobile Mutual. In 
these situations the mutual and the stock 
company generally share the same man­
agement, board of directors, facilities, 
employees, and agents. The problem with 
this structure is that it creates conflicts of 
interest; management is faced with two 
mutually exclusive responsibilities: provid­
ing policyholders with insurance at the 
most efficient cost, and providing share­
holders with the highest return on their 
investment. 

Policyholders of the mutual probably 
assume that conflicts arising from this 
problematic situation will be dealt with 
fairly, that management-which has a 
fiduciary responsibility to protect and pre­
serve the mutual's assets (but usually 
owns shares in the stock company)­
won't put its financial interests ahead of 
the policyholders'. 

Employers Mutual, for example, the 
large Des Moines-based writer of commer­
cial insurance, has balanced its policyhold­
ers' interests with those of its stock com­
pany's shareholders. Although Employers' 
managers could have raked in big profits for 
themselves by favoring the stock company, 

they have acted responsibly, placing the 
policyholders' interests ahead of their own. 

By way of comparison, policyholders of 
a large Iowa mutual located a few blocks 
from Employers have to wonder whether 
they've been given the shaft . . .  

A t first glance, the Allied Insurance 
Group appears to be a model insur­
ance company. It is conservative, 

successful, and the antithesis of flashy­
just what you'd expect of a company head­
quartered in Des Moines. Its core market 
is the Midwest, where it is primarily a 
writer of personal lines, which account for 
two-thirds of its $800 million in premiums. 
Allied, which carries an A+ rating from 
Best, sells through multiple distribution 
channels: independent agents, exclusive 
agents, direct marketing, and banks. 

1 (Because of this approach as well as its dic­
tatorial stance, Allied is often resented by 
its own agents, who refer to it as "the com­
pany you love to hate.") 

Allied has kept its costs under conuol, 
set adequate reserves, and is a better-than­
average underwriter, sometimes showing a 
combined ratio below 100. In some ways it 
is stodgy in the extreme: its "approach to 
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financial management" is "protective," 
meaning that it buys high-grade bonds and 
shuns common stocks. 

Allied is actually two separate organiza­
tions: Allied Mutual, founded in 1929, and 
Allied Group� a stock company formed by 
the mutual in 1974. Allied Mutual owned 
100% of Allied Group until 1985, when the 
latter company went public, selling a 21% 
interest. Today, Allied Group-which was 
once by far the smaller of the two compa­
nies-is worth four rimes as much as Allied 
Mutual. It has prospered and its manage­
ment has grown rich while Allied Mutual 
has languished. Although the two compa­
nies are still affiliates, Allied Mutual has a 
negligible financial interest in Allied Group. 

Therein lies one helluva story. 

Group-value that otherwise might have 
belonged to Allied Mutual's policyholders-­
but if they have provided any benefits to 
Allied Mutual we haven't detected them. 

The transaction that set the stage took 
place on October 30, 1985, when Allied 
Group, then a wholly-owned subsidiary of 
Allied Mutual, consummated an initial 
public offering, raising $16.8 million by 
selling 21 % of its stock at $5.33 per 
share-a price approximating book value. 
The proceeds from the offering did not go 
to Allied Mutual; they were contributed to 
Allied Group's insurance companies, there­
by "increasing [their] underwriting capaci­
ty." (This increase would assume great 
importance later on.) 

Whether Allied Mutual needed to raise 
capital is debatable. The company has long 
written at a reasonable premium-to-surplus 
ratiQ and its book of business-personal 
lines for the most part-has a short tail and 
is not particularly volatile. By arranging for 
its .subsidiary's stock to be sold at book 
value (which was well below its intrinsic 
value) Allied Mutual was making a dilutive 
move akin to selling a 21% interest in a 
$100 bill for $15. 

Even if raising capital by issuing stock 
at book value was justified, it's difficult to 
justify the granting of large amounts of 
stock options to employees at that low 
price-which further d iluted Allied 
Mutual. Evans, who'd been running Allied 
Mutual for decades, received a bonanza for 

ALLIED Mutual Languishes, ALLIED Group Soars 

engineering a deal in which part of the 
mutual's assets (Allied Group) was sold for 
less than takeout value. (He got options on 
234,516 shares-about 1.6% of the com­
pany-while 1 1  other employees received 
options on a total of 475,943 shares.) These 
grants immediately separated Evans' inter­
ests from those of his employer, Allied 
Mutual, and its policyholders. From that 
moment on he would profit if Allied Group 
prospered, even if that prosperity was 
achieved to the detriment of Allied Mutual. 

A t the time of its public offering 
Allied Group was, according to its 
SEC filings, little more than a shell: 

"(Allied Group's] continued profitability is 
largely dependent upon the continued suc­
cessful operation of Allied Mutual, which 
provides facilities, employees, and all ser­
vices required to conduct the business of 
the [Allied Group] on a cost-allocated 

· basis. All the officers of Allied Group are 
officers of Allied Mutual and two-thirds of 
Allied Group's directors are directors of 
Allied Mutual." Allied Mutual had 1,000 
employees; Allied Group had none. 

Allied Mutual and Allied Group also 
participated in a premium pooling agree­
ment, which was explained in Allied 
Group's prospectus: 

Allied Group cedes to Allied Murual all of ics insur­
ance business and assumes 38% of all business in the 
pool. All premiums, losses; loss-settlement expenses, 
and underwriting expenses arc prorated among the par­
ties on the basis of participation in the pool...Allied 

Murual provides data processing, professional 
claims, financial, investment, actuarial, auditing 
risk management, risk improvement, marketing 

I f you're a shareholder of Allied Group 
you might speak reverentially of John 
Evans, president and chairman from 

1974 to 1994. (Now 69 and "semiretired," 
he serves only as chairman.) Evans is a 
short, serious-looking man with a bald pate 
and a smattering of white hair. He wears 
somber suits, white shirts, and traditional 
ties. Despite his  low�key appearance, 
Evans is a wheeler-dealer who, between 
1985 and 1993, engineered a dozen or so 
transactions-sales, purchases, poolings, 
transfers, stock repurchases, loans, etc.­
that cumulatively made more than $500 
million for Allied Group. These transactions 
are noteworthy because virtually every one 
of them turned out to be a good deal for 
Allied Group (from which Evans re­
ceived stock options, stock grants, and 
convertible preferred srcick) and a poor 
deal for the party on the other side. 
Evans, in other words, batted 1 .000 
while his opponent struck out every 
rime. Most intriguing, however, is that 

ALLIED Mutual's surplus vs. ALLIED Group's stock price 
and underwriting services, t!tt costs of e!tidi art 
s!tarrd by t!tt pool mtmlxrs [emphasis added)." 

all of these transactions were with the 
same parry-Al lied Mutual, which 
Evans has run since 1964. (Evans was 
the third generation of his family to 
head Allied Mutual, which was started 
by his grandfather.) 

Was it just coincidence that Allied 
Mut11al, in which Evans had no finan­
cial interest, would fare so poorly in 
these transactions, while Allied Group, 
in which Evans and other employees 
and directors had a significant stake, 
would make out so well? When viewed 
as a whole, these complex inter­
company transactions have now added 
more than $500 million of value to Allied 
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In plain English: Allied Mutual 
and Allied Group shared all premiums 
and expenses, with Allied Mutual 
keeping 62% of the total and Allied 
Group keeping 38%. As time went on, 
this arrangement would change dra­
matically-to Allied Group's benefi� 
and Allied Mutual's disadvantage. 

The following year, 1986, Allied 
Group started Western Heritage 
Insurance Company, a surplus-lines 
insurer whose marketing efforts would 
be carried out by Allied Mutual 
agents. (Allied Group's annual report � referred to these agents as "a readily � available d istribution system. " )  

. Western Heritage did not pay Allied 
Mutual for the privilege of using its 
"distribution system," nor did it pool 
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its premiums-which were quite prof­
itable-with the ocher Allied premiums; 
the benefits accrued solely co Allied Group. 

OQ January 1 ,  1 987, Al l ied G roup 
formed another company, All ied Group 
Information Systems (AGIS), "to provide 
all data processing services for the Allied 
companies." Ironically, Allied Group had 
no employees of its own-it would use 
Allied Mutual employees co staff AGIS. 
AGIS would then turn around and sell the 
services provided by these employees back 
to Allied Mutual. Allied 'Group's 1 987 
annual report noted chat All ied Group 
received $4.7 million in data processing 
fees ·from Allied Mutual and that "AGIS 
has already contributed co the profit base of 
Allied Group." From a policyholders' point 
of view (don't forget, they're the ones who 
owned Allied Mutual) it would have ·made 
more sense for ·A!Iied Mutual, which was 
much larger and had all the employees, co 
own AGIS and charge Allied Group for ser­
vices. That, however, would have made 
Evans' stock options less valuable. 

On January 1 ;  1 987, All ied Group's 
share of the Allied pool was increased from 
38% co 4 1  % despite the fact that Allied 
Mutual had no pressing need to give up 
profitable business. (Its premium-co-sur­
plus and gross-leverage ratios were far 
superior to the norms established by A.M. 
Best.) This pooling change was a boon for 
Allied Group; wii:h a stroke of the pen (and 
at no cost) it increased its premiums by 9% 
and received a larger percentage of 

plan. The options he received are now 
wonh about $13 million.) Although Allied 
Group's shareholders· had co approve the 
executive equity plan, such an occurrence 
was a foregone conclusion because Allied 
Mutual, which Evans had been running for 
24 years, still owned 77% of Allied Group's 
shares. "This majority stock ownership," 
stated Allied Group's proxy, "gives Allied 
Mutual the ability to determine whether 
the proposals presented at the annual 
meeting are approved." Naturally, the 
stock-option plan was approved. Concur­
rently, stock options were offered to nine 
Allied Group directors (six of whom were 
also directors of Allied Mutual.) 

In the late 1980s Allied Group was not 
the Wall  Street darling it would later 
become, and its stock, which was then list- -
ed on Nasdaq, traded at a discount to book 
value. Earnings had been flat, but growth, 
which for the most pan had been achieved 
by siphoning premiums and fees from 
Al lied Mutual,  had been impressive. 
Between 1984 and 1 988 Allied Group's 
premiums almost quadrupled. 

Although Evans told Allied Group's 
shareholders that the company had "an 
incredible future" and chat its stock was "a 
favored buy," it was hard to see where he 
was coming from. Yes, Allied Group was a 
good company, but how would it achieve 
above-average growth? In the ensuing 
years the answer became clear: Evans 
would engineer a series of transactions with 

the pool's assets. The increased assets 
corresponded with Al lied Group's 

The ALLIED Insurance Pool 

increased responsibility for a larger ALLIED Group's percentage of the pool has 
percentage of the pool's reserves. But quadrupled over the years. 
since the Allied pool was mature and, 
in general, adequately reserved,  
Allied Group was taking on little risk. 
Yet it, rather than the Allied Mutual, 
would earn investment income on 
these assets before the claims were 
settled. 

At Allied Group's annual meeting 
in May of 1988 an unusual "executive 
equity plan" was introduced: John 
Evans and others were to receive 10-
year stock options with an exercise 
price of 44¢ per share. At that time 
Allied Group's book value was $6.38 
per share, making Evans' 295,313-

100% 

80 " 
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\ 
\ 
\ 
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Allied Mutual-transactions that would 
make Allied Group (and its officers, direc­
tors, and employees) a fonune. 

In 1 988, "in recognition of [All ied 
Group] stock's value for shareholders," 
All ied Group spent $ 1 .2 million to 

repurchase shares at $4.94, a price well be­
low book value, and lower than the IPO 
price three years earlier. Clearly, Evans 
believed that the stock was a bargain. But 
why didn't Allied Mutual, which had far 
more capital, buy the Allied Group shares, 
thereby profiting from this undervaluation? 
Evans, through his options and shares, 
would personally profit if Allied Group 
repurchased its shares at a price below their 
intrinsic value, but he wouldn't profit if 
Allied Mutual bought the shares instead. 

In 1989 Allied Group acquired Dough­
eny Dawkins, an investment banking firm. 
To finance the deal it borrowed $7.8 mil­
l ion from All ied Mutual.  Once again, 
the obvious questions: How did Allied 
Mutual's policyholders benefit by bank­
rolling Allied Group? Why didn't Allied 
Mutual, which had the capital, buy Dough­
erty Dawkins itself? One thing is certain: 
Evans would profit personally (through his 
shares and options) from a good deal made 
by Allied Group. 

Eager to learn more about these un­
usual transactions, we left several messages 
for Evans at his Allied office, but our calls 
were not returned. When we finally 

tracked him down at his Pebble Beach 
home he declined co discuss mat­
ters, suggesting that we speak instead 
with Douglas Andersen, the current 
president of the Allied companies. 
Andersen's office referred us to Jamie 
Shaffer, senior vice president and 
CFO, to whom we'd previously spo­
ken, albeit briefly. Shaffer requested 
'that we put our questions in writing­
which we did. When we followed 
up, he said that he was too busy to 
respond. 

In October 1989 the interlocking 
boards of Allied Mutual and Allied 
Group approved an Evans tour de 
force: a complex four-part restructur­
ing plan that would nearly eviscerate 
Allied Mutual, all the while creating 
enormous value for Allied Group's 

share grant wonh $1.75 million on day 
. one. (Evans, who, like all employees, 

worked for Allied M utual, received 
46% of the options granted under the 

- other shareholders. The basics were 
as follows: 1 )  Allied Group traded its 
subsid iary, Al l ied Life, to All ied 

'-a�;;;;;;=="51o;;:=;�;i;::;;;:;jji5;:;;:;:j;;i,..,_.�-:;::i;:;m;;;��=�lli\;l;fil Mutual in return for half of Allied 
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Mutual's remaining interest in Allied 
Group, 2) Al l ied Mutual 's 1 ,600 
employees were transferred to Allied 
Group, 3) Allied Group established a 
leveraged ESOP (employee stock 

. ownership plan), which gave the 
employees 37% of  the company at  a 
bargain-basement price, and 4) Allied 
Group's share of the Allied pool was 
increased from 41 % to 53%. 

One Always Grows, The Other Doesn't 

Premium Volume: 
ALLIED Group has left ALLIED Mutual in the dust. 
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adjusted price only slightly higher than 
the dirt-cheap price Allied Group paid 
co repurchase its shares a year earlier. 

Today, the shares of Allied Group 
that Allied Mutual traded away are 
worth $273 million, while Allied Life, 

� which it received in return, is worth 
� about $50 million. 

Six individual.s who served as direc­
tors of both Allied Mutual and Allied 

� Group owned shares or options in 
Allied Group and would stand co profit. 
from the mother lode Allied Group 
would mine at Allied Mutual's expense. 
They were James Hoak, Jr., chairman 
of Heritage Communications; James 

' Callison, president of Midwest Wheel 
� and a director of Heritage Communi­
. cations; William Hancock, a retired � senior vice president of Allied Mutual; 
g Mark Pumey, CEO of Iowa Power and 

Due to the "inherent conflicts of 
interest between the related parties," 
lawyers and investment bankers were 
h i red by Allied Group and All ied 
Mutual to "insure the fairness of the 
restructuring plan." Allied Mutual was 
also represented by two of its outside 
d i rectors, Hershel Langdo n  and  
Charles Colby. (Both would leave 
Allied Mutual's board in  1993. Colby 
then became a director of Al l ied 
Group, of which he now owns 17,896 
shares, worth $805,320.) 

Light; Harold Evans, group vice 
L-a;=�==;c:;;!1Jt5s;;;;;;;;==;;E!;�:i:;;;;;c;.,......s;;;r;��;:i;t11 . president of �uminum Company of 

Despite the money lavished o n  
shysters and bean counters co "insure fair­
ness," the result of the restructuring should 
come as no surprise: Evans and All ied 
Group made a killing. And Allied Mutual? 
As they say in the fight game, it received a 
one-way ticket to Palookavil le.  From 
December 31, 1989 (right before the deal 
took place) to the end of 1996, its premi­
ums and surplus have grown at paltry annu­
al rates of 2. 9% and 8.4%, respectively. 
During the same period Allied G roup's 
premiums and stock have grown at annual 
rates of 17.1 % and 29%, respectively. 

Let's examine the transaction closely 
and see how this happened. 

As the first leg of the deal, Allied Group 
"sold" its Allied Life subsidiary co Allied 
Mutual in exchange for 6,075,000 Allied 
Group shares. 

Life insurance has always been little 
more than a sideline for the Allied compa­
nies. Allied Life was a piddling insurer ($19 
million in statutory surplus) that sold main­
ly through Allied property/casualty agents. 
I t  inherently lacked many o f  the 
strengths-distribution, efficiency, econo­
my of scal�hat the Allied property/casu­
alty companies enjoyed. Nonetheless, it 
was valued at $36.5 million-$5.4 million 
more than its GAAP book value. Per­
versely, the 6,075,000 Allied Group shares 
that Allied Mutual parted with were valued 
at $6.01 per share, an $8-million discount to 
their book value of$44.5 million. 

Thus, ·Allied Mutual bought a dud of a 
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life-insurance company at a 17% premium 
to book value and sold a good property/cas­
ualty company at an 18% discount co book 
value. Based on price-earnings ratios the 
deal looks equally one-sided. J\llied 
Mutual paid 13.4 times earnings for Allied 
Life and sold its Allied Group stock at 9.2 
times earnings. 

How could Allied Mutual's board of 
directors allow the company to enter into 
such a deal? One year before the restruc-

� I 1 I 1 I 1  
---�---

Allied Group sold its 
life-insurance company 

to Allied Mutual for 17% 
more than its book value 

and repurchased its own 

shares from Allied Mutual 
at an 18% discount to book. 

curing, Allied Group (then 77% owned by 
Allied Mutual) had decided its stock was 
undervalued and repurchased shares at 
$4.94. In the year following the repurchase, 
Allied Group posted results that Evans 
called "remarkable" -revenues rose 20%, . 
earnings per share increased 23%, and book 
value per share grew co $7.37. Yet Allied 
Mutual's board, spearheaded by John Evans 
and rife with conflicts of interest, now 
decided that· Allied Mutual should sell a 
huge chunk of its Allied Group stock at an 

America, younger brother of John 
Evans, and recipient of $75,000 in "manage­
ment consulting services"; and John Evans 
himself, the supreme commander of the 
Allied companies. 

We tried to contact each director (Mr. 
Hancock is deceased) but only one, James 
Hoak, returned our call. "I haven't thought 
about Allied for seven or eight years," he 
said during a cordial but uninformative 
conversation. "I don't really know the 
insurance .business. l remember that there 
was a mutual and a stock company but I 
d idn't even remember being on both 
boards." As for his stock options, Hoak, 
who cold us he serves on "five or six other 
boards," said he thought he'd forfeited 
them when he ceased being a director. 

Three other Allied Group directors-
B. Rees Jones, a lifelong Allied Mutual 
employee; Donald Willis, president of 
Wil l is & Moore, a general insurance 
agency; and Harold Carpenter, president of 
George A. Rolfe Co., a manufacturer of 
agricultural equipment-had previously 
served on Allied Mu.tual's board but no 
longer owed allegiance to Allied Mutual. 

Did Evans know that selling ·t.he prop­
erty/casualty company below book value 
and buying the life company above book 
value might not be a good deal for the 
mutual? ''Management believes that the 
future long-term profitability of property­
casualty operations will be greater than the 
profitability of life operations," said Allied 
Group's proxy statement. Continued 
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As chairman, CEO, and largest individ- sold its life company above book value). 
ual shareholder of Allied Group, Evans Based on this increase in book value, Allied 
would benefit from the swell deal Allied Group's intrinsic value was probably $10 to 
Group was getting. The proxy made that $1 1 per share. As you may have guessed, 
dear: "[Allied Group] expect[s] higher the ESOP (of which John Evans was a par-. 
long-cenn profits . . .  as a result of the Allied ticipanc) didn't pay anywhere near that for 
Life sale . . .  [and] will realize an increase in its stock. 
book value per share, from $7.27 to '\. \ \ [ 1 The deal worked like this: Allied 
$8.60." Conversely, Allied Mutual's � �'�' -:,. Group contributed $1 million to the 
tangible nee worth would decline � � ESOP, which then borrowed $35 mil-
because of the deal. � - , ... --;._ lion (guaranteed by Allied Group) to 

The next two p ieces of the - , \' \ \ " buy, at $6.66 per share, 5.4 million 
restructuring were equally dexterous. shares of Allied Group 8% Convertible 

Allied Mutual's board of directors con- · Preferred stock. Each share paid an 8% 
eluded that a leveraged ESOP would be a annual dividend and was convertible into 
more "cost-effective means of providing one share of Allied Group common stock. 
benefits" to employees than the defined- Thus, the ESOP was paying just 77% of 
ben.efic retirement plan in place. Of course book value to buy convertible preferred 
·Allied Mutual, the employer of virtually all stock that was far better than the common: 
personnel at both companies, could not, as it had a liquidation preference and paid a 
a mutual, issue stock. So on January 1 ,  53¢ annual dividend versus 2 1 ¢  fo r  the 
1990, .jts 1 ,600 employees were transferred common. Assuming that a convertible pre-
to Allied Group, which then became the ferred with such terms is worth a 25% pre-
direct employer of all persons working for mium to common stock, the ESOP was, in 
the Allied companies. After 6 1  years in effect, buying common stock at $5.33 per 
business, Allied Mutual was bereft of share-about half its true value. Allied 
employees. Group's proxy stated the following: 

Prior to this transfer, personnel expens­
es for Allied Mutual and Allied Group had 
been "allocated either according co the 
pooling agreement" noted Allied Group's 
proxy, "or on the basis of annual time and 
cost studies." Allied Mutual did not make a 
profit by providing Allied Group the use of 
its employees. This arrangement would 
supposedly continue once all the employ­
ees had been shifted to Allied Group: 
"[Allied Group] anticipates that similar cost 
allocation methods will be utilized in the 
futilre,'' said the company's proxy. (Three 
years late�, that would change.) 

Once the employees had been trans­
ferred, the leveraged ESOP was instituted. 
In granting stock to the employees, the 
percentage of Al l ied Group owned by 
All ied Mutual woul d  decrease. If the 
ESOP paid full value for its stock, however, 
Allied Mutual would suffer no diminution. 
Bue if the ESOP got a bargai n, Allied 
Mutual would, again, end up with the 
smaller ·"half' of the pie. 

Bear i n  mind that in the preceding 
Allied Life swap, Allied Mutual's Allied 
Group stock had been valued at $6.01 per 
share-a price befitting a Kmart blue-light 
special. Once that exchange was complet­
ed, Allied Group's book value rose from 
$7.27 to $8.60 per share (because it had 
repurchased shares below book value and 
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The size of the ESOP was approved by the 
Compensation Committee of the Board of Directors of 
Allied Mutual ... pursuant to the advice of Hewitt 
Associates and management. !"Management," of 
course, meanc John Evans and company.) Under 
assumptions made by management ... it was determined 
that the ESOP could result in a cost-effective means of 
providing employee benefits [and is) in the best inccr­
csts of Allied Murual • • .  The projected present value of 
the required employer conuibutions to the ESOP over 
15 years is approximately $Z3,260,000. This is com­
pared with the estimated present value of the required 
contributions to the existing defined benefit pensions 
plan over the next 15-year period, which is approxi­
mately $28,229,000. 

Allied concluded that the ESOP would 
save it a whopping $5 million (present 
value) over the following 1 5  years. 
Immediately prior to the formation of the 
ESOP; Allied Mutual owned 66% of Allied 
Group. Immediately afterwards its interest 
was reduced to 38%. Today the 5.4 million 
shares the ESOP bought for $36 million are 
worth $243 million. Some savings! 

� a result of the ESOP, Allied Mutual's 
interest in Allied Group was diluted and it 
missed out on about $130 million of stock­
market profits. 

There was another justification for the 
ESOP (and, for that matter, the entire 
rescructuring): to "generate additional surplus 
capital [emph.asis added] to increase the 
business of Allied Group's property/casualty 
subsidiaries to take advantage of perceived 

opportunities." As we shall see, the restruc­
turing was not necessary to generate-and 
Allied Mutual did not benefit from-this 
additional capital. Bue the ESOP partici­
pants, including John Evans, did . 

On January 1, 1990, chc final piece of 
the restructuring was enacted: All ied 
Group's percentage of the Allied pool was 
raised from 4 1  % to 53%. In its annual 
report Allied Group boasted that this pool­
ing increase "gave [it] all the advantages of 
an acquisition without any of the draw­
backs." Here's why. Allied's pool is a clean 
personal-lines business with better-than­
averagc experience. Allied Group was tak­
ing on a big chunk of seasoned premiums 
without any of the risks that writing new 
business usually entails. As a result, in 1990 
its premiums grew from $163 million to 
$219 million. This gain was Allied Mutual's 
loss. Its percentage of the pool dropped 
from 59% to 47%, and its premiums fell 
from $213 million to $168 million. 

Allied Group benefited from the pool­
ing change in another way: it assumed 
$47 .5 mil l ion of reserves from All ied 
Mutual and received $47.5 million in assets 
on which it would earn investment income 
until those reserves were paid out. Evans 
proudly told Allied Group's shareholders 
that "our performance was enhanced by 
the transfer of assets accompanying the 
change in our pooling agreement." 

Evans explained Allied Group's increase 
in the pool by noting that $28 million from 
the ESOP stock sale had been contributed 
to Allied Group's property/casualty sub­
sidiaries. This "infusion of capital," as he 
called it, allowed Allied Group to take on a 
larger share of the pool. 

Evans' statement was baffling. The 
$36 million generated from the sale of 
stock to the ESOP was an infusion of debt 
(because Allied Group guaranteed the 
ESOP's borrowings), not an infusion of 
equity. Had the Allied companies needed 
capital, Allied Mutual could have issued 
surplus notes, then used that additional 
capital to justify shrinking Allied Group's 
percentage of the pool. But Allied Mutual 
had no apparent need for additional capi­
tal. It's 1989 premium-to-surplus ratio was 
a modest 1 .6-to-l.  And Evans would not 
profit if Allied Mutual's share of the pool 
increased. 

Jamie Shaffer, senior vice president and 
CFO of Allied Mutual and Allied Group, 
insisted that the pooJing change was justi­
fied because Allied Group's insurance com-
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panics were growing faster than Allied 
Mutual's and that the Allied Group compa­
nies were contributing a greater share of 
premiums to the pool. 

Perhaps; but how is it that Allied Group 
ended up with the fast-growing insurance 
companies while Allied Mutual ended up 
with the slow-growing ones? In 1984 Allied 
Group had instituted the AIDCO program, 
which .gave agents who wrote exclusively 
for Allied access to low-cost personal-lines 
produces written through an Allied Group 
subsidiary, Allied Property and Casualty 
Insurance Company. According to agents · 

and Al l ied Gioup employees, Allied 
Mutual polides are pricier than those 
·issued through the AIDCO program and 
through another Allied Group subsidiary, 
. Depositors Insurance Company, which 
bypasses agents entirely, soliciting business 
via direct .mail arid telemarketing. {On one 
occasion, when we called the Allied home 
office and asked if we could be referred co 
an agent, we were told that Allied could 
handle our needs d irectly, without one.) 
Since the market is competitive, it's not 
surprising that business would flow to the . 
Allied companies with the lowest priced 
product. By 1996, AIDCO agents were 
responsible for 26.5% of the total premi­
ums in the Allied pool. 

Once· the restructuring was complete, 
the relationship between Allied <;roup and 
Allied Mutual had been altered radically: . 
Allied Mutual owned 37. 1 %  of Allied 
Group and the ESOP owned 3 6.7%. 
Although Allied Mutual's surplus was 40% 
greater than Allied Group's, its premiums 
were now 25% jess. Allied Group had all 
the property/casualty employees, and it 
had profited from the way its life-insurance 
company had been sold to Allied Mutual. 

Evan.s would �ake millions of dollars 
(through his options and stock) as a result 
of these transacti�ns. In his "chai�an's let­
ter" to Allied Group's shareholders in early 
1990, he downplayed his cleverness. "Just 
because you're smart doesn't mean you 
can't be lucky," he wrote. (His invocation 
of "luck" reminds us of the scene from 
Night After Night in which an older woman, 
admiring Mae West's necklace, blurts out, 
"Goodness! What lovely· diamonds," and 
West responds, "Goodness had nothing to 
do with it.") Evans' closing comments to 
Allied Group's shareholders were more 
telling: "The restructuring itself will yield 
immediate advantages and boost long-term 
profit potential. I don't know whether we'll 
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be lucky throughout the 1 990s, but I 
expect us to be smart." 

One might have thought that Evans, 
having created a s ituation that had 
enriched himself and his fellow ·employees 
so greatly, would allow the battered Allied 
Mutual the dignity of a standing eight­
count. Indeed, Allied Group's 1989 annual 
report hinted that .the carnage might be 
cur

.
tailed: "The proposed restructuring .. .is 

expected to provide the capital resources 
necessary for the growth of the property­
casualty subsidiaries for the foreseeable 
future." Allied Mutual, however, was 
punch drunk and bloodied, and Evans, as 
relentless as Jake LaMotta, would, over 
the next few years, deliver a combination 
of body blows that would knock it clear 
out of the ring. 

. 

T he following year, 1991, was a rela­
tively good one for Allied 
Mutual-Evans d idn't make i t  

enter into any new transactions with Allied 
Group. The good times, unfortunately, 
would not last forever. 

In February 1992 Allied Group com­
pleted a public offering in -which it issued 
3,881,250 new shares at $8.22 per share. In 

. one sense this was a strange deal: Allied 
Group was issuing stock at a 10% discount 
to book value, which, of course, diluted 
Allied's Mucual's interests. But it was also 
dilutive to Evans-who has crowed that 
he's. a "serious investor who watch[es] the 
stock price." 

But Allied Group would make up for 
issuing shares on the cheap by assuming a 
bigger portion of the Allied pool. To do 

"It is the fruit of man's labor that makes 
a mutual insurance company great." 

And ·you, as a mutual 
insurance-company executive, 

are entitled to a bite of that fruit. 

Learn how to achieve greater wealth and rid yourself of those avaricious 
policyholders, .all while enjoying the 1,'.iew from our Stanford White 

clubhouse adjoining the famed Shinnecock Hills golf course. 
Full links, lawn tennis, and 12-meter yacht privileges Included. 

The Policyholclers Be Damnecl"" 
TH E D E M  U T U  A L I Z AT I O  N $ 0 C I E TY O F  A M  E R I C A  
. 1 2  Demutual ization Lan.e • Southampton, New York • www.screwthemutuol.com 
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chat, however, it needed more statutory 
surplus. ("What we needed was capacity," 
i t  told shareholders.) The $30 mil l ion 
raised in the offering hit the spot-it was 
contributed co Allied Group's insurance 
companies, allowing chem co "increase 
[their] participation in the Allied pool" 
from 53% co 60%. 

Why, one wonders, did Allied Mutual 
permit its share of the pool co be reduced? 
One "objective" of the restructuring two 
years earHer had been to "fully u tilize 
[All ied Mutual 's] capital resources." 
Writing less business seems contrary to that 
goal. In face, Allied Mutual could have 
bought the shares that Allied Group was 
issuing and still have had the bucks co 
increase its percentage of the Allied pool. 

Because of the pooling change, Allied 
Mutual's premiums declined 10% in 1992, 
co $191  million, a figure only 9% higher 
than 1 987's premiums. By comparison, 
Allied Group's premiums had soared from 
$121 million to $320 million over five years. 

Allied Group has always taken a cau­
tious approach to new business. "We've 
never been so driven by growth," Evans 
told Allied Group's shareholders with a 
straight face, "that we entered territories 
blindly." He didn't mention that when you 
can assume premiums from a mature pool 
like Allied's, growth is  not much of a con-
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cern. After all, why stretch for new busi­
ness-with all the risks that emails-when 
the pool's profitable renewal business was, 
apparently, theirs for the asking? 

Between November 1992 and February 
1993, Evans, who floats like a butterfly and 
stings like a bee, would execute four deft 
moves in rapid succession. By March, the 
once proud All ied Mutual would be 
reduced to little more than a speccral shell, 
done in by its doppelganger, Allied Group. 

The first transaction occurred in  
November, when Allied Group issued to 
Allied Mutual 1 ,827,222 shares of perpetual 
nonconvertible 63/4% preferred stock, val­
ued at $28.50 per share-an implied worth 
of $52 million. In return Allied Mutual 
relinquished 4,1 1 1,250 Allied Group shares 
then trading at about 127/s. Allied Group's 
1992 annual report said chat this "exchange 
helped Allied Mutual increase its invest­
ment income and met one of our priorities 
by providing long-term capital at a fixed 
cost." Lee's examine chose statements. 

Since the preferred-stock dividend was 
$ 1 .92 per share, Allied Mutual would  
receive $3.5 million a year in  perpetuity. By 
contrast, Allied Group's common stock 
paid out 34¢ in 1993, which would have 
yielded Allied Mutual $1.4 million. Thus it 
was factually correct co say, as Allied Group 
did,  chat Allied Mutual's "investment 

income" would "increase." 
On the ocher hand, Allied Mucual's 

"look-through" earnings plummeted. 
Allied Group earned $37 million in 1993. 
The 4,1 1 1 ,250 shares that Allied Mutual 
traded ·away represented a 23.9% stake in 
chose earnings, so Allied Mutual was essen­
tially foregoing $8.8 million ($37 million in 
earnings times 23.9%) co pick up an extra 
$2.l million in dividends ($3.5 million from 
the preferred minus the $1.4 million com­
mon dividend). 

Allied Group's 1992 annual report noted 
the obvious-chat the preferred-for-com­
mon swap "will increase earnings per share 
for the holders of the common stock if 
[Allied Group's] fully diluted earnings per 
share exceed the cost of the [preferred 
stock's] d ividend of $ 1 .92 per share." 
(Allied Group's earnings, not surprisingly, 
exceeded the cost of the preferred stock 
dividend.) 

Jamie Shaffer, Allied Group's ch ief 
financial officer, defended the preferred­
for-common swap by noting that both com­
panies had obtained fairness opinions. He 
also told us that at chat time Allied Mutual 
had been "criticized for having coo great an 
investment in subsidiaries." In the 1996 
Allied Group annual report, however, 
Shaffer pointed out what a good deal Allied 
Group had made. He called the preferred-
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in which Allied Mutual was bagged-a 
"source of low-cost capital." 

The whole· transaction seemed strange 
from the start. Why would Allied Mutual 
want to own $52 million of unregistered, 
illiquid Allied Group preferred stock that 
paid 63'49''0-and not a basis point more­
umil the end of time? Allied Group, appar­
ently, wouldn't have touched such a piece 
of paper. Its $608-million investment port­
folio contained no preferred stock, and the 
average maturity of its bonds was six years. 
By contrast, the $52-million slug of Allied 
Group preferred on Allied Mucual's books 
represented 1 2.7% of its $394 million in 
investments and 22.4% of its policyholders' 
surplus. To make matters worse, long dura­
tion assets such as perpetual preferred 
stock are an inherent mismatch with the· 
short duration of Allied Mucual's liabilities 
(reserves). 

Today the 4, 1 1 1,250 shares Allied 
Mutual traded away are worth $185 million; 
the preferred stock, however, is still worth 
about $52 million. Some deal. 

On January 1, 1993, Allied Group's 
participation in the All ied pool 
increased from 60% to 64%, while 

Allied Mutual's decreased to 36%. More 
significantly, the pooling agreement be­
tween the two companies was amended: 
AMCO Insurance Company, an Allied 
Group subsidiary, replaced Allied Mucual 
as the "pool administrator." 

During the years that Allied Mutual had · 

been the pool administrator, expenses had 
been allocated based upon each company's 
participation in the pool (e.g., a 25% partici­
pant picked up 25% of the expenses). But 
under the amended agreement, AMCO 
charged the other pool members fees 
greater than its actual expenses: 12.85% of 
written premiums for· underwriting 
services, 7.25% of earned premiums 
for unallocated loss-settlement 
expenses, and .75% for premium col­
lection services-20.85% total. Since 
Allied Group's expense for these ser­
vices was about 18.85% in 1993, it 
immediately made a 2% profit on 
Allied Mutual's share of the pool 
(which contributed $4.65 million to 
Allied Group's earnings that year). 

The amended pooling agreement 
was contrary to the spirit of Allied 
Mutual's 1990 transfer of employees 
to Allied Group, the purpose of 
which had been to  "provide for 
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employee incentives and benefits in light 
of statutorily-required amendments" to 
Allied Murual's defined benefit plan. The 
ESOP, as you recall, was supposed to be a 
cost-effective way for the Alli_ed companies 
to provide employee benefits-not a 
means for Allied Group to profit from 
Allied Mutual. In fact, Allied Group said at . 
that time that it "anticipate[d]" that per­
sonnel expenses for it and Allied Mutual 
would continue to be allocated the way 
they always had been. The amended pool­
ing agreement altered that allocation signif­
icantly. 

In 1993, Evans told Allied Group's 
shareholders that "property-casualty is a 
nickel and dime business," and that one 
must pay attention to "every penny." 
Evans is an expert at doing just that-espe­
cially when the pennies belong to Allied 
Group, in which he owns stock and 
options. "Having [AMCO] named adminis­
trator of the Allied pool," he boasted, "i_s an 
opportunity to flow every dollar of savings 
straight to the bottom line"-Allied 
Group's bottom line. 

Jamie Shaffer was more ebullient, kuel­
Jing that he felt "a sense of pride in the 
growth plan" he'd helped to structure. 
"AMCO has new opportunities to profit 
from increased efficiencies," he said of the 
amended agreement, "and other partici­
pants have more predictable expense lev­
els." Shaffer was right on the money: Allied 
Group did have new opportunities to prof­
it, and Allied Mucual's expenses were more 
predictable-mon pndictably lriglrer. 

"If we didn't already have our current 
financial structure," Shaffer blabbed in 
Allied Group's 1993 annual report, "I'd be 
lying awake nights trying to invent it. Our 
relationship with Allied Mutual through 
the pooling agreement is such a plus. The 

mutual company can concentrate on build­
ing surplus to assure policyholders of its 
continued solvency; our property-casualty 
segment can run lean enough to earn an 
attractive return on equity for you." At that 
moment, Allied Mutual's surplus was $209 
million-approximately the same as Allied 
Group's-yet its premium-to-surplus ratio 
was an u ltraconservative 1-to-l,  versus 
1 .72-to-1 for Allied Group. It seems that 
Allied Mutual's policyholders were already 
mon assured of their company's solvency 
than were Allied Group's policyholders. 

Shaffer's comments raised many ques­
tions: Why was "earn[ing] an attractive 
return on equity" good for Allied Group 
but not for Allied Mutual? How did taking 
a smaller portion of the pool and paying 
AMCO fees allow Allied Mutual to "con­
centrate on building surplus?" And why, if 
Allied Mutual has concentrated on building 
its surplus, has its surplus plodded along at 
a marginal rate during the greatest bull 
market in history? Between January l,  
1993 and December 31,  1996, Allied 
Mutual's surplus grew from $175.5 million 
to $23 1 .5 million, a 7 . 17% annual rate. 
During the same time Allied Group's earn­
ings per share and stock grew at annual 
rates of 15.7% and 25.5%, respectively. 
(Since All ied Group's books are kept 
according to GAAP, policyholders' sur­
plus-a statutory accounting concept-is a 
less meaningful measure of its success than 
earnings per share or stock price.) Finally, 
why are slow growth and paltry profits a 
better way for Allied Mutual to "assure" its 
"continued solvency" than the strong 
growth and hefty profits that Allied Group 
has racked up? 

Six years earlier, in its 1987 annual 
report, Allied Group extolled the virtues of 
the shared-expenses pooling agreement" then 

in place: "Participating in the pool­
ing agreement produces more stable 
underwriting results for all companies 
in tire pool [emphasis added] and re­
duces the risk of loss for any one 
participant by spreading the risk 
among all the participating compa­
nies." By 1996, Allied Group was 
singing out of a different hymn book: 
"The [amended] pooling arrange­
ment provides [the Allied compa­
nies] more predictable expense lev­
els," said the company's 10-K, and 
"AMCO has opportunities to profit 
from the efficient administration of 
underwriting, loss adjusting, and 
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premium collection activities . . .  " 
Dirty Pool? Underwriting Results 

multiple of 12 times earnings (slower 
growth, lower multiple) the stock To see the effect the amended 

·pooling agreement has had on the for­
tunes of Allied Mutual and Allied 
Group, one need only compare the 
two company's underwriting results. 
I n  the three years preceding the 
amendment, Allied Group, whose 
share of the pool ranged from 53% to 
60%, experienced a cumulative 
underwriting loss of $56.7 million; 
Allied Mutual's underwriting loss was 
$36.2 million. (Both companies still 
made money due to investment in­
come.) 

�H would be changing hands somewhere 
Allied Mutual and Allied Group were once equal parti- ;g around 25'/z. 
cipants in the Allied pool. That changed in January 1 ,  l In June and July, Evans sold 1 993, when AMCO (an Allied Group subsidiary) was 

' lOO,OOO Allied Group shares at prices 
named pool administrator. Since then Allied Group has ranging from $38 .8l  per share to 
recorded underwriting profits from the pool while Allied 
Mutual has reported increasing losses. $44.77. During the same months his 

r wife Jane registered 100,000 shares. 

Once the amended pooling agree­
ment took ·effect, however, Allied 
Group began showing underwriting 
profits while Allied Mutual's under­
writing losses i ncreased. Over the 
next four years Allied Group earned 
$ 2 1 .4 mil l ion from u nderwriting. 
Al l ied M utual, burdened by the 
amended pooling agreement, lost $63 
million from underwriting. (See chart 
at right.) 
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(Shares are generally registered prior 
, to their sale.) � Unlike Evans, Allied Mutual never 
, got to profit from the spectacular rise 
I in Allied Group's stock over the last 

few years. Just seven weeks after the 
amended pool ing agreement took 
effect, Allied Mutual, under Evans' 
direction, sold the last of its holdings-
1,462,500 shares at $16.44. In its annu­
al report, Allied Group noted with self-

' serving arrogance that "the sale of the 
mutual's shares served all stockholders 
by increasing the float without diluting 

,. earnings or book value." 

Since premiums and claims are 
pooled; all members of the Allied pool 
have virtually the same "pure loss ratio" 
(62.5% in 1996). So how did Allied Mutual 
lose money while Al l ied Group made 
money? The answer lies in the "pennies" 
Evans was counting. Last year All ied 
Mutual's underwriting expenses and loss­
adjustment expenses equaled 45.3% of 
premiums earned. By comparison, AMCO's 

� Thus, when the dust settled, Allied � Mutual had sold its entire interest in 
'-;;or.;s;ra;;;Oi!E5;;saSEw;:;:i!E�EJE;;;,.:;;:�·:3"""";;;s;;.:;;l:· �··'Eea<Glii'llliilw;!i.J Allied Group, given up 64% of the 

·expenses totaled 32.5%. 
· 

Let's take a closer look at the effect the 
amended agreement had on both compa­
nies' results. In 1996, the four members of 
the Allied pool-All ied Mutual (36%), 
AMCO (46%), Allied Property & Casualty 
(12%), and Depositors (6%)-had a com­
bined underwriting loss of $17.7 million. 
Had expenses been allocated pari passu, 
Allied Mutual, with its 36% share, would 
have lost $6.4 million (36% of $17.7 mil­
lion). Instead, with its higher expenses, it 
lost $23 million. Conversely, Allied Group's 
$5.3-million underwriting profit would 
have been an $11 .4-million loss, but for the 
amended pooling agreement that allowed 
it to charge fees to, and earn profits from, 
Allied Mutual. The result: Allied Group's 
income was boosted by $16.7 million (and 
Allied Mutual's loss was deepened by the 
same amount). That meant that after taxes, 
Allied Group's 1996 earnings got a positive 
jolt of $1 1 .9 mil l ion, or 58¢ per share. 
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(Thus, without the amended pooling 
agreement, Allied Group's 1996 earnings 
per share of $2.31 would have been $1.73 
per share-25% less.) Earnings were boost­
ed in 1993, 1994, and 1995, in the same 
manner. 

If Allied Mutual's d i rectors hadn't 
approved the amendment to the pooling 
agreement, Allied Group wouldn't have 
achieved such rapid earnings growth, and 
its stock wouldn't have reached such lofty 
levels. At a recent price of 45, it is trading 
at 16 times the last 12 months' earnings of 
$2.83 per share. If one were to adjust Allied 
Group's earnings downward by 25% (fac­
toring out the underwriting differential 
between Allied Group and Allied Mutual), 
Allied Group's trailing 12 months' earnings 
per share would be only $2.12. Assuming a 

''Alfred and I plan to demutualize." 

Allied pool, parted with all its employ­
ees, and-worse-was stuck paying fees to 
Allied Group for various services. Today 
Allied Group is worth about $915 million. 
And what did Allied Mutual receive for part­
ing with everything? Not much: $24 million 
in cash, $52 million of Allied Group pre­
ferred stock, and Allied Life, worth about 
$50 million. The grand total: $126 million. 

A fter the �hirlwind of activity that 
led to riches for Allied Group and 
emasculation for Allied Mutual, 

Evans could have rested on his laurels. He 
was now quite wealthy and, when you get 
right down to it, there's not much you can 
spend your money on in Des Moines, any­
way. But he was eager to replay the success 
he'd had with Allied Group, this time using 
Allied Life, of which he was chairman, as 
the medium. (As you may recall, Allied 
Mutual had repurchased Allied Life from 
Allied Group in an unusual 1990 restructur­
ing, giving up Allied Group stock that 
would later be worth $273 million.) 

In November 1993 Evans arranged for 
Allied Life to go public. As in the past, the 
offering was no bonanza for Allied Mutual. 
It sold shares at $1 1.16 each (about book 
value) and received $19 million in cash. 
Engineering this small public offering must 
have consumed a great deal of Evans' time; 
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otherwise why would Allied Life�s "com­
pensation committee"-Harold Evans and 

·James Callison, who were also directors of 
Allied Mutual and Allied Group-have 
granted Evans ten�year .options on 26,650 
shares? . 

the sanie period Seate Farm's surplus grew 
from $10 . 12  bi l lion to $30 bi l l ion and 
Employers Mutual's surplus grew from 
$98.2 million co $410.8 million-annual 
rates ofJ0.38%. and 13.89%, respectively. 

So why did Evans gee paid .so much? 
That question is best put to the interlock­
ing boards of Allied Mutual and Allied 
Group. Bue while we're on the subject of 
Evans' compensation, why �id Allied 
Mutual own something called Allied Jet 
·Center, Inc., which was, apparently, the 
corporate mon.ike.r for a Learjet? Did Allie.cl 
Group share the cost of maintaining the 
Learjet, and did Evans use it co fly to his 
homes in Califomia? -Why, if it was once 
necessary,· did Allied Mutual, as Jamie 
Shaffer informed us, get rid of the jet a 

There's an old saw that a hooker has the 
best product in the world: slie sells it but still 
owns it. The same might be said of Evans. 
As chairman of All ied Group he'd sold 
Allied Life back to Allied Mutual, profiting 
handsomely from the deal. Now he would 

·profit once again from the salC o(Allied 
Life, through options granted to him. 
(Douglas· Ander.sen and Jamie Shaffer, 
Allied Group's · current CEO and CFO, 
respectively-both of. whom have been at. 
Allied for ages and .made a bundle as a 
result of the previous deals'---Cach got 
options on 13,325 Allied Life shares.) Small Insurance Company, Big Salary 

couple of years ago? Did that decision have 
anything to do·with Evans' stepping down 
as CEO at the end of 1994 and spending 
more time in California? 

A lthough Evans relinquished the 
titles .of CEO and president, he 
remained. chairman of all the Allied 

. companies, and his "imprimatur was every­
where:' A photo acc.ompanying .All ied 
Group's 1996 "message co shareholders" 
shows Evans . in a standing pose while 
Douglas Andersen and Jamie Shaffer sit at 
a table in front of him. 

Celebrating its tenth year as a public 
company, Allied Group used the opportun­
ity to rewrite history: "We achieved growth 
the same way we achieved greater prof-

itability: by implementing strategies 
·. that reflected . . .  our Iowa-rooted conser­
. vatlsm [emphasis added]." . . The Allied Life options were a rel­

atively minor deal, even for a penny­
pinching potentate · like Evans-he'll 
probabiy make less than $750,000.from . 
them over time. That's because Allied 
Life is a small company ($80:1 million 
in revenues, $46.S millio� of statutory 
capital) with no mutual affiliate from 
wliich to siphon premiums and fees. In 

John Evans was overpaid! John Evans ... _,, .. .AWED 
Edwanl Rust Jr •.• State Farin 
Bruce Kelley .... : .... Emptoyers. · 

. linplying chat a regional brand of 
.c;oriservatism had something i:o do 
·with Allied 's success was vintage 
Evans ·bunkum. Conservatism is a 

fact, it had to pay Allied Group $4.7 
million in fees for "human resources," 
"joint marketing," and computer ser-
vices over the last three years. 

.Evans made his big money from 
All ie'd Group and Allied Mutual .  
According to  the ever-handy Insurance 
Salary Survey (P.O. Box 604, Palatine, 
IL 60078, (847] 934-6080), his cumu• 
lative compensation for the four years 
ending in 1995 was $8.9 million, mak­
ing h i m, as far as we can tell, the 
highest paid mutual property/casualty 
executive in the country. E dward 
Ruse, for example, chairman and pres­
ident of Seate Farm (which is SO times 
larger than Allied) got $3.5 million dur­
ing the same period, and Bruce Kelley, 

· president and CEO of Employers 
Mutual ai1d EMC-Insurance Com­
panies (a Des Moines company the 
same size as Allied) got $1.4 million. 

Despite their lower pay, Rust and 
Kelley did much better jobs for their 
mutuals than Evans did for his. From 
the end of 1985 (when Allied Mutual 
cook Allied Group public) to the end 
of 19�6, Allied Murual's �urplus grew · 
from $ 1 02:8 inillion co $23 1 .5 mil­
"Iion-'-lln annual rate of 7 .66% . . During 
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disposition to preserve that which is 
established,. a tendency cowards grad­
ual change rather than. sudden shifts. .
Evans� contorted stratagems-from 
thimblerigging the Allied pool to 
denicinating Allied Mutual's labor 

· force�annoc, by any stretch of the 
imaginario�, be labeled cpriservative. 
And that label is too simplistic for 
Iowa, with: its intriguing contradic­
tions, as well. 

. lciwa has always had a predilection 
. for moderation, as well as, in the 
·• \vords of historian Dorothy Schweider, 

�a scro.ilg ·impulse .toward social 
refor.m": before the :civil War it  
passed prohibition faws, and abolition­
ist feelings·ran stiorig. Io�va embraced 

. the ·Repilblican 
. . parcy (the party of 

Lincoln); grariced constitutional rights 
to black men, and was home to the 
first state u niversity that admitted 
women. Iowa, as John Gunther noted, 
is "the heart of agrarian America," yet 

. the Popu list  party, which swept 
. through neighboring western states 
· 1ike a prairie fire, never took hold 
.there; but native-son Henry Wallace 
was the country's vice president from 
1941 io 1945 and ran for president in 
1948 under the Progressive ticket. 
Iowa voted for Dukakis in 1988 and 
Clinton in 1992 and 1996. 

In shore, "the Iowa-rooted conser-· 
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vatism" to which Evans refers is mislead­
ing. But Iowa is filled with well-educated, 
hard-working, churchgoing, temperate 
folks who eschew ostentation and would be 
repulsed by Evans' feculent business deal­
ings-if they only knew. 

"We'll take a calculated risk," Evans 
told Allied Group's shareholders in 1996, 
echoing the basic principles of insurance, 
"but we won't uust to chance." That sums 
up Allied Group's interaction with Allied 
Mutual: it seems that little was left to 
chance. Allied .Mutual was incapable of 
making a good dea l .  Allied Group ( in 
which Evans had a big stake) could do no 
wrong, acqu iring through a variety of 
maneuvers: the Allied insurance companies 
that grew the fastest, loans from Allied 
Mutual, a quadrupling of its share of the 
Allied pool, Allied Mutual's employees, 
and fees for computer- and investmenc­
management services from Allied Mutual. 
Allied Group relieved itself (at Allied 
Mutual's expense) of its overvalued capical­
inte nsive l ife-insurance company i n  
exchange for undervalued shares o f  the 
reliable property/casualty company, bought 
back its shares in exchange for a pungent 

perpetual preferred stock, and garnered a 
lucrative contract to "administer" the 
Allied pool. 

It's hard to discern any risk in these 
transactions, much less a calculated 011e. 
(Actually, Evans' greatest risk was that 
Allied Mutual's policyholders would notice 
what was going on and sering him up from 
the highest cree.) 

Although one of the purposes, ostensi­
bly, for caking Allied Group public was co 
generate additional capi tal for All ied 
Mutual and its subsidiaries, Allied Mutual 
didn't 11eed additional capital, much less 
need it so badly chat it should have sold its 
birthright: Allied Mucual's cash proceeds 
from the sale of its Allied Group shares 
totaled $24 million. 

As for Allied Group, over the years it 
raised $86 million from various public stock 
offerings, but spent $83 million repurchas­
ing its shares-$31 million in cash and $52 
million in preferred stock-approximately 
what it took in from the public. 

The open-market repurchases bring up 
the familiar issue of Evans' dichotomous 
behavior. In February 1993, for example, 
Allied Mutual had, under Evans' direction, 

Demutualization 
for Dimwits® 

A Reference for 
Insurance Execs!"' 
by Max Bialystock 

fun, Simple Schemas That 
Will Baffle The Regulators 

by Max Bialystock 
Master the fundamentals 
of demutualization­
from siphoning 
premiums and shifting 
assets to stacking the 
board and sucking up 
stock options--with this 
user-friendly guide for 
the mutual insurancc­
company executive. 
Discover the basic 
concepts of the 
Equitable Defense and 
the Beneficial Gambit. 
Learn to execute 
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Ten Easy Ways To R.lg The 
Insurance Pool 
How To Allocate Expenses 
To The Mulvol And Put 

· Revenues In The 
Stock Company 

the Yazoo Shuffle and 
the Back Door Swap. 
Teach policyholders 
the meaning of the 
cheap-suit blues. 

Pub. Price $19.99 
Mr. Pig's Price $29.99 

blown out the last of its Allied Group stock, 
receiving $16.44 per share. What was the 
purpose of this sale (other than to "serve" 
Allied Group)? Allied Mutual had no press­
ing need for capital and its balance sheet 
was better than Allied Group's. 

Within a year Evans would do an about­
face and oversee Allied Group's repurchase 
of shares at a higher prico--$16. 96 per share. 
This would prove co be as good a buy as 
Allied Mutual's sale was bad: over the next 
three years Allied Group's stock tripled. 
Once again, Evans profited from Allied 
Group's propitious repurchase but lost 
nothing as a result of Allied Mucual's 
untimely sale. 

The sale of Allied Mutual's-final block 
of Allied Group stock is even more puz­
zling in light of recent changes in Allied 
Mutual's asset mix. For quite a while 
Evans avoided common stocks, investing 
primarily in high-grade bonds. At year-end 
1992, Allied Mutual had $175 million of 
surplus and $397 million in assets, but just 
$2.2 million in stocks-0.6% of assets. In 
1996, Allied Mutual finally caught a touch 
of bull-market fever and raised its stock 
portfolio to 4.4% of assets, or $23 million 
(which is $1 million less than it received 
from its last sale of Allied Group shares). 
Had Al l ied Mutual simply held these 
Allied Group shares it would have made an 
additional $42 million. 

Although Allied Mutual hasn't had an 
equity interest in Allied Group since 
1993, the preferred stock it owns 

allows it to "nominate for election" (read 
appoint) two of the ten directors on Allied 
Group's board. Given the inherent conflicts 
of interest between the two companies, 
these d irectors should play the role of 
Allied Mutual's champion and protector. 
To do this, however, they would need to be 
independent of Allied Group and its man­
agement (It goes without saying that they 
shouldn't have any financial interest in 
Allied Group.) 

Were it not such a brazen disregard for 
propriety, All ied Mutual's selection of 
Evans and his brother Harold to represent 
the company's interests on Allied Group's 
board would be farcical, because it's diffi­
cult to imagine two directors more ill-suit­
ed than these. On the other hand, Allied 
Group's shareholders had every reason to 
fancy Evans: he'd masterminded the intri­
cate chain of events that had made them a 
fortune-at Allied Murual's expense. 
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Whether Evans' dismal record ac Allied 

Mutual (compared to his splendid record at 
Allied Group) is attributable to bad .luck, 
ineptitude, or conflict of interest doesn't 
matter; .he has done a miserable job for 
Allied Mutual's policyholders and shouldn't 
be their nominee for Allied Group's board. 

In fact,· if an outraged-and-determined 
New Y9rk journalist has· his way, Evans 
won't be on Allied Mutual's board, either: 
he'll b� booted out, along wi.th all the oth�r 
board members. This journalist, one David 
Schiff, is now an outside, independent 
nominee for the board, and has submitted a 
plan to liberate the company from Evans 
and Allied Group and return at least $385 
million to policyholders. (For more on this, 
see the following article.) 

Evans and his pals will, undoubtedly, 
defend their orchestration of the Allied 
Mutual and Allied Group intercompany 
transactions. They will assert that these 
deals were reviewed and approved by 
boards of directors, coordinating com­
mittees, investment bankers, lawyers, and, 
in some instances, the Iowa Insurance 
Department. They will declare that ad­
visors were hired and fairness opinions 
were issued; that certain matters were 
voted for by Allied Group's shareholders. 
They will state that Allied·Mutual's policy­
holders duly elected every director. They 
will . note that financial statements were 
gone over by independent auditors and 
that the insurance. companies were exam­
ined by state insurance departments. They 
will aver that Allied received high ratings 
from Best and Standard & Poor's, and that 
d ocuments were filed with the S EC, 
Nasdaq, and the New York Stock Ex­
change. And they will protest that our 
analysis has been made with the benefit of · 
hindsight-that no one could have fore­
seen that each and every. deal would be a· · 
boon for Allied Group and a bust for Allied 
Mutual. They may even say that they are 
shocked-shocked that things turned out 
so badly for Allied Mutual. (Or perhaps 
they'll take a different tack and maintain 
that Allied Mutual has done . . .  admirably!) 

But so what if sumptuously rewarded 
investment bankers and lawyers-sur­
prise!-signed off on transactions? Big deal 
if low-paid bureaucrats and overworked 
regulators approved, but missed the ramifi­
cations of, intricate pooling arrangements 
and ·s to.ck. transactions, Allied Mutual's 
directors-the last line of defense-were 
charged with the responsibility of watching 
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�y granddaddy once cold me that if 
you develop a. reputation for getting up 
early, you can sleep all day. He was also 
fond of saying that no one ever went broke 
selling the finest insurance scuff at the 
cheapest prices. 

Here at Mr. Pig's House oflnsurance, we 
live by that credo. We buy the best insur­
ance stuff by die truckload and pass our 
savings along to friends like you. A lot of 
people ask us how we can give away "The 
complete Sc/ii/f's lnsurana Observer' for only 
$135. Well, co tell you the truth, even I don't · 
know exactly how we do it! 

As always, .we thank you kindly for your 
patronage. And don't forget, if you're ever 
in lnsuranceville, Kcncucky, stop in at our 
b

.
rand new factoiy-oudec store. 

Failed Promises $15 
Insurance Company Insolvencies 
By Tho Subcommltteo on Oversight and 
lnve1tlgatlon1 of !ho Committee on Energy and 
Commerce, U.S. Hou10 of- Reprenntative1 
This 1990 classic i_s a delightful r!Jmp through 
the sleazy nether world of the insurance busi: 
ncss. The failures of the Mission, Transii:, Integ­
rity, and Anglo-American insurance ·companies 
get pl ency of play. A must-read in preparation for 
the ncxc round of insurance company insolven­
cies. 76 pages of fun. 

Ralph Nader� Betrayal 
By Andrew Tobias 

$10 
This 22-page masterpiece cells the srory of 
Tobias's 15-ycar fighc for auco insurance reform. 
Reprinted from ·wo11/z. 
•If you send us a self-addressed, pom1ge paid ($1.01) 
9x1Z envelope, we'll send you this for free. 

. A.M. Best Deposed $�9 -$-159-
c. Burton Kellogg, Best's senior vice president, 
describes the behind-the-scenes rating process 
in a fascinating and revealing 207-pagc deposi­
tion. (An cxccrpc appeared in the November 
1994 issue of Sclzijf's Insurance Observer.} 

out for the policyholders. John Evans may 
have been their friend, colleague, or broth­
er, but their allegiance rightfully belonged 
to Allied Mutual. Whether. die directors' 
poor decisions were due to

. 
negligence, ig­

norance, or . bad luck-the disembowel­
ment of Allied Mutual Insurance Company 
happened on their watch. · 

We'll be the first to admit that calling 

HOUSE OF INSURANCE* 
0The Best Insurance Stull Money Can Buy" 

The Coral Re Papers $30 
Coral Re is a tiny Barbados reinsurer thac AIG 
crcaccd and then ceded $1 billion of business. 
Tlze Coral Re Papers include che Delaware Insur­
ance Department's report on the Lexington 
Insurance Company's involvcmenc with Coral, 
Coral's 1987-1993 financial statements, and 
three articles from &lzifl's Insurana O/Jmwr that 
created a stir. . 

Hank Greenberg doesn't warit you 10 read 
this. So buy it now because supplies arc limited. 

"Myth vs. Reality'' $10 
A Critique of Conseco's Standards 
of Accounting and Accountability 
By Abraham Brilaff 
Read the words that Conseco uied <0 silence! 
Briloff, the noted professor and author, dissects 
Conscco's clever accounting practices and bot­
rom-linc boosters in a scaring, albeit somcwhac 
technical, analysis. Forty-one pages of hard-hit­
ting information. 

"Signs of Insurance" $23 
By Edward R. Tufts and Lynne A. Leopold-Sharp 

A 
·
1aVishly illustrated hardcover hiscory of insur­

ance signs and their origins. 148 pages. 

The "Auto Insurance 
Report'' Yearbook $395 
Produced by Auto Insurance Report, this tome 
provides a comprehensive summary of the au co 
insurance market in all fifty states and D.C. 

Complete with regulatory and legislative 
reviews, markcc share :ind profiiabilicy data, and 
more. Over 300 pages of information. 

The �omplete 
"Schiff's Insurance Observer'' $ 135 
This package traces the Obserwr from its hum­
ble origin co its glorious prcscnL A must for all 
serious collectors. EiliJtt years of iconoclastic 
insurance analyses, breathtaking historical 
pieces, and prescient ponderings. (Caveat emp­
tor: the firsc few issues were really terrible.) 

To order, eilher coll "'with your Americon Exp<oss informo6on 
or send a ch.& or American Exp<oss inlonnofion lo: 
Mr. Pig's House of Insurance 
10 Columbus Circle, Suite 2195 
New York, N.Y. 1 0 019 
(2121 765-2103 Fax (2121 246·0876 
IHYm/Jonb oJ4 8.25" .. r.. ""'1 

attention to directors' disposition to be 
rubber-stamping yes-men is a bit like 
comp laining that an outhouse stinks. 
Unfortunately, insurance-company ·direc­
tors often serve the same function as 
Calvin Coolidge, · who, according to Will 
Rogers, "didn't do anything, but that's 
what the people wanted done." 

Although complacency is not a desirable 
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uait in a mutual-insurance-company board, 
it may no� be coo damaging a quality when 
a company is run by people like Bruce 
Kelley or Ed Ruse. On the other hand, giv­
ing John Evans a pliable board is like giv­
ing a · two-year-old a chainsaw-something 
bad is likely to happen. 

There's an investment angle to this 
story, and it is the sale of Allied 
Group stock. (For the record, we 

are neither long nor short and don't intend 
co take a financial position.) Allied Group 
has profited by riding-no, by taking­
Allied Mutual's coattails. From 1985 to 1993 
it grew rapidly by increasing its share of the 
Allied pool from 38% to 64%, and its earn­
ings were boosted by outsmarting Allied 
Mutual in a variety of ways. Since 1991,  
however, Allied Group's annual premium­
growth rate has slowed to 14.75% (10.3% 
since 1994). Earnings per share have grown 
much faster, though-23.6% compounded 
annually-in part because of fees charged 
to Allied Mutual (which accounted for ZS% 
of Allied Group's 1996 earnings). But Allied 
Group's relationship with Allied Mutual is 
approaching a state of enuopy-there isn't 
as much left to reap as there once was 
(Allied Mutual made $12 million in 1995 
and $6.8 million in 1 996), and whatever is 
reaped now will be less meaningful to 
Allied Group. (Allied Group made $52.3 
million in 1995 and $51 million in 1996.) 

Although its earnings were up almost 
50% in the first half of 1997 due to im­
proved experience in personal auto and 
homeowners, Allied Group may be sitcing 
on the equivalent of a toxic waste dump: the 
manner in which ic has achieved much of its 
growth over the .years. If Allied Mutual's 
policyholders decide chat they're mad as 
hell and aren't going to cake it anymore, 
they might stage a revolt that culminates in 
the overthrow of Evans and the board, the 
elimination of excess fees paid to Allied 
Group, and the reversing of a decade's worth 
of cheap-jack maneuvers and gossamer 
uansactions. Such an occurrence would have 
a devastating effect on Allied Group's earn­
ings, balance sheet, and stock price (and a 
correspondingly beneficial effect for Allied 
Mutual's policyholders). 

It is possible, of course, that this apoca­
lyptic scenario is no more than the fanciful 
dream of a quixotic muckraker. Evans may 
be many things, but he is not stupid; Allied 
Mutual and Allied Group are intertwined 
through a variety of long-term contracts 

1 8  

and agreements that were designed by 
well-paid lawyers. 

simple truth is often forgotten: mutual 
insurance companies are not the property 
of their directors or employees-they 
belong to their policyholders. 

Yee we sense a turning of the tide, a 
move towards reform. Not so long ago, 
shareholders of public companies were dis­
enfranchised too, but activists-at first a 
few small individuals, then corporate 
raiders, public pension funds, and mutual 
funds-demanded accountability. This 

Policyholders' long period of quiescence 
may be coming to an end. And if it does, 
that may cause a few sleepless nights for 
John Evans, Allied Mutual's directors, and 
Allied Group's shareholders. 11 

ALLIED Mutual Chronology 
1929 

Allied Mutual formed in 
Iowa. Amended articles 
of incorporation later 

slate that "the purpose and object 
of the corporation shall be to 
engage in the business of insur­
ance ... upon the mutual plan." 

1964 
John Evans, 36, succeeds his father 
as head of Allied Murual. 

1974 
""'""' Allied Mutual forms a llllllillm downstream holding 
company, Allied Group. 

1985 4 ·Allied Group goes public, 
raising $ 1 6.8 million by 
issuing shares at a price 

approximating book value. Allied 
Mutual's ownership decreases to 
79%. Allied Mutual's 1,000 em­
ployees provide all services for 
Allied Group and administer the 
Allied pool. 

Stock options granted, 
including 234,516 to John 
Evans. Douglas Andersen 

and Jamie Shaffer each get 43,268. 

1986 �· 1·-, Allied Group forms West­_:?:-�.; ern Heritage Insurance 'f�� Co., which doesn't cede 
business to the Allied pool even 
though it markets through a "readi­
ly available distribution system"­
Allicd Mutual agents. 

1987 
Allied Group forms Allied 
Group Information Sys­
tems (AGIS) and begins 

charging fees to Allied Mutual. 
Allied Group increases its share of 
the Allied pool to 41%. 

1988 
i l!bl Evans receives 10-ycar 1 I I options to purchase Allied 

Group stock for 44¢ per 
share. (Book value is $6.38 

per share.) Other employees 
receive similar options. Allied 
Group directors (many of whom 
also serve on Allied Mutual's 
board) arc offered Allied Group 
stock options. 

1990 Ci) Big restructuring plan: 
Allied Group sells Allied 
Life to Allied Mutual for 

17% premium to book value and 
repurchases its own shares from 
Allied Mutual at an 18% discount 
to book value. (By 1997 Allied Life 
is worth $50 million and Allied 
Group's repurchased shares are 
worth $273 million.) 

Allied Group's percentage of the 
Allied pool is raised to 53%. 
"[Increasing the pool) gave us all 
the advantages of an acquisition 
without any of the drawbacks," 
says Allied Group. 

� ployees arc transferred to 
,.•� All Allied Mutual em-

/Xi Allied Group. 
Allied Group's ESOP borrows 

$35 million (guaranteed by Allied 
Group) to buy Allied Group con· 
vcnible preferred stock at a 
bargain-basement price, thereby 
diluting Allied Mutual. Allied 
Group employees will make $243 
million as a result. 

Allied Mutual's ownership of 
Allied Group is now reduced from 
78% to 40%: Allicd Group's em­
ployees own 37%. 

1992 I� Allied Group's share of 
the Allied pool increases 

. again-to 60%. 
Allied Group issues $52 million of 
61/lfo nonconvcriible preferred 
stock to Allied Mutual in exchange 
for 4,11 1,2.50 shares of Allied Group 
owned by Allied Mutual. Allied 
Group later refers to this preferred 
stock as "a source of low-cost eapi-
1al." Today, the preferred stock is 
worth $52 million, but the shares 
Allied Mutual parted with are 
worth $185 million. 

1993 
Allied Group's share of 
the Allied pool increases 
to 64%. AMCO (an Allied 

Group subsidiary) replaces Allied 
Mutual as the administracor of the 
Allied pool. Breaks uadition and 
begins charging fees to make a 
profit. Evans calls this deal "an 
opportunicy to flow every dollar of 
savings straight to the bottom 
line"-Allicd Group's bottom line. 

As a result, Allied Group earns 
$21.4 million from underwriting 
over the next four years while 
Allied Mutual loses $63 million. � Under Evans' direction, II:: Allied Mutual sells the \...I' last of its Allied Group 
stock at $16.44. Says Allied Group: 
"The sale of the mutual's shares 
served all stockholders by increas­
ing the float without diluting cam­
ings or book value." 

Allied Life goes public. Evans, 
Andersen, and Shaffer get stock 
options. 

1994 
Allied Group repurchases 
stock at a higher price 
than that at which Allied 

Mutual sold ouc. Allied Group's 
stock uiples in next chree years. 

Allied Murual's executives appar­
ently dislike traveling on sched­
uled flights: the company owns 
a Learjet. 

1995 
Evans receives $8.9 mil­
lion in compensation be­
tween 1992 and 1995. He 

is now Allied Aluruafs nominee for 
Allied Group's board. 

1997 
Allied Murual is worth $24-0 
million. Allied Group is 
worth $915 million. Evans 

is scill chairman of Allied Mutual, 
Allied Group, and Allied Life. His 
shares arc now worth $15.5 million. • David Schiff is nominated 

for Allied Mutual's board 
by dissident policyholder. 

Will attempt to gain scat held by 
James Callison. Also seeks to boot 
out the current board, 1eversc previ­
ous transactions with Allied Group, 
and return at least $385 million to 
Allied Mutual's policyholders. 

Power to the policyholders! 

SCHIFF'S INSURANCE OBSERVER - OCTOBER 1997 



( 

l 

on 
THE INSURANCE NEWS 

NETWORK 
HTIP://WWW.INSURE.COM 



( 
The Liberation of Allied Mutual 
How I Plan to Seize Control .of Allied Mutual 
by David Schiff 

I 'm a fan of mutual insurance; it's 
worked for a long time. I'm also a fan 
of stock insurance companies. Many 
have done well for their policyholders 

and their shareholders. 
The concept of mutuality, however, is 

under attack. In New York, which is noted 
for its coriservacive insurance regulation, 
Governor Pataki has proposed a nasty 
mutual-holding-company law that would 
allow mutuals to put their insurance compa­
nies into holding companies and sell stock 
in these holding companies to-who 
else?�the public. 

In theory this may not always be bad; 
in practice it stinks. Nonetheless, many 
mutual-insurance-company executives 
embrace demucualization because it's a way 
for them to expand their companies' capital 
and engage in chat great American pas­
time-making acquisitions. Whether that's 
good for the policyholders is, apparently, 
beside the point. Once a mutual is partially 
converted co a stock company, its execu­
tives can wrap their hands around the stuff 
that dreams are made of-stock options­
and, with a little "luck," make a bundle, · 
like John Evans. Although Allied Mutual 
isn't the only mutual insurance company to 
have taken a beating from its stock-compa­
ny affiliate, it's the most egregious example 
I've ever come across. 

Last year I traveled through Iowa, which 
has 149 domestic mutuals, and visited sev­
eral of th_e largest, some of which have pub­
licly-held affiliates and some of which don't. 
(Iowa is on the front lines of the demutual­
ization business, and Allied was one of the 
earliest to leave the trenches and go over 
the top.) I didn't meet with Allied-neither 
Evans nor Andersen was available-hue I'd 
seen Evans do his shtick at insurance con­
ferences over the years and was vaguely 
familiar with the success of Allied Group's 
stock. 

When I delved deeper into the Allied 
Insurance companies chis summer I became 
appalled-not just by the clever deals and 
asset shuffiing, but by the shameless way 
Evans and his fellow executives boasted of 
their exploits to Allied Group's shareholders 
(e.g. "Having [AMCO] named administra­
tor of the Allied pool is an opportunity to 
flow every dollar of savings straight to 

[Allied Group's] bottom line"). Evans' 
hubris left me aghast. How, I wondered, 
was it possible to preside over the transfer 
of more than $500 million of value from 
Allied Mutual to Allied Group without 
someone-a regulator, a consumer· activist, 
a strike-suit lawyer-screaming bloody 
murder? Didn't anyone care about the poli­
cyholders? After all, Allied Mutual-a// 
mutuals-are supposed to be run for the 
benefit of their policyholders. 

When Kent Forney, a partner at Brad­
shaw, Fowler, Proctor & Fairgrave, in Des 
Moines, taught law, he used to make this 
analogy: "A policyholder's interest in che 
surplus of a mucual insurance company is 
roughly akin co a spouse's dower right, 
which is an inchoate right chat can't be 
enforced until there's a dissolution of the 
marriage by divorce or death. Similarly, a 
policyholder's interest in the -surplus can't 
be enforced until there's dissolution of the 
insurance company." But, notes Forney, 
unlike a spouse's dower right, che value in a 
mutual insurance company belongs to the 
policyholders-they just don't have the 
individual right to compel the mutual co 
pay it out to chem. 

Somewhere along th·e way Allied Mutual 
seems to have forgot chat its purpose was 
not to provide stock-market profits for 
Evans and his fellow employees. "The pur­
pose and object of [Allied Mutual]," states 
the company's amended and restated arti­
cles of incorporation, "shall be to engage in 

Policyholders of Allied Mutual, unite! 

the business of insurance . . .  upon the mutu­
al plan." Evans and the other Allied Mutual 
directors were fiduciaries; they were sup­
posed to watch out for Allied Mutual, not 
worry-as those who were on both boards 
had to-about earning a high return on 
equity for Allied Group. 

As I researched the Allied article­
reviewing financials, reading documents, 
pondering transactions-I came to the con­
clusion that I wouldn't encrust Evans with 
the screw-off cap of an empty bottle of 
muscatel, much less the directorship of a 
large mutual insurance company. I was 
reminded of Alexander Woollcott's quip 
that a stockbroker is a man who takes your 
fortune and runs it ·into a shoestring. 
Woollcott apparently never met the chair­
man of a mutual insurance company who 
owned stock in its publicly-held affiliate, 

I imagined that Evans had some convo­
luted rationalization for the disparate results 
experienced by Allied Mutual and Allied 
Group-something along che lines of the 
1 968 Associated Press d ispacch from 
Vietnam quoting a U.S. Army Major saying 
"It became necessary to destroy the town to 
save it." 

But Evans didn't return my calls, nor did 
any of the other directors besides Hoak, 
who displayed a curious inability to recall 
details concerning his tenure on both 
boards. 

It was around this time that I decided to 
do what anyone in the world is entitled to 
do: run for Allied Mutual's board, take con­
trol of the company, and sec things straight. 
You see, I have as much right to be on 
Allied Mutual's board as John Evans does. 
"Directors need not be residents of Iowa," 
states Allied Mucual's articles of incorpora­
tion, "and need not be Members [policy­
holders] to qualify for election to office." In 
fact, the requirements are surprisingly sim- t 
pie: "Nominations for membership on the a 
board of directors� .. [must be) presented in £ 
writing, signed by the Member . . .  ac least 60 l 
days prior to" the annual meeting. That's it. J 

Since Allied Mutual has about 100,000 !' 
policyholders, I knew it wouldn't be diffi- 1 
cult to find someone to nominate me. But I i 
wanted to keep my intentions under � 
wraps-this was a sensitive subject, after 3 
all-so I asked my ex-wife, the writer Joyce � 
Walter (whose novel, The Hallie Lawrence I Story, is one of the funniest books I've ever 
read), if she had any objections co becoming � 
an Allied Mutual policyholder. Joyce knows � 
as much about insurance as I know about 1 
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Schiaparelli cocktail dresses, but s he's 
always been a champion of the masses and 
was glad to help. So I located an Allied 
agent, took care of the arrangements, and 
paid a $200 premium. Her policy arrived in 
the mail "three weeks later, along with a doc­
ument signed by Douglas Andersen, Allied 
Murual's president, s tating that she "is a 
member of the company and is.entitled to 
vote . . .  at all meetings." 

In compliance wi th Allied M utual's 
requirements, Joyce formally nominated 
me in .a letter addressed to Evans and 
Andersen. (I drafted the letter and she 
signed it.) To ensure that the nominatio� 
would arrive promptly, I personally took it 
to Federal Express. 

I also enclosed a letter outlining my rea­
sons for seeking .election to Allied Mutual's 
board, and suggested that it would make. 
matters easier for me (and better for the 
policyholders) if the current board would, in 
accordance with Article 9, Section G, resign 
en masse immediately after appointing me 
(and my slate of first-class fiduciaries) as 
directors of Allied Mutual. To show that 
there were no hard feelings, I offered to 
send each Allied Mutual director a bottle of 
Dom Perignon upon his resignation. 

Assuming that the directors reject my 
offer-as I expect them to-I'll wage a 
proxy fight and get elected at Allied 
Mutual's annual policyholders meeting, 
which is scheduled for one o'clock on 
Tuesday March 3, 1998, at the home office 
in Des Moines. Since Allied Mutual has a 
staggered board, only one seat, that held by 
James Callison, will be up for grabs this year. 

Before I get into the details of my plan, 
I'll pose a rhetorical question: Can a lone 
muckraker, armed with a Power Macintosh 
6500/250 and a budget that can barely buy a 
rou nd-lot of Al l ied Group stock, walk 
through the mean streets of Des Moines, 
seize a seat on the board of a large mutual, 
and wrest control from an entrenched chair­
man and his obliging understrappers? 

Ordinarily that would be unthinkable. 
But Allied is no ordinary mutual: it is a vas­
sal bound in feudal service to a tyrannical 
lord. It has seen its assets sold for bupkis, its 
employees taken, and its premiums divert­
ed. It is encumbered by administrative fees 
levied by Allied Group, and, not surprising­
ly, is only marginally profitable. The final 
insult: Allied Mutual's policyholders gener­
ally pay high er· premiums than Al l ied 
Group's policyholders do for essentially the 
same coverage. 
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earn more from its administrative fees. In short, Allied Mutual is like a pile of 
oily rags .(the hazard we were warned of in 
Insurance 101): it's an explosion waiting to 
happen. That's why I can overthrow the 
board. Ultimately, people will not allow 
such an inequitable situatio'n to continue. 
That Evans has, for so long, pressed down 
upon the brow of Allied Mutual a crown of 
thorns is a testament to policyholders' igno­
rance, regulatory folly, a lack of scrutiny, and· 
a general sense of complacency. But that's 
coming to an end. 

· 

B. ecause Allied Mutual's policies tend 
to be more expensive than Allied 
Group's, Allied Mutual's polii::yhold­

.ers are not benefiting from their company's 
surplus; they'd actually be better off with 
Allied Group policies. Allied Mutual's.n'a/ 
beneficiary is Allied Group; it receives 
administrative fees and, through the Allied 
pool, the use of Allied Mutual's surplus, 
which enables the Allied companies to write 
more premiums, thereby allowing AMCO to 

There's a good solution to this situation, 
and it's the backbone of my campaign for 
the board. Allied Mutual should reverse the 
myriad transactions in which it was bested 

'by Allied Group: the pooling changes, the 
stock swaps, the administrative fees-every­
thing. Since that may involve technical diffi­
culties (and since Allied Group won't imme­
diately agree to this), Allied Mutual might 
have to hire lawyers and consider seeking 
some kind of compensation for at least a 
decades' worth of sniggering schlock-house 
transactions. Although Allied Mutual was 
once much larger than Allied Group, its 
$240 million of surplus is now about one­
quarter of Allied Group's $915 million mar­
ket cap. Perhaps the two companies could 
simply split the difference-$675 million­
and do away with legal bickering. 

Even if it receives a large payment from 
Allied Group, Allied Mutual won't have the 
wherewithal to administer its book of busi­
ness (after all, it has no employees). There-
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fore, it should sell ics $300 million in premi­
ums (which had a 62.5% pure loss ratio last 
year) co the highest bidder. Investment 
bankers (not the ones who did the fairness 
opinions) can handle this, and I wouldn't be 
surprised if Allied Mutual gets $125 million, 
maybe more. As a matter of fact, Allied 
Mutual's book of business would fit quite 
nicely with Allied Group's operations. 

What will Allied Mutual be wonh when 
this has been accomplished? Well, it staned 
with $24-0 million in surplus. Add $125 mil­
lion from the sale of ics book of business, 
plus whatever is received in settlement 
from Allied Group (half of $675 million?). 
Throw in $20 million or so for the equity in 
ics loss reserves and the total is somewhere 
between $385 million and $725 million. 

Whatever the final figure rums out to 
be, it belongs to the policyholders. Since 
there are approximately 100,000 of them, 
that's $3,850 co $7,250 apiece. Whether the 
best way to distribute this is by declaring a 
dividend, by liquidating Allied Mutual, or 
by some other means, is a matter that will 
require the assistance of accouncancs and 
lawyers (doesn't everything?). We'll hire 
the best when I'm Allied Mutual's chair­
man, and get the money back co the policy­
holders as soon as possible. (By the way, 
I'm waiving all compensation and director's 
fees, and Joyce will waive any proceeds or 
distributions chat would ordinarily be due 
her as a policyholder.) 

To kick off my campaign for Allied 
Mutual's board I've placed an ad in The Des 
Moines Register (see previous page), briefly 
explaining the situation and seeking the 
support of policyholders. Although the 
election is five months away, I have a feel­
ing that it will turn out to be an uneven 
battle: Evans and the other Allied Mutual 
directors won't stand much of a chance. 
Through their actions they have demon­
strated chat they aren't fit to be on Allied 
Mutual's board, and their agenda-whatev­
er it is-has not served the policyholders. 

I have a suspicion that once Allied 
Murual's gimcrackery gyrations, chop-shop 
poolings, and irreconcilable conflicts of 
interest are exposed co the light of day, the 
policyholders, the regulators, the press, and 
the public will demand change. The time 
is right, and I hope my actions will serve as 
an inspiration for mutual policyholders, as a 
wake-up call for regulators and legislators, 
and, at long last, as deliverance for the true 
owners of Allied Mutual. 

Power co the policyholders! u 
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Senate I B L  Comm ittee 
March 24 , 201 5 

TESTIMONY OF PATRICK J .  WARD I N  S U PPORT OF E N G ROSSED H B  1 3 1 3  

G ood morn i ng C h a i rman Klein and Members of the Senate I B L  

Comm ittee. 

My name is Pat Ward . I rep resent Nodak Mutual  I n s u rance Company in 

support of Eng rossed HB 1 3 1 3 . 

This b i l l  cha nges cu rrent North Dakota law with respect to dem utua l izat ion 

of a domestic i n s u rance company. Many of these laws, l ike the cu rrent North 

Dakota law, date back to a t ime i n  h istory when M utual 's were sma l l ,  comm u n ity 

based entit ies. Many states are modern izi ng their cu rre nt demutual izat ion law to 

m ove in  t h is d i rection  beca use the cu rrent form is u nworkable and is seldom ever 

used . 

A mutual  i nsurance company has l i m ited ways to raise capita l .  I t  can do 

so thro u g h  reta ined earn ings,  a merger tra nsact ion ,  a s u rp lus note, a q u ota share 

or  demutual izatio n .  Demutual ization a l lows a mutual  company t o  sel l  stock a nd 

become a stock or  cap ita l company. I t  is the o n ly option which makes it much 

easier for a company to raise capital  and a lso meet its enterprise risk 

req u i rements. 

A h ot topic in the insurance industry tod ay is enterprise r isk management. 

You have a l ready seen some Senate b i l ls wh ich deal with this issue and req u i re 

insurers to self-eva lu ate and make reports on their  a b i l ity to withstand severe or 

u nexpected events such as a n  u n usual  n u mber of catastrophe losses o r  a 

1 
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financial crisis like 2008 and 2009. Capital expansion might allow companies to 

reduce their exposure to such shocks. 

A mutual company by law is a company with no capital stock. 

Policyholders can be members of the mutual insurance company but are not 

really owners of such a company. Ownership is an imprecise term and 

membership in a mutual insurance company is not equivalent of ownership. It 

consists primarily of voting rights and membership rights. 

Ten jurisdictions including Minnesota, Kansas, Michigan, Pennsylvania, 

Delaware, Mississippi, Rhode Island, Texas, DC, and Illinois have already 

moved to this subscription rights model of demutualization. It gives policyholders 

many protections including the first right to buy stock and places many 

protections on director and officer involvement in the conversion to a stock 

company. It more easily permits affiliations with other companies than under the 

older versions of the mutual holding company model act. 

In a mutual insurance company policyholders have two sets of 

rights. One is the contractural right to insurance coverage and the other is 

membership rights. In a mutual holding company, these policyholder rights are 

preserved but separated into two separate legal entities. The contractual right to 

insurance remains but is with the licensed insurance company which becomes a 

stock company as part of the process. Their membership rights are transferred 

to a new mutual holding company that initially owns 100 percent of the stock and 

must always own at least 51 percent of the voting rights . 

2 
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The updated demutual izat ion model we a re advocat ing is cal led a 

subscript ion rig hts model . Th is model g ives a com pany the flex ib i l ity to ra ise 

cash either thro u g h  a fu l l  conversion which wou ld be to sell 1 00 percent of the 

stock or more l ikely a min ority stock offer ing whereby the mutua l  ho ld ing 

company,  usua l ly  th roug h a newly formed intermed iate ho ld ing compa ny, offers 

n o  more than 49.9 percent of its eq u ity to pol icyholders and the pub l ic  using the 

sta ndard conversion method.  This method would permit a mutual to ra ise 

mea n i ngfu l capita l and sti l l  mainta i n  control of the company.  I t  leaves the opt ion 

of later demutua l iz ing the rest of the company to ra ise addit ional  capita l .  I n  either 

event, the policyholders have a right of first refusal to buy the stock when it 

is offered as well as several other protections built into the model. 

Pass i ng th is  leg is lation wi l l  benefit N o rth  Dakota n cit izens because it wi l l  

a l low mutua ls  to ra ise cap ita l and g row, h opefu l ly creat ing jobs .  I t  wi l l  g ive 

pol icyholders a chance to become an owner of the com pany.  It helps insure 

solvency, conta ins severa l protections for mem bers in  the conversion process, 

wi l l  keep North Dakota mutua l  compan ies fi nanci a l ly competitive with those in  

other states ,  a n d  cou ld be used as a tool to  attract addit ional  m utuals to  North  

Da kota . W e  h ave ru n th is  by our  I nsurance Comm issioner and he h as no 

objection to passage of  th is b i l l  as i t  provides a g reat dea l  of  involvement and 

oversight  by DOI of  any company us ing i t  to  convert to a stock company.  

We u rge a Do Pass on Engrossed HB 1 3 1 3  a nd I wi l l  try to answer any 

q uestions . 

P IPWAR D\Legislative 2 0 1 5\Testimony in Support of HB 1 3 1 3.doc 
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0 The b i l l  s u bo r d i n a tes t h e  r ight of i n s i d e rs to buy stock to t h e  

r ights o f  p o l i cy h ol d e rs .  
0 A n  i n s i d e r  ca n n ot p u rc h a s e  stock i n  a ny g re a te r p e rce ntage 

t h a n  a l l  p o l i cy h o l d e rs co m b i n e d  a n d  a s  a gro u p  i n s i d e rs ca n n ot 

a cq u i re m o re t h a n  35% of t h e  tota l n u m b e r  of s h a re s  i ss u e d . 
0 I ns i d e rs ca n not s e l l  t h e i r  stock fo r at  l east  a ye a r  afte r c l o s i n g .  
0 They ca n n ot p u rc h a s e  sto ck othe r  t h a n  t h ro u g h  a stockbroker 

who c a n  o n ly b roke r a t ra d e  o n  the o p e n  m a rket - t h u s  t h e  i n s i d e rs 

c a n n ot t ry a n d  scoop u p  t h e  stock from u ns u s pe ct i ng  s h a re h o l d e rs at  

b a rga i n  pr i c es .  
• The co m p a ny ca n n ot buy back  stock fo r 3 ye a rs a fte r t h e  

conve rs io n  u n l e ss i t  is  a n  o p e n  m a rket offe r to p u rc h a se m a d e  t o  a l l  

s h a re h o ld e rs - a ga i n, n o  i n s i d e r  d e a l s .  
0 The c om pa ny ca n not a d o pt a ny stock b a s e d  co m p e nsat ion  

p l a n  ( p rovi d i n g  sto c k  o pt i o n s  o r  restr icted  stock a w a rd s )  u nti l at  least 

6 m o n t h s  a fte r t h e  c onve rs io n .  The refo re, i n s i d e rs ca n n ot s l i p  a 

benefit p l a n  i n  for themse lves a s  p a rt of t h e  d e a l .  They c a n  o n ly 

a d o pt a b e n efit p l a n  s ix  m o nths afte r t h e  conve rs i o n  w h e n  t h e  

s h a re h o l d e r  b a s e  p r es u ma b ly cons i sts o f  l o n g  te rm s h a re h o l d e rs .  

=# /  
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H B 1313 

C h a i r m a n  K l e in  a nd m e m be rs of  the  Sen ate I B L  Com m ittee, I am Represe ntative 

M a rvin  N e lson fro m Di strict 9.  

H B 1313 re presents a problem, it sets u p  a confl ict of  i nte rest between the boa rd 

of the m utu a l  i n s u ra nce com pa ny a nd the boa rd of the fo r profit com pa ny formed 

by the m utu a l  i n s u ra nce com pa ny. 

Th is creates the confl ict that the boa rd of the fo r profit co m pa ny has the 

respo n s i b i l ity to maxim ize profits, the easiest p lace to get those profits is the 

pa rent co m pa ny. 

Th is is  a rather stra nge situation s i nce it comes from the N o D a k  M utu a l  Boa rd . 

The cu rrent boa rd m a ke u p  is d u e  to the N D  I n s u ra n ce Com m iss ioner  ta king 

contro l of the com pa ny due to a co nfl ict of i nterest between N o rth Da kota Fa rm 

B u rea u a nd N o D a k  M utua l .  Both were contro l led by the sa m e  boa rd . 

N ow, the N o D a k  M ut u a l  Boa rd is asking you to lega l ize them sett ing u p  the same 

sort of confl ict of i nte rest. A co nfl ict of i nte rest which wou l d  rea l ly exist for every 

mutu a l  i n s u ra n ce compan y i n  the state as soon as  we pass the law. 

I am h a n d i ng out an exa m p l e  of a worse case scena rio where a pa re nt co mpa ny 

was gra d u a l ly ta ke n over by a s u bs id i a ry which origi na l ly sta rted at 21%. It took 

yea rs, but over the cou rse of yea rs, the President of both com p a n ies i n  a series of 

decis ions bas ica l ly moved 500 m i l l ion  d o l l a rs a nd a l l  the e m ployees from the 

m utua l  co mpan y to the com pa ny of which he owned a major s h a re .  Would this 

ha ppen, I d o n 't know, but 1313 ma kes it poss ib le  fo r it to h a ppen h e re .  

The o n ly rea l  protection is  that t h e  i n s u ra nce com m issio n e r  m u st a pprove th i ngs 

i n itia l ly. The vote a n d  such of the mem bers is, at least in the case of NoDak, no 

p rotection at a l l .  If  you read t h rough the a rtic le on Al l ied G ro u p, t h i n k  of the 

dozen or  so tra n sa ctions a nd whether or  not each wou ld by t h e m se lves be a red 

flag. I t h i n k  none of the m by the mse lves wou ld have been d isa l l owed, yet the end 

resu lt was the b leeding of  the mutu a l  com pa ny. 

I 
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The Dark Side of Demutualization (or How to Make 
a Fortune From a Mutual Insurance Company) 
The ALLIED Invasion 

I n theory a mutual insurance company 
is a wonderfu l th ing: a col lective 
where insureds pool their risk and 
resources for the com mon good.  

Because a mutual is  not beholden to share­
holders-it has none-its mandate is to 
serve its policyholders. 

Mutual insurance has a long, noble tradi­
tion, and many mutuals are exemplars of 
prudence and success. One need look no 
farther than State Farm, America's largest 
insurance company, to see what has been 
accomplished under this form of ownership. 

A l though mutua ls  have done qu ite 
nicely for more than two centuries, the 
concept itself has been called into question 
of late. A small number of mutuals have 
gone so far as to demutualize, abandoning 
the cooperative form altogether. Equitable 
Life and UNUM are notable examples. It 
is ironic that, in an industry awash with 
capita l ,  the most common objection to 
mutual ownership is that it is difficult for a 
mutual to raise capital, particularly equity 
capital. (Mutuals can't issue stock; they 
often raise money by issuing surplus notes, 
a form of long-term debt.) While access to 
the equity markets offers companies the 
opportunity to expand their capital, dozens 
of insurers, includ ing AIG, Chubb, St. 
Paul, and Travelers, are now, in a sense, 
telling the stock market to shove it-they 
are repurchasing their shares by the truck­
load, shrinking their capital. 

Another com m o n  o bjection  to the 
mutual form of ownership is that mutuals 
can't grant stock options, thus making it 
difficult for them to attract and retain good 
people. We have not, however, noticed any 
correlation between policyholders' value 
and stock options. In life insurance, where 
policies are easily compared, most of the 
companies with the best 20-year interest­
adjusted cost indices are mutuals. (This 
phenomenon is not u nique to insurance. 
Vanguard Group, the highly efficient low­
cost mutual fund giant, is a mutual.) 

One capital-rais i ng gambit used by 
some mutuals is a downstream holding 
company (a stock subsidiary that owns an 
insurance company) that sells shares to the 
pub l ic. Among those emp loyi n g  th is  
approach are Allied Mutual, Employers 
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As chairman of Allied Mutual and Allied Group, John Evans faced numerous conflicts. 

Mutual, Harleysville Mutual, Nationwide 
Mutual, and State Automobile Mutual. In 
these situations the mutual and the stock 
company generally share the same man­
agement, board of d i rectors, faci l ities, 
employees, and agents. The problem with 
this structure is that it creates conflicts of 
interest; management is faced with two 
mutually exclusive responsibilities: provid­
ing policyholders with insurance at the 
most efficient cost, and providing share­
holders with the highest return on their 
investment. 

Policyholders of the mutual probably 
assume that conflicts aris ing from this 
problematic situation will be dealt with 
fairly, that management-which has a 
fiduciary responsibility to protect and pre­
serve the mutual 's assets (but usual ly 
owns shares in  the stock company)­
won 't put its financial interests ahead of 
the policyholders'. 

Employers Mutual, for example, the 
large Des Moines-based writer of commer­
cial insurance, has balanced its policyhold­
ers' interests with those of its stock com­
pany's shareholders. Although Employers' 
managers could have raked in big profits for 
themselves by favoring the stock company, 

I 

they have acted responsibly, placing the 
policyholders' interests ahead of their own. 

By way of comparison, policyholders of 
a large Iowa mutual located a few blocks 
from Employers have to wonder whether 
they've been given the shaft . . .  

A t first glance, the Allied Insurance 
Group appears co be a model insur­
ance company. It is conservative, 

successful, and the antithesis of flashy­
just what you'd expect of a company head­
quartered in Des Moines. Its core market 
is the Midwest, where it is primarily a 
writer of personal lines, which account for 
two-thirds of its $800 million in premiums. 
Allied, which carries an A+ rating from 
Best, sells through multiple distribution 
channels: independent agents, exclusive 
agents,  d irect marketing, and banks.  
(Because of this approach as well as its dic­
tatorial stance, Allied is often resented by 
its own agents, who refer to it as "the com­
pany you love to hate.") 

Allied has kept its costs under control, 
set adequate reserves, and is a better-than­
average underwriter, sometimes showing a 
combined ratio below 100. In some ways it 
is stodgy in the extreme: its "approach to 
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financial management" is "protective," 
meaning that it buys high-grade bonds and 
shuns common stocks. 

Allied is actually two separate organiza­
tions: Allied Mutual, founded in 1929, and 
Allied Group, a stock company formed by 
the mutual in 1 974. Allied Mutual owned 
1 00% of Allied Group until 1985, when the 
latter company went public, selling a 2 1% 
interest. Today, Allied Group-which was 
once by far the smaller of the two compa­
nies-is worth four times as much as Allied 
Mutual. It has prospered and its manage­
ment has grown rich while Allied Mutual 
has languished. Although the two compa­
nies are stilt affiliates, Allied Mutual has a 
negligible financial interest in Allied Group. 

Therein lies one helluva story. 

Group-value that otherwise might have 
belonged to Allied Mutual's policyholders-­
but if they have provided any benefits to 
Allied Mutual we haven't detected them. 

The transaction that set the stage took 
place on October 30, 1 985, when Allied 
Group, then a wholly-owned subsidiary of 
Allied Mutual, consummated an initial 
public offering, raising $ 16.8 million by 
se l l ing 21 % of its stock at  $5.33 per 
share-a price approximating book value. 
The proceeds from the offering did not go 
to Allied Mutual; they were contributed to 
Allied Group's insurance companies, there­
by "increasing [their] underwriting capaci­
ty. " (This increase would assume great 
importance later on.) 

Whether Allied Mutual needed to raise 
capital is debatable. The company has long 
written at a reasonable premium-to-surplus 
ratiQ and its book of business-personal 
lines for the most part-has a short tail and 
is not particularly volatile. By arranging for 
its subsidiary's stock to be sold at book 
value (which was well below its intrinsic 
value) Allied Mutual was making a dilutive 
move akin to selling a 21 % interest in a 
$100 bill for $15. 

Even if raising capital by issuing stock 
at book value was justified, it's difficult to 
justify the granting of large amounts of 
stock options to employees at that low 
price-which further d i l u ted Al l ied 
Mutual. Evans, who'd been running Allied 
Mutual for decades, received a bonanza for 

ALLIED Mutual  Languishes, ALLIED Group Soars 

engineering a deal in which part of the 
mutual's assets (Allied Group) was sold for 
less than takeout value. (He got options on 
234,5 16  shares-about 1 .6% of the com­
pany-while 1 1  other employees received 
options on a total of 475,943 shares.) These 
grants immediately separated Evans' inter­
ests from those of his employer, All ied 
Mutual, and its policyholders. From that 
moment on he would profit if Allied Group 
prospered, even if that prosperity was 
achieved to the detriment of Allied Mutual. 

A t the time of its public offering 
Allied Group was, according to its 
SEC filings, little more than a shell: 

"[Allied Group's] continued profitability is 
largely dependent upon the continued suc­
cessful operation of Allied Mutual, which 
provides facilities, employees, and all ser­
vices required to conduct the business of 
the [All ied Group] on a cost-allocated 

· basis. Alt the officers of Allied Group are 
officers of Allied Mutual and two-thirds of 
Allied Group's directors are directors of 
Allied Mutual." Allied Mutual had 1 ,000 
employees; Allied Group had none. 

All ied Mutual and All ied Group also 
participated in a premium pooling agree­
ment,  wh ich  was expla ined in Al l ied 
Group's prospectus: 

Allied Group cedes to Allied Mutual all of its insur­
ance business and assumes 38% of all business in the 
pool. All premiums, losses, loss-settlement expenses, 
and underwriting expenses are prorated among the par­
ties on the basis of participation in the pool. .. Allied 

Mutual provides data processing, professional 
claims, financial, investment, actuarial, auditing 
risk management, risk improvement, marketing 

I f you're a shareholder of Allied Group 
you might speak reverentially of John 
Evans, president and chairman from 

1974 to 1994. (Now 69 and "semiretired," 
he serves only as chairman.) Evans is a 
short, serious-looking man with a bald pate 
and a smattering of white hair. He wears 
somber suits, white shirts, and traditional 
t ies. Despite h i s  low-key appearance, 
Evans is a wheeler-dealer who, between 
1 985 and 1993, engineered a dozen or so 
transactions-sales, purchases, poolings, 
transfers, stock repurchases, loans, etc.­
that cumulatively made more than $500 
million for Allied Group. These transactions 
are noteworthy because virtually every one 
of them turned out to be a good deal for 
Allied Group (from which Evans re­
ceived stock options, stock grants, and 
convertible preferred stock) and a poor 
deal for the party on the other side. 
Evans, in other words, batted 1 .000 
while his opponent struck out every 
time. Most intriguing, however, is that 

ALLIED Mutual's surplus vs. ALLIED Group's stock price 
and underwriting services, tire costs of Ol!lriclr are 
shared by tire pool members (emphasis added]." 

alt of these transactions were with the 
same party-Al l ied Mutual ,  wh ich 
Evans has run since 1 964. (Evans was 
the third generation of his fami ly to 
head Allied Mutual, which was started 
by his grandfather.) 

Was it just coincidence that Allied 
Mutual, in which Evans had no finan­
cial interest, would fare so poorly in 
these transactions, while Allied Group, 
in which Evans and other employees 
and directors had a significant stake, 
would make out so welt? When viewed 
as a whole, these complex inter­
company transactions have now added 
more than $500 million of value to Allied 
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In plain English: Allied Mutual 
and Allied Group shared alt premiums 
and expenses, with All ied Mutual 
keeping 62% of the total and Allied 
Group keeping 38%. As time went on, 
this arrangement would change dra­
matically-to Allied Group's benefi� 
and Allied Mutual's disadvantage. 

The following year, 1 986, Allied 
Group s tarted Western Heritage 
I nsurance Company, a surplus-lines 
insurer whose marketing efforts would 
be carried our  by Al l ied Mutua l  
agents. (Allied Group's annual report 

;i referred to these agents as "a readily 
ava i lab le  d istribu tion system. " )  
Western Heritage did not pay Allied 
Mutual for the privilege of using its 
"distribution system," nor did it pool 



i ts premiums-which were qu i te prof­
itable-with the other Allied premiums; 
the benefits accrued solely to Allied Group. 

On January 1 ,  1 987,  Al l ied Group 
formed another company, All ied Group 
Information Systems (AGIS), "to provide 
all data processing services for the Allied 
companies." Ironically, Allied Group had 
no employees of its own-it would use 
All ied Mutual employees to staff AGIS. 
AGIS would then tum around and sell the 
services provided by these employees back 
to Al l ied Mutual .  A l l ied Group 's 1 987 
annual  report noted that Allied Group 
received $4.7 mi l l ion in  data processing 
fees from Allied Mutual and that "AGIS 
has already contributed to the profit base of 
Allied Group." From a policyholders' point 
of view (don't forget, they're the ones who 
owned Allied Mutual) it would have ·made 
more sense for Allied Mutual, which was 
much larger and had all the employees, to 
own AGIS and charge Allied Group for ser­
vices. That, however, would have made 
Evans' stock options less valuable. 

On January 1 ;  1 987, A l l ied Group 's 
share of the Allied pool was increased from 
38% to 4 1  % despite the fact that All ied 
Mutual had no pressing need to give up 
profitable business. ( Its premium-to-sur­
plus and gross-leverage ratios were far 
superior to the norms established by A.M. 
Best.) This pooling change was a boon for 
Allied Group; with a stroke of the pen (and 
at no cost) it increased its premiums by 9% 
and received a larger percentage of 

plan. The options he received are now 
worth about $13 million.) Although Allied 
Group's shareholders had to approve the 
executive equity plan, such an occurrence 
was a foregone conclusion because Allied 
Mutual, which Evans had been running for 
24 years, still owned 77% of Allied Group's 
shares. "This majority stock ownership," 
stated Allied Group's proxy, "gives Allied 
Mutual the ability to determine whether 
the proposals presented at the annual  
meeting are approved."  Natura l ly, the 
stock-option plan was approved. Concur­
rently, stock options were offered to nine 
All ied Group directors (six of whom were 
also directors of Allied Mutual.) 

In the late 1980s Allied Group was not 
the Wa l l  S treet darl ing it would later 
become, and its stock, which was then list­
ed on Nasdaq, traded at a discount to book 
value. Earnings had been flat, but growth, 
which for the most part had been achieved 
by s iphoning premiums and fees from 
Al l ied  Mu tual ,  had been impressive. 
Between 1 984 and 1 988 Al lied Group's 
premiums almost quadrupled. 

Although Evans told All ied Group's 
shareholders that the company had "an 
incredible future" and that its stock was "a 
favored buy," it was hard to see where he 
was coming from. Yes, Allied Group was a 
good company, but how would it achieve 
above-average growth?  I n  the ensuing 
years the answer became clear: Evans 
would engineer a series of transactions with 

the pool's assets. The increased assets 
corresponded with A l l ied Group 's 

The ALLIED I nsurance Pool 

i ncreased responsibi l ity for a larger ALLIED Group's percentage of the pool has 
percentage of the pool's reserves. But quadrupled over the years. 
since the Allied pool was mature and, 
in general ,  adequately reserved, 
Allied Group was taking on little risk. 
Yet it, rather than the Allied Mutual, 
wou ld earn investment  i ncome on  
these assets before the  claims were 
settled. 

At Allied Group's annual meeting 
in M.ay of 1988 an unusual "executive 
equity plan" was introduced: John 
Evans and others were to receive 1 0-
year stock options with an exercise 
price of 44¢ per share. At that time 
Allied Group's book value was $6.38 
per share,  making E vans' 295,3 1 3 -
share grant worth $1 .75 million o n  day 
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Al lied Mutual-transactions that would 
make Allied Group (and its officers, direc­
tors, and employees) a fortune. 

In 1 988, " i n  recogn it ion of [Al l ied 
Group) stock's value for shareholders," 
Al l ied Group spent $ 1 . 2  mi l l ion to 

repurchase shares at $4.94, a price well be­
low book value, and lower than the IPO 
price three years earlier. Clearly, Evans 
believed that the stock was a bargain. But 
why didn't Al l ied Mutual, which had far 
more capital, buy the Allied Group shares, 
thereby profiting from this undervaluation? 
Evans, through h is options and shares, 
would personally profit if Allied Group 
repurchased its shares at a price below their 
intrinsic value, but he wouldn't profit if 
Allied Mutual bought the shares instead. 

In 1989 Allied Group acquired Dough­
erty Dawkins, an investment banking firm. 
To finance the deal it borrowed $7.8 mil­
l ion from Al l ied Mutua l .  Once aga in ,  
the  obvious q uestions: How d id  All ied 
Mutual's policyholders benefit by bank­
rol l ing Allied Group? Why didn't All ied 
Mutual, which had the capital, buy Dough­
erty Dawkins itself? One thing is certain: 
Evans would profit personally (through his 
shares and options) from a good deal made 
by Allied Group. 

Eager to learn more about these un­
usual transactions, we left several messages 
for Evans at his Allied office, but our calls 
were not retu rned. When we fina l ly  

tracked him down at  his Pebble Beach 
home he declined to d iscuss mat­
ters, suggesting that we speak instead 
with Douglas Andersen, the current 
president of the All ied companies. 
Andersen's office referred us to Jamie 
Shaffer, senior vice president and 
CFO, to whom we'd previously spo-
ken, albeit briefly. Shaffer requested 
·that we put our questions in writing­
which we did .  When we fol lowed 
up, he said that he was too busy to 

·. respond. 
In October 1 989 the interlocking 

boards of All ied Mutual and Al lied 
Group approved an Evans tour de 
force: a complex four-part restructur­
ing plan that would nearly eviscerate 
Allied Mutual, all the while creating 
enormous value for Al l ied Group 's 
other shareholders. The basics were 
as follows: 1) Allied Group traded its 
subs id iary, A l l ied L ife,  to A l l ied 

one. (Evans, who, like al l  employees, 
worked for All ied Mutual, received 
46% of the options granted under the '>m�mimllll!!lll!!li!!IEmllmlllilim&mm��!lm;illll!lil!!lllill:nll!!Zd Mu tu al in return for half of Al l ied 
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Mutual's remaining interest in Allied 
Group,  2) A l l ied Mutua l 's 1 ,600 
employees were transferred to Allied 
Group, 3) Allied Group established a 
leveraged ESOP (employee stock 
owne rsh ip  p lan) ,  w h ich gave the  
employees 37% of  the  company at  a 
bargain-basement price, and 4) Allied 
Group's share of the Allied pool was 
increased from 4 1  % to 53%. 

One Always Grows, The Other Doesn't 

Premium Volume: 
ALLIED Group has left ALLIED Mutual in the dust. 

(I) 
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Due to the "inherent conflicts of 

interest between the related parties," 
lawyers and investment bankers were 
h i red by A l l ied Group and Al l ied  
Mutual to  "insure the fairness of  the 
restructuring plan." Allied Mutual was 

� 200 

also represented by two of its outside 
d i rectors, Hershel  Langdon and 
Charles Colby. ( Both would  leave 
Allied Mutual's board in 1 993. Colby 
then became a d i rector of A l l ied 
Group, of which he now owns 1 7,896 
shares, worth $805,320.) 

Despite the money lavished on 
shysters and bean counters to "insure fair­
ness," the result of the restructuring should 
come as no surprise: Evans and All ied 
Group made a killing. And Allied Mutual? 
As they say in the fight game, it received a 
one-way ticket to Palookavi l le .  From 
December 31 ,  1989 (right before the deal 
took place) to the end of 1996, its premi­
ums and surplus have grown at paltry annu­
al rates of 2.9% and 8.4%, respectively. 
During the same period All ied G roup's 
premiums and stock have grown at annual 
rates of 1 7. 1  % and 29%, respectively. 

Let's examine the transaction closely 
and see how this happened. 

As the first leg of the deal, Allied Group 
"sold" its Allied Life subsidiary to Allied 
Mutual in exchange for 6,075,000 Allied 
Group shares. 

Life insurance has always been l ittle 
more than a sideline for the Allied compa­
nies. Allied Life was a piddling insurer ($1 9  
million i n  statutory surplus) that sold main­
ly through Allied property/casualty agents. 
I t  i nherently lacked many of the 
strengths-distribution, efficiency, econo­
my of scale-that the Allied property/casu­
alty companies enjoyed. Nonetheless, i t  
was valued at $36.5 million-$5.4 million 
more than i ts GAAP book va lue .  Per­
versely, the 6,075,000 Allied Group shares 
that Allied Mutual parted with were valued 
at $6.01 per share, an $8-million discount to 
their book value of $44.5 million. 

Thus, Allied Mutual bought a dud of a 
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life-insurance company at a 1 7% premium 
to book value and sold a good property/cas­
ualty company at an 18% d iscount to book 
value. Based on price-earnings ratios the 
deal  looks equal ly one-s ided.  A l l ied 
Mutual paid 13.4 times earnings for Allied 
Life and sold its Allied Group stock at 9.2 
times earnings. 

How could All ied Mutual's board of 
directors allow the company to enter into 
such a deal? One year before the restruc-

\l \ 1 1 1 1  
--- �---

Allied Group sold its 
life-insurance company 

to Allied Mutual for 17% 
more than its book value 

and repurchased its own 

shares from Allied Mutual 

at an 18% discount to book. 

turing, Allied Group (then 77% owned by 
Allied Mutual) had decided its stock was 
undervalued and repurchased shares at 
$4.94. In the year following the repurchase, 
Al l ied Group posted results that Evans 
called "remarkable"-revenues rose 20%, 
earnings per share increased 23%, and book 
value per share grew to $7.37. Yet Allied 
Mucual's board, spearheaded by John Evans 
and rife with conflicts of interest, now 
decided that Allied Mutual should sell a 
huge chunk of its Allied Group stock at an 

adjusted price only slightly higher than 
the dirt-cheap price Allied Group paid 
to repurchase its shares a year earlier. 

Today, the shares of Allied Group 
that All ied Mutual traded away are 
worth $273 million, while Allied Life, 
which it received in return, is worth 
about $50 million. 

Six individuals who served as direc­
tors of both Allied Mutual and Allied 
Group owned shares or options in  
Allied Group and would stand to profit 
from the mother lode Allied Group 
would mine at Allied Mutual's expense. 
They were James Hoak, Jr., chairman 
of Heritage Communications; James 
Callison, president of Midwest Wheel 
and a director of Heritage Communi­
cations; Wil l iam Hancock, a retired 
senior vice president of Allied Mutual; 
Mark Putney, CEO of Iowa Power and 
L ight; Harold E vans, group vice 
president of Aluminum Company of 
America,  younger brother of John 

Evans, and recipient of  $75,000 in  "manage­
ment consulting services"; and John Evans 
himself, the supreme commander of the 
Allied companies. 

We tried to contact each director (Mr. 
Hancock is deceased) but only one, James 
Hoak, returned our call. "I haven't thought 
about Allied for seven or eight years," he 
said during a cordial but uninformative 
conversation. "I don't real ly know the 
insurance business. I remember that there 
was a mutual and a stock company but I 
d id n 't even remember being on both 
boards." As for his stock options, Hoak, 
who told us he serves on "five or six other 
boards," said he thought he'd forfeited 
them when he ceased being a director. 

Three other Allied Group directors-
B. Rees Jones, a l ifelong Allied Mutual 
employee; Donald Will is, president of  
Wi l l i s  & Moore ,  a general insurance 
agency; and Harold Carpenter, president of 
George A. Rolfe Co., a manufacturer of 
agricultural equipment-had previously 
served on Allied Mutual 's board but no 
longer owed allegiance to Allied Mutual. 

Did Evans know that selling the prop­
erty/casualty company below book value 
and buying the life company above book 
value might not be a good deal for the 
mutual? "Management believes that the 
future long-term profitability of property­
casualty operations will be greater than the 
profitability of life operations," said Allied 
Group's proxy statement. Continued 



As chairman, CEO, and largest individ- sold its l ife company above book value). 
ual shareholder of A l l ied Group, Evans Based on this increase in book value, Allied 
would benefit from the swel l  deal Allied Group's intrinsic value was probably $10 to 
Group was getting. The proxy made that $ 1 1  per share. As you may have guessed, 
clear: " [All ied Group] expect[s) h igher the ESOP (of which John Evans was a par-
long-term profits . . .  as a result of the Allied ticipant) didn't pay anywhere near that for 
Life sale . . .  [and] will realize an increase in its stock. 
book value per share, from $7.27 to \ 1 / / The deal worked like this: Allied 
$8.60." Conversely, Allied Mucual's ���� .,, "-:__ Group contributed $1 million to the 
tangible net worth would decline ...::..:- , 

.;:: ESOP, which then borrowed $35 mil-
because of the deal. ::_ - . , '"'-- lion (guaranteed by Allied Group) to 

The next two p i eces of the - , \ ' \ \ ' buy, at $6.66 per share, 5.4 mi l l ion 
restruccuring were equally dexterous. shares of Allied Group 8% Convertible 

Allied Mutual's board of d irectors con- Preferred stock. Each share paid an 8% 
eluded that a leveraged ESOP would be a annual dividend and was convertible into 
more "cost-effective means of providing one share of Allied Group common stock. 
benefits" to employees than the defined- Thus, the ESOP was paying just 77% of 
benefit retirement plan in place. Of course book value to buy convertible preferred 
Allied Mucual, the employer of virtually all stock that was far better than the common: 
personnel at both companies, could not, as it had a liquidation preference and paid a 
a mutual, issue stock. So on January 1 ,  53¢ annual d ividend versus 2 1 ¢  for the 
1990, its 1 ,600 employees were transferred common. Assuming that a convertible pre-
to Allied Group, which then became the ferred with such terms is worth a 25% pre-
direct employer of all persons working for mium to common stock, the ESOP was, in 
the Al l ied companies. After 6 1  years in  effect, buying common stock at  $5.33 per 
bus iness, A l l ied M utual  was bereft of share-about half its true value. Al l ied 
employees. Group's proxy stated the following: 

Prior to this transfer, personnel expens­
es for Allied Mucual and Allied Group had 
been "al located either according to the 
pooling agreement" noted Allied Group's 
proxy, "or on the basis of annual time and 
cost studies." Allied Mucual did not make a 
profit by providing Allied Group the use of 
its employees. This arrangement would 
supposedly continue once all the employ­
ees had been sh ifted to Al l ied G roup: 
"[Allied Group] anticipates that similar cost 
allocation methods wil l  be utilized in the 
future," said the company's proxy. (Three 
years later, that would change.) 

Once the employees had been trans­
ferred, the leveraged ESOP was insticuted. 
In granting stock to the employees, the 
percentage of A l l ied  Group owned by 
A l l i ed  M urual  wou l d  decrease. If the 
ESOP paid ful l  value for its stock, however, 
Allied Mucual would suffer no diminution. 
But  i f  the ESOP got a bargain ,  A l l ied 
Mutua l  would, again,  end up with the 
smaller "half' of the pie. 

Bear in mind  that in the preceding 
All ied Life swap, All ied Mucual's All ied 
Group stock had been valued at $6.01 per 
share-a price befitting a Kmart blue-light 
special. Once that exchange was complet­
ed, Allied Group 's book value rose from 
$7.27 to $8.60 per share (because it had 
repurchased shares below book value and 

The size of the ESOP was approved by the 
Compensation Committee of the Board of Directors of 
Allied M u cual .  . .  pursuant to the advice of Hewitt 
Associates and management. ["Management, 11 of 
course, meant John Evans and company.] Under 
assumptions made by management . . . it was determined 
that the ESOP could result in a cost-effective means of 
providing employee benefits [and is] in the best inter­
ests of Allied Mutual. .. The projected present value of 
the required employer contributions to the ESOP over 
I 5 years is approximately $23,260,000. This is com­
pared with the estimated present value of the required 
contributions to the existing defined benefit pensions 
plan over the next I S-year period, which is approxi­
mately $28,229,000. 

Allied concluded that the ESOP would 
save it a whopping $5 mi l l ion (present 
va lue)  over the fo l lowing 15 years. 
Immediately prior to the formation of the 
ESOP, Allied Mutual owned 66% of Allied 
Group. Immediately afterwards its interest 
was reduced to 38%. Today the 5.4 million 
shares the ESOP bought for $36 million are 
worth $243 million. Some savings! 

As a result of the ESOP, Allied Mutual's 
interest in Allied Group was diluted and it 
missed out on about $130 million of stock­
market profits. 

There was another justification for the 
ESOP (and, for that matter, the entire 
restructuring): to "generate additional surplus 
capital [emphasis added] to increase the 
business of Allied Group's property/casualty 
subsidiaries to take advantage of perceived 

5 

opportunities." As we shall see, the restruc­
turing was not necessary to generate-and 
Allied Mutual did not benefit from-this 
additional capital. But the ESOP partici­
pants, including John Evans, did. 

On January 1, 1 990, the final piece of 
the restructur ing was enacted: A l l ied 
Group's percentage of the Allied pool was 
raised from 4 1  % to 53%.  In  its annual  
report Allied Group boasted that this pool­
ing increase "gave [it] all the advantages of 
an acqu is ition without any of the draw­
backs." Here's why. Allied's pool is a clean 
personal-lines business with better-than­
average experience. Allied Group was tak­
ing on a big chunk of seasoned premiums 
without any of the risks that writing new 
business usually entails. As a result, in 1 990 
its premiums grew from $ 163 mi l l ion to 
$2 19 million. This gain was Allied Mucual's 
loss. Its percentage of the pool dropped 
from 59% to 47%, and its premiums fell 
from $2 13  million to $168 million. 

Allied Group benefited from the pool­
ing change in another way: it assumed 
$47.5 m i l l i on  of reserves from A l l ied 
Mucual and received $47.5 million in assets 
on which it would earn investment income 
until those reserves were paid out. Evans 
proudly told Allied Group's shareholders 
that "our performance was enhanced by 
the transfer of assets accompanying the 
change in our pooling agreement." 

Evans explained Allied Group's increase 
in the pool by noting that $28 million from 
the ESOP stock sale had been contributed 
to Allied Group's property/casualty sub­
sidiaries. This "infusion of capital," as he 
called it, allowed Allied Group tO take on a 
larger share of the pool. 

Evans' statement was baffl ing. The 
$36 mi l l ion generated from the sale of 
stock to the ESOP was an infusion of debt 
(because A l l ied Group guaranteed the 
ESOP's borrowings), not an infusion of 
equity. Had the Allied companies needed 
capital, Allied Mutual could have issued 
surplus notes, then used that additional 
capital to justify shrinking Allied Group's 
percentage of the pool. But Allied Mutual 
had no apparent need for additional capi­
tal. It's 1989 premium-to-surplus ratio was 
a modest 1 .6-to- l .  And Evans would not 
profit if Allied Mutual's share of the pool 
increased. 

Jamie Shaffer, senior vice president and 
CFO of Allied Mutual and Allied Group, 
insisted that the poo,ling change was justi­
fied because Allied Group's insurance com-
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panies were growing faster than A l l ied 
Mutual's and that the Allied Group compa­
nies were contributing a greater share of 
premiums to the pool. 

Perhaps; but how is it that Allied Group 
ended up with the fast-growing insurance 
companies while Allied Mutual ended up 
with the slow-growing ones? In 1984 Allied 
Group had instituted the AIDCO program, 
which gave agents who wrote exclusively 
for Allied access to low-cost personal-lines 
products written through an Allied Group 
subsidiary, Allied Property and Casualty 
Insurance Company. According to agents 
and A l l i ed Group emp loyees, A l l ied 
M u tual  pol icies are p ricier than those 
issued through the AIDCO program and 
through another All ied Group subsidiary, 
Deposi tors Insurance Company, which 
bypasses agents entirely, soliciting business 
via direct mail and telemarketing. (On one 
occasion, when we called the Allied home 
office and asked if we could be referred to 
an agent, we were told that All ied could 
handle our needs directly, without one.) 
Since the market is competitive, it's not 
surprising that business would flow to the 
Allied companies with the lowest priced 
product. By 1 996, A I DCO agents were 
responsible for 26.5% of the total premi­
ums in the Allied pool. 

Once the restructuring was complete, 
the relationship between Allied Group and 
Allied Mutual had been altered radically: 
Al l ied Mutual  owned 37. 1 %  of A l l ied 
Group and the E SOP owned 36.  7%.  
Although Allied Mutual's surplus was 40% 
greater than Allied Group's, its premiums 
were now 25% less. Al l ied Group had all 
the property/casualty employees, and it 
had profited from the way its l ife-insurance 
company had been sold to Allied Mutual. 

Evans would make mil l ions of dollars 
(through his options and stock) as a result 
of these transactions. In his "chairman's let­
ter" to Allied Group's shareholders in early 
1990, he downplayed his cleverness. "Just 
because you 're smart doesn't mean you 
can't be lucky," he wrote. (His invocation 
of "luck" reminds us of the scene from 
Night After Night in which an older woman, 
admiring Mae West's necklace, blurts out, 
"Goodness! What lovely diamonds," and 
West responds, "Goodness had nothing to 
do with it." )  Evans' closing comments to 
Allied Group's shareholders were more 
telling: "The restructuring itself will yield 
immediate advantages and boost long-term 
profit potential. I don't know whether we'll 
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be l ucky throughout the 1 990s, but  I 
expect us to be sman." 

One might have thought that Evans, 
having created a s i tuat ion that had 
enriched himself and h is  fellow 'employees 
so greatly, would allow the battered Allied 
Mutual the d ignity of a standing eight­
count. Indeed, Allied Group's 1989 annual 
report h inted that the carnage might be 
curtailed: "The proposed restructuring . . .  is 
expected to provide the capital resources 
necessary for the growth of the property­
casualty subsidiaries for the foreseeable 
future." A l l ied Mutua l ,  however, was 
punch drunk and bloodied, and Evans, as 
relentless as Jake LaMotta, would, over 
the next few years, deliver a combination 
of body blows that would knock it clear 
out of the ring. 

T he following year, 1991, was a rela­
t ively good one for A l l ied 
M u tual-Evans d idn't make it  

enter into any new transactions with Allied 
Group. The good times, unfortunately, 
would not last forever. 

In  February 1 992 Al lied Group com­
pleted a public offering in which it issued 
3,881 ,250 new shares at $8.22 per share. In 
one sense this was a strange deal: Al l ied 
Group was issuing stock at a 10% discount 
to book value, which, of course, d i luted 
Allied's Mutual's interests. But it was also 
di lutive to Evans-who has crowed that 
he's a "serious investor who watch[ es] the 
stock price." 

But All ied Group would make up for 
issuing shares on the cheap by assuming a 
bigger portion of the All ied pool. To do 
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chat, however, ic needed more statutory 
surplus. ("What we needed was capacity," 
i t  told shareholders.)  The $30 m i l l ion 
raised in the offering hie the spot-it was 
contributed to Al lied Group's insu rance 
companies, al lowing them to "increase 
[their] participation in the Al l ied pool" 
from 53% to 60%. 

Why, one wonders, did All ied Mutual 
permit its share of che pool to be reduced? 
One "objective" of the restructuring two 
years earli'er had been to "fu l ly uti l ize 
[A l l ied Mucua l 's ]  capita l  resou rces . "  
Writing less business seems contrary to that 
goal. In face, A l l ied Mutual cou ld have 
bought the shares chat Allied Group was 
issuing and st i l l  have had the bucks to 
increase its percentage of the Allied pool. 

Because of che pooling change, Allied 
Mutual's premiums declined 10% in 1992, 
to $ 1 9 1  mill ion, a figure only 9% higher 
than l 987's premiums. By comparison, 
Allied Group's premiums had soared from 
$12 1  million to $320 million over five years. 

All ied Group has always taken a cau­
tious approach to new business. "We've 
never bee.n so driven by growth," Evans 
told Al lied Group 's shareholders with a 
straight face, "that we entered territories 
blindly." He didn't mention that when you 
can assume premiums from a mature pool 
like Allied's, growth is not much of a con-

L - - - - - - -
$61.3 MiUion 

Pool Admlnlstntlon Fee 

cern. After all, why stretch for new busi­
ness-with all the risks that entails-when 
the pool's profitable renewal business was, 
apparently, theirs for the asking? 

Between November 1992 and February 
1993, Evans, who floats like a butterfly and 
stings like a bee, would execute four deft 
moves in rapid succession. By March, che 
once proud A l l ied Mutua l  would be 
reduced to little more than a spectral shell, 
done in by its doppelganger, Allied Group. 

The fi rst transaction occu rred in  
November, when Allied Group issued to 
Allied Mutual 1,827,222 shares of perpetual 
nonconvertible 6 3/4% preferred stock, val­
ued at $28.50 per share-an implied worth 
of $52 mil l ion. In return All ied Mutual 
relinquished 4,1 1 1 ,250 Allied Group shares 
then trading at about 1 Z7/s. Allied Group's 
1992 annual report said that this "exchange 
helped Allied Mutual increase its invest­
ment income and met one of our priorities 
by providing long-term capital at a fixed 
cost." Let's examine those statements. 

Since the preferred-stock dividend was 
$ 1 . 92 per share, Al l ied M u tual  wou ld  
receive $3.5 million a year i n  perpetuity. By  
contrast, A l l ied Group's common stock 
paid out 34¢ in 1993, which would have 
yielded Allied Mutual $1 .4 million. Thus it 
was factually correct to say, as Allied Group 
d id ,  that Al l ied Mutual 's " investment 

income" would "increase." 

Depositors 
Insurance Co. 

On the other hand, Al l ied Mutual's 
" look-through" earnings p lu mmeted . 
Allied Group earned $37 mil lion in 1 993. 
The 4 , 1 1 1 ,250 shares tha.t Allied Mutual 
traded away represented a 23.9% stake in 
those earnings, so Allied Mutual was essen­
tially foregoing $8.8 million ($37 million in 
earnings times 23.9%) to pick up an extra 
$2. 1 million in dividends ($3.5 million from 
the preferred minus the $1 .4 million com­
mon dividend). 

Allied Group's 1992 annual report noted 
the obvious-chat the preferred-for-com­
mon swap "will increase earnings per share 
for the holders of the common stock if 
[Allied Group's] fully diluted earnings per 
share exceed the cost of the [preferred 
stock's] d ividend of $ 1 .92 per share." 
(Allied Group's earnings, not surprisingly, 
exceeded the cost of the preferred stock 
dividend.) 

Jamie Shaffer, A l l ied Group's chief 
financial officer, defended the preferred­
for-common swap by noting chat both com­
panies had obtained fairness opinions. He 
also cold us that at that time Allied Mutual 
had been "criticized for having too great an 
investment in subsidiaries." In the 1 996 
Al l ied Group annua l  report, however, 
Shaffer pointed out what a good deal Allied 
Group had made. He called the preferred-
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in which All ied Mutual was bagged-a 
"source of low-cost capital." 

The whole transaction seemed strange 
from the start. Why would Allied Mutual 
want to own $52 million of unregistered, 
illiquid Allied Group preferred stock that 
paid 63/4%-and not a basis point more­
until the end of time? Allied Group, appar­
ently, wouldn't have touched such a piece 
of paper. Its $608-million investment pon­
folio contained no preferred stock, and the 
average maturity of its bonds was six years. 
By contrast, the $52-million slug of Allied 
Group preferred on Allied Mutual's books 
represented 1 2.7% of its $394 mil l ion in 
investments and 22.4% of its policyholders' 
surplus. To make matters worse, long dura­
tion assets such as perpetual preferred 
stock are an inherent mismatch with the 
short duration of Allied Mutual's liabilities 
(reserves). 

Today the 4 , 1 1 1 , 250 shares A l l ied 
Mutual traded away are wonh $185 million; 
the preferred stock, however, is still wonh 
about $52 million. Some deal. 

On January 1, 1 993, Allied Group's 
participation in the Al l ied pool 
increased from 60% to 64%, while 

Allied Mutual's decreased to 36%. More 
significantly, the pooling agreement be­
tween the two companies was amended: 
AMCO Insurance Company, an Al l ied 
Group subsidiary, replaced Allied Mutual 
as the "pool administrator." 

During the years that Allied Mutual had 
been the pool administrator, expenses had 
been allocated based upon each company's 
participation in the pool (e.g., a 25% partici­
pant picked up 25% of the expenses). But 
under the amended agreement, AMCO 
charged the other pool members fees 
greater than its actual expenses: 1 2.85% of 
written premiums for underwriting 
services, 7.25% of earned premiums 
for una l located loss-sett lement 
expenses, and .75% for premium col­
lection services-20.85% total. Since 
Allied Group's expense for these ser­
vices was about 18 .85% in 1 993, it 
immediately made a 2% profit on 
Allied Mutual 's share of the pool 
(which contributed $4.65 mil l ion to 
Allied Group's earnings that year). 

The amended pooling agreement 
was contrary to the spirit of Allied 
Mutual's 1990 transfer of employees 
to Al l ied G roup ,  the  pu rpose of 
wh ich had been to "provide for 
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employee incentives and benefits in light 
of statutorily-required amendments" to 
Allied Mutual's defined benefit plan. The 
ESOP, as you recall, was supposed to be a 
cost-effective way for the Allied companies 
to provide employee benefits-not a 
means for Al l ied Group to profit from 
Allied Mutual. In fact, Allied Group said at 
that time that it "anticipate[d)" that per­
sonnel expenses for it and Allied Mutual 
would continue to be a llocated the way 
they always had been. The amended pool­
ing agreement altered that allocation signif­
icantly. 

I n  1 993, Evans told All ied Group's 
shareholders that "property-casualty is a 
nickel and dime business," and that one 
must pay attention to "every penny. " 
Evans is an expert at doing just that-espe­
cially when the pennies belong to Allied 
Group, in wh ich he owns s tock and 
options. "Having [AMCO] named adminis­
trator of the Allied pool," he boasted, "is an 
opportunity to flow every dollar of savings 
straight to the bottom l ine"-Al l ied 
Group's bottom line. 

Jamie Shaffer was more ebullient, kvel­
ling that he felt "a sense of pride in the 
growth plan" he'd helped to structure. 
"AMCO has new opportunities to profit 
from increased efficiencies," he said of the 
amended agreement, "and other partici­
pants have more predictable expense lev­
els." Shaffer was right on the money: Allied 
Group did have new opportunities to prof­
it, and Allied Mutual's expenses were more 
predictable-mo" pndictably higher. 

"If we didn't already have our current 
financial structure," Shaffer blabbed in 
Allied Group's 1993 annual report, "I'd be 
lying awake nights trying to invent it. Our 
relationship with Allied Mutual through 
the pooling agreement is such a plus. The 

mutual company can concentrate on build­
ing surplus to assure policyholders of its 
continued solvency; our property-casualty 
segment can run lean enough to earn an 
attractive return on equity for you." At that 
moment, Allied Mutual's surplus was $209 
million-approximately the same as Allied 
Group's-yet its premium-to-surplus ratio 
was an u ltraconservative 1 -to- l ,  versus 
I. 72-to-1 for Allied Group. It seems that 
Allied Mutual's policyholders were already 
more assured of their company's solvency 
than were Allied Group's policyholders. 

Shaffer's comments raised many ques­
tions: Why was "earn[ ing] an attractive 
return on equity" good for Allied Group 
but not for Allied Mutual? How did taking 
a smaller portion of the pool and paying 
AMCO fees allow Allied Mutual to "con­
centrate on building surplus?" And why, if 
Allied Mutual has concentrated on building 
its surplus, has its surplus plodded along at 
a marginal rate during the greatest bul l  
market in history? Between January 1 ,  
1 993 and December 3 1 ,  1 996, Al l ied 
Mutual's surplus grew from $175.5 million 
to $23 1 .5 mi l l ion, a 7 . 1 7% annual rate. 
During the same time Allied Group's earn­
ings per share and stock grew at annual 
rates of 1 5 . 7% and 25.5%, respectively. 
(S ince A l l ied Group's books are kept 
according to GAAP, policyholders' sur­
plus-a statutory accounting concept-is a 
less meaningful measure of its success than 
earnings per share or stock price.) Finally, 
why are slow growth and paltry profits a 
better way for Allied Mutual to "assure" its 
"cont inued solvency" than the strong 
growth and hefty profits that Allied Group 
has racked up? 

Six years earl ier, i n  i ts 1 987 annual 
report, Allied Group extolled the virtues of 
the shan'd-expenses pooling agreement· then 

in place: "Participating in the pool­
ing agreement produces more stable 
underwriting results for all companies 
in the pool [emphasis added] and re­
duces the risk of loss for any one 
participant by spreading the risk 
among all the participating compa­
nies." By 1 996, Allied Group was 
singing out of a different hymn book: 
"The [amended] pooling arrange­
ment provides [the Allied compa­
nies] more predictable expense lev­
els," said the company's 10-K, and 
"AMCO has opportunities to profit 
from the efficient administration of 
underwriting, loss adjusting, and 
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premium collection activities . . .  " 

To see the effect the amended 
pooling agreement has had on the for­
cu nes of All ied Mutual and A l l ied 
Group, one need only compare the 
two company's underwriting results. 
In the t h ree years p reced ing  the 
amendment,  A l l ied Group, whose 
share of the pool ranged from 53% to 
60%, experienced a cumula t ive 
u nderwriting loss of $56. 7 mi l l ion; 
Allied Mutual's underwriting loss was 
$36.2 mil lion. (Both companies still 
made money due co investment in­
come.) 

Dirty Pool? Underwriting Results 

Allied Mutual and Allied Group were once equal parti­
cipants in the Allied pool. That changed in January 1 ,  
1 993, when AMCO (an Allied Group subsidiary) was 
named pool administrator. Since then Allied Group has 
recorded underwriting profits from the pool while Allied 
Mutual has reported increasing losses. 
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multiple of 12 times earnings (slower 
growth, lower mult ip le)  the stock 
would be changing hands somewhere 
around 251/z. 

I n  June  and J u ly, Evans sold 
100,000 Allied Group shares at  prices 
ranging from $38. 8 1  per share to 
$44.77. During the same months his 
wife Jane registered 1 00,000 shares. 
(Shares are generally registered prior 
to their sale.) 

Unlike Evans, Allied Mutual never 
got to profit from the spectacular rise 
in Allied Group's stock over the last 
few years. Just seven weeks after the 
amended pool i ng agreement took 
effect, Al l ied Mutual, under Evans' 
direction, sold the last of its holdings--
1 ,462,500 shares at $16.44. In its annu­
al report, Allied Group noted with self­
serving arrogance that "the sale of the 
mutual's shares served all stockholders 

' by increasing the float without diluting 
earnings or book value." 

Once the amended pooling agree­
ment took effect, however, Al l ied 
Group began showing underwriting 
profits while Allied Mutual's under­
writing losses i ncreased. Over the 
next four years Allied Group earned 
$2 1 . 4  m i l l i on  from underwr i t i ng .  
A l l i ed  Mutua l ,  b u rdened by the  
amended pooling agreement, lost $63 
million from underwriting. (See chart 
at right.) 

S ince premiums and claims are 
pooled, all members of the Allied pool 

Thus, when the dust settled, Allied 
Mutual had sold its entire interest in 

��Bl!lmmllllli!l!!li!ll.'iiif::illliiii!iliir.;iiiiEill!il:!!mll!!iiirni;;&l\'lil'L'!iii!l!J.�l!llli'.lld All ied Group, given up 64% of the 
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have virtually the same "pure loss ratio" 
(62.5% in 1996). So how did Allied Mutual 
lose money wh i le  A l l ied Group made 
money? The answer l ies in the "pennies" 
Evans was count ing. Last year A l l i ed  
Mutual's underwriting expenses and loss­
adjustment expenses equaled 45.3% of 
premiums earned. By comparison, AMCO's 
expenses totaled 32.5%. 

Let's take a closer look at the effect the 
amended agreement had on both compa­
nies' results. In 1 996, the four members of 
the Al l ied pool-All ied Mutual (36%), 
AMCO (46%), Allied Property & Casualty 
( 1 2%), and Depositors (6%)-had a com­
bined underwriting loss of $ 1 7. 7 mi llion. 
Had expenses been allocated pari passu, 
Allied Mutual, with its 36% share, would 
have lost $6.4 million (36% of $1 7.7 mil­
lion). Instead, with its higher expenses, it 
lost $23 million. Conversely, Allied Group's 
$5.3-mi l l ion u nderwriting profit would 
have been an $1 1 .4-million loss, but for the 
amended pooling agreement that allowed 
it  co charge fees co, and earn profits from, 
Allied Mutual. The result: Allied Group's 
income was boosted by $16.7 million (and 
Allied Mutual's loss was deepened by the 
same amount). That meant that after taxes, 
Allied Group's 1 996 earnings got a positive 
jo l t  of $ 1 1 . 9  m i l l ion,  or 58¢ per share. 

(Thus, without  the amended poo l i ng 
agreement, Allied Group's 1 996 earnings 
per share of $2.31 would have been $1 .73 
per share-25% less.) Earnings were boost­
ed in 1993, 1 994, and 1 995, in the same 
manner. 

If A l l ied M u tua l 's d i rectors had n 't 
approved the amendment to the pooling 
agreement, Al lied Group wouldn't have 
achieved such rapid earnings growth, and 
its stock wouldn't have reached such lofty 
levels. At a recent price of 45, it is trading 
at 16 times che last 12 months' earnings of 
$2.83 per share. If one were co adjust Allied 
Group's earnings downward by 25% (fac­
toring out the underwriting differential 
between Allied Group and Allied Mutual), 
Allied Group's trailing 12 months' earnings 
per share would be only $2. 1 2. Assuming a 

"Alfred and I plan to demutu.ali.ze. " 

q 

Allied pool, parted with all its employ­
ees, and-worse-was stuck paying fees to 
All ied Group for various services. Today 
Allied Group is worth about $915 million. 
And what did Allied Mutual receive for part­
ing with everything? Not much: $24 million 
in cash, $52 mil l ion of Allied Group pre­
ferred stock, and Allied Life, worth about 
$50 million. The grand total: $126 million. 

A fter the whirlwind of activity that 
led to riches for Allied Group and 
emasculation for Al l ied Mutual ,  

Evans could have reseed on his laurels. He 
was now quite wealthy and, when you get 
right down co ic, there's not much you can 
spend your money on in Des Moines, any­
way. But he was eager to replay che success 
he'd had with Allied Group, this time using 
Allied Life, of which he was chairman, as 
the medium. (As you may recall ,  All ied 
Mutual had repurchased Allied Life from 
Allied Group in an unusual 1990 restructur­
i ng, giving up All ied Group stock that 
would later be worth $273 million.) 

In November 1993 Evans arranged for 
Allied Life to go public. As in the past, the 
offering was no bonanza for Allied Mutual. 
It sold shares at $1 1 . 16 each (about book 
value) and received $19  mi llion in cash. 
Engineering this small public offering must 
have consumed a great deal of Evans' time; 
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otherwise why would Allied Life's "com­
pensation committee"-Harold Evans and 
James Callison, who were also directors of 
All ied Mutual and Al l ied Group-have 
granted Evans ten-year options on 26,650 
shares? 

the same period State Farm's surplus grew 
from $ 1 0. 1 2  b i l l ion to $30 b i l l ion and 
Employers Mutual's surplus grew from 
$98.2 mil l ion to $4 10.8 mil l ion-annual 
rates of 10.38% and 13.89%, respectively. 

So why did Evans get paid so much? 
That question is best put to the interlock­
ing boards of Al l ied Mutual and All ied 
Group. But while we're on the subject of 
Evans '  compensation,  why d id  Allied 
Mutual own something called Allied Jet 
Center, Inc., which was, apparently, the 
corporate moniker for a Learjet? Did Allied 
Group share the cost of maintaining the 
Learjet, and did Evans use it to fly to his 
homes in California? Why, if it was once 
necessary, did Al l ied Mutual ,  as Jamie 
Shaffer informed us,  get r id of the jet a 

There's an old saw that a hooker has the 
best product in the world: she sells it but still 
owns it. The same might he said of Evans. 
As chairman of All ied Group he'd sold 
Allied Life back to Allied Mutual, profiting 
handsomely from the deal. Now he would 
profit once again from the sale of Allied 
Life,  through options granted to h im .  
( Douglas Andersen and  Jamie  Shaffer, 
All ied Group's current CEO and CFO, 
respectively-both of whom have been at . 
Al l ied for ages and made a bundle as a 
result of the previous deals-each got 
options on 13,325 All ied Life shares.) 

Small  Insurance Company, Big Salary The Allied Life options were a rel­
atively minor deal, even for a penny­
pinching potentate like Evans-he'll 
probably make less than $750,000 from 
them over time. That's because Allied 
Life is a small company ($80.7 million 
in revenues, $46.5 million of statutory 
capital) with no mutual affiliate from 
which to siphon premiums and fees. In 
fact, it had to pay Allied Group $4.7 
million in fees for "human resources," 
"joint marketing," and computer ser-
vices over the last three years. 

Evans made h is big money from 
A l l i ed  Group and A l l ied Mutua l .  
According to the ever-handy Insurance 
Salary Survey (P.O. Box 604, Palatine, 
IL 60078, [847] 934-6080), his cumu­
lative compensation for the four years 
ending in 1995 was $8.9 million, mak­
ing h im,  as far as we can tel l ,  the 
highest paid mutual property/casualty 
executive in the country. Edward 
Rust, for example, chairman and pres­
ident of State Farm (which is SO times 
larger than Allied) got $3.5 million dur­
ing the same period, and Bruce Kelley, 
p resident and C E O  of Employers 
Mutual and EMC -I nsurance Com­
panies (a Des Moines company the 
same size as Allied) got $ 1 .4 million. 

Despite their lower pay, Rust and 
Kelley did much better jobs for their 
mutuals than Evans did for his. From 
the end of 1985 (when Allied Mutual 
took Allied Group public) to the end 
of 1996, Allied Mutual's surplus grew 
from $ I  02.8 mi l l ion to $23 1 .5 mi l­
lion-an annual rate of 7.66%. During 
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couple of years ago? Did that decision have 
anything to do with Evans' stepping down 
as CEO at the end of 1994 and spending 
more time in California? 

A I though E vans rel inquished the 
titles of CEO and president, he 
remained chairman of al l  the Allied 

companies, and his imprimatur was every­
where.  A p hoto accompanying A l l ied 
Group's 1996 "message to shareholders" 
shows E vans in a standing pose whi le 
Douglas Andersen and Jamie Shaffer sit at 
a table in front of him. 

Celebrating its tench year as a public 
company, Allied Group used the opportun­
ity to rewrite h istory: "We achieved growth 
the same way we achieved greater prof-

itability: by implementing strategies 
that reflected . . . our Iowa-rooted conser­
vatism [emphasis added]." 

Implying that a regional brand of 
conservatism had something to do 
with Al l ied's success was v intage 
Evans bunkum. Conservatism is a 
disposition to preserve that which is 
established, a tendency towards grad­
ual change rather than sudden shifts. 
Evans' contorted stratagems-from 
th imbl erigging the All ied pool to 
deracinating Al l ied Mutual 's labor 
force--cannot, by any stretch of the 
imagination, be labeled conservative. 
And that label is too simplistic for 
Iowa, with its intriguing contradic­
tions, as well. 

Iowa has always had a predilection 
for moderation, as well  as, in the 
words of historian Dorothy Schweider, 
"a s trong ·impu lse toward social  
reform": before the Civi l  War it  
passed prohibition laws, and abolition­
ist feelings ran strong. Iowa embraced 
the Republican party (the party of 
Lincoln), granted constitutional rights 
to black men, and was home to the 
first state university that admitted 
women. Iowa, as John Gunther noted, 
is "the heart of agrarian America," yet 
the Popul ist  party, wh ich swept 
through neighboring western states 
l ike a prairie fire, never took hold 
there; but native-son Henry Wallace 
was the country's vice president from 
1 94 1  to 1945 and ran for president in 
1 948 u nder the Progressive ticket. 
Iowa voted for Dukakis in 1988 and 
Clinton in 1992 and 1 996. 

In short, "the Iowa-rooted conser-



vatism" to which Evans refers is mislead­
ing. But Iowa is filled with well-educated, 
hard-working, churchgoing, temperate 
folks who eschew ostentation and would be 
repulsed by Evans' feculent business deal­
ings-if they only knew. 

"We'l l  take a calculated risk," Evans 
told Allied Group's shareholders in 1 996, 
echoing the basic principles of insurance, 
"but we won't trust to chance." That sums 
up Allied Group's interaction with Allied 
Mutual :  i t  seems that l ittle was left to 
chance. All ied Mutual was incapable of 
making a good dea l .  A l l ied  Group ( i n  
which Evans had a big stake) could d o  no 
w rong, acqui r ing th rough a variety of 
maneuvers: the Allied insurance companies 
that grew the fastest, loans from All ied 
Mutual, a quadrupling of its share of the 
Allied pool, Al l ied M utual's employees, 
and fees for computer- and investment­
management services from Allied Mutual. 
A l l ied Group rel ieved itself (at A l l ied 
Mutual's expense) of its overvalued capital­
i n te ns ive l ife-i nsurance company i n  
exchange for undervalued shares o f  the 
reliable property/casualty company, bought 
back its shares in exchange for a pungent 

perpetual preferred stock, and garnered a 
lucrative contract to "administer" the 
Allied pool. 

I t 's hard to discern any risk in these 
transactions, much less a calculated one. 
(Actual ly, Evans' greacesc risk was chat 
Allied Mutual's policyholders would notice 
what was going on and string him up from 
the highest tree.) 

Although one of the purposes, ostensi­
bly, for taking Allied Group public was to 
generate addit ional capital  for A l l ied 
Mutual and its subsidiaries, Allied Mutual 
didn't need additional capital, much less 
need it so badly that it should have sold its 
birthright: All ied Mutual's cash proceeds 
from the sale of its Allied Group shares 
totaled $24 million. 

As for Allied Group, over the years it 
raised $86 million from various public stock 
offerings, but spent $83 million repurchas­
ing its shares-$31 million in cash and $52 
million in preferred stock-approximately 
what it took in from the public. 

The open-market repurchases bring up 
the familiar issue of Evans' dichotomous 
behavior. In February 1993, for example, 
Allied Mutual had, under Evans' direction, 
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blown out the last of its Allied Group stock, 
receiving $16.44 per share. What was the 
purpose of this sale (other than to "serve" 
Allied Group)? Allied Mutual had no press­
ing need for capital and its balance sheet 
was better chan Allied Group's. 

Within a year Evans would do an about­
face and oversee Allied Group's repurdrase 
of shares at a higher price-$16.96 per share. 
This would prove to be as good a buy as 
Allied Mutual's sale was bad: over the next 
three years Allied Group's stock tripled. 
Once again, Evans profited from All ied 
Group's propitious repurchase but lost 
noth ing  as a resu l t  of Al l ied Mutual 's 
untimely sale. 

The sale of Allied Mucual's final block 
of Allied Group stock is even more puz­
zling in light of recent changes in Allied 
Mutual 's asset mix. For qu ite a wh i le 
Evans avoided common stocks, investing 
primarily in high-grade bonds. At year-end 
1 992, Allied Mutual had $ 1 75 mill ion of 
surplus and $397 million in assets, but just 
$2.2 million in stocks-0.6% of assets. In 
1996, Allied Mutual finally caught a touch 
of bull-market fever and raised its stock 
portfolio to 4.4% of assets, or $23 million 
(which is $1 mill ion less than it received 
from its last sale of Allied Group shares). 
Had A l l ied Mutual  s imply  held these 
Allied Group shares it would have made an 
additional $42 million. 

Although Allied Mutual hasn't had an 
equity interest in Allied Group since 
1 993, the preferred stock it owns 

allows it to "nominate for election" (read 
appoint) two of the ten directors on Allied 
Group's board. Given the inherent conflicts 
of interest between the two companies, 
these d irectors should play the role of 
Allied Mutual's champion and protector. 
To do this, however, they would need to be 
independent of Allied Group and its man­
agement. (It goes without saying that they 
shou ldn't have any financial interest in 
Allied Group.) 

Were it not such a brazen disregard for 
p ropriety, All ied Mutual 's selection of 
Evans and his brother Harold to represent 
the company's interests on Allied Group's 
board would be farcical, because it's diffi­
cult to imagine two directors more ill-suit­
ed than these. On the other hand, Allied 
Group's shareholders had every reason to 
fancy Evans: he'd masterminded the intri­
cate chain of events that had made them a 
fortune-at Allied Mutual's expense. 
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Whether Evans' dismal record at Allied 
Mutual (compared to his splendid record at 
Allied Group) is attributable to bad . luck, 
ineptirude, or conflict of interest doesn't 
matter; he has done a miserable job for 
Allied Mutual's policyholders and shouldn't 
be their nominee for Allied Group's board. 

In fact, if an outraged-and-determined 
New York journalist has his way, Evans 
won't be on Allied Mutual's board, either: 
he'll be booted out, along with all the other 
board members. This journalist, one David 
Schiff, is now an outside, i ndependent 
nominee for the board, and has submitted a 
plan to liberate the company from Evans 
and Allied Group and return at lease $385 
million to policyholders. (For more on chis, 
see the following article.) 

Evans and his pals will, undoubtedly, 
defend their orchestration of the Allied 
Mutual and Allied Group intercompany 
transactions. They will assert that these 
deals were reviewed and approved by 
boards of di rectors, coord i nat ing com­
mittees, investment bankers, lawyers, and, 
in some instances, the Iowa Insurance 
Department. They will declare that ad­
visors were h i red and fairness opinions 
were issued; that certain matters were 
voted for by Allied Group's shareholders. 
They will state that Allied Mutual's policy­
holders duly elected every director. They 
wil l  note that financial statements were 
gone over by independent auditors and 
that the insurance companies were exam­
ined by state insurance departments. They 
will aver that Allied received high ratings 
from Best and Standard & Poor's, and that 
documents w e r e  fi led with  che SEC,  
Nasdaq, and  the New York Stock Ex­
change. And they will protest that our 
analysis has been made with the benefit of 
h indsight-that no one could have fore­
seen that each and every deal would be a 
boon for Allied Group and a bust for Allied 
Mutual. They may even say chat they are 
shocked-shocked that things turned out 
so badly for Allied Mutual. (Or perhaps 
they'll take a different tack and maintain 
that Allied Mutual has done . . .  admirably!)  

But so what if sumptuously rewarded 
investment bankers and lawyers-sur­
prise!-signed off on transactions? Big deal 
if low-paid bureaucrats and overworked 
regulators approved, but missed the ramifi­
cations of, intricate pooling arrangements 
and stock transactions. Al l ied Mutual's 
d irectors-the last line of defense-were 
charged with the responsibil ity of watching 
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�y granddaddy once told me that if 
you develop a reputation for getting up 
early, you can sleep all day. He was also 
fond of saying that no one ever went broke 
selling the finest insurance stuff at the 
cheapest prices. 

Here at Mr. Pig's House of Insurance, we 
live by chat credo. We buy the best insur­
ance stuff by the truckload and pass our 
savings along to friends like you. A lot of 
people ask us how we can give away "The 
complete Schijfs Insurance Observer'' for only 
$135. Well, to tell you the truth, even I don't 
know exactly how we do it! 

As always, we thank you kindly for your 
patronage. And don't forget, if you're ever 
in lnsuranceville, Kentucky, stop in at our 
brand new factory-outlet store. 
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out for the policyholders. John Evans may 
have been their friend, colleague, or broth­
er, but their allegiance rightfully belonged 
to All ied Mutual. Whether the directors' 
poor decisions were due to negligence, ig­
norance, or bad luck-the disembowel­
ment of Allied Mutual Insurance Company 
happened on their watch. 

We'll be the first to admit that calling 
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attention to d irectors' d isposition to be 
rubber-stamping yes-men is a bit l ike 
compla in ing  that an outhouse st inks .  
Unfortunately, insurance-company direc­
tors often serve the same function as 
Calvin Coolidge, who, according to Will 
Rogers, "didn't do anything, but that's 
what the people wanted done." 

Although complacency is not a desirable 
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trait in a mutual-insurance-company board, 
it may not be too damaging a qual icy when 
a company is run by people l ike Bruce 
Kelley or Ed Rust. On the other hand, giv­
ing John Evans a pliable board is like giv­
ing a two-year-old a chainsaw-something 
bad is likely to happen. 

There's an investment angle ro this 
story, and it is the sale of Al lied 
Group stock. (For the record, we 

are neither long nor short and don't intend 
to take a financial position.) Allied Group 
has profited by riding-no, by taking­
Allied Murual's coattails. From 1985 to 1993 
it grew rapidly by increasing its share of the 
Allied pool from 38% to 64%, and its earn­
ings were boosted by outsmarting Allied 
Mutual in a variety of ways. Since 1 99 1 ,  
however, Allied Group's annual premium­
growth rate has slowed to 14.75% ( 10.3% 
since 1994). Earnings per share have grown 
much faster, though-23.6% compounded 
annually-in part because of fees charged 
to Allied Mutual (which accounted for 25% 
of Allied Group's 1 996 earnings). But Allied 
Group's relationship with Allied Mutual is 
approaching a state of entropy-there isn't 
as much left to reap as there once was 
(Allied Mutual made $ 12  million in 1995 
and $6.8 million in 1996), and whatever is 
reaped now wi l l  be less meaningfu l to 
All ied Group. (Allied Group made $52.3 
million in 1995 and $5 I million in 1996.) 

Although its earnings were up almost 
50% in the first half of 1 997 due ro im­
proved experience in personal auto and 
homeowners, Allied Group may be sitting 
on the equivalent of a toxic waste dump: the 
manner in which it has achieved much of its 
growth over the years. If Allied Mutual's 
pol icyholders decide that they're mad as 
hell and aren't going to take it anymore, 
they might stage a revolt that culminates in 
the overthrow of Evans and the board, the 
elimination of excess fees paid to Allied 
Group, and the reversing of a decade's worth 
of cheap-jack maneuvers and gossamer 
transactions. Such an occurrence would have 
a devastating effect on Allied Group's earn­
ings, balance sheet, and stock price (and a 
correspondingly beneficial effect for Allied 
Mutual's policyholders). 

It is possible, of course, that this apoca­
lyptic scenario is no more than the fanciful 
dream of a quixotic muckraker. Evans may 
be many things, but he is not stupid; Allied 
Mutual and Allied Group are intertwined 
through a variety of long-term contracts 

and agreements that were designed by 
well-paid lawyers. 

s imple truth is often forgotten: mutual 
insurance companies are not the propercy 
of their d i rectors or emp loyees-they 
belong to their policyholders. 

Yet we sense a turning of the tide, a 
move towards reform. Not so long ago, 
shareholders of public companies were dis­
enfranchised too, but activists-at first a 
few smal l  i nd ividuals ,  then corporate 
raiders, public pension funds, and mutual 
funds-demanded accountabi l i ty. This 

Policyholders' long period of quiescence 
may be coming to an end. And if it does, 
that may cause a few sleepless nights for 
John Evans, Allied Mutual's directors, and 
Allied Group's shareholders. 11 

ALLIED Mutual Chronology 
1929 

Allied Mutual formed in 
Iowa. Amended articles 
of incorporation later 

state that "the purpose and object 
of the corporation shal l  be to 
engage in the business of insur­
ance . . .  upon the mutual plan.'' 

1964 
John Evans, 36, succeeds his father 
as head of Allied Mutual. 

1974 ftl'ITW'l'I Allied Mutual forms a mlllllm downstream holding 
company, Allied Group. 

1985 4 Allied Group goes public, 
raising $ 1 6.8  mil l ion by 
issuing shares at a price 

approximating book value. Allied 
Mutual's ownership decreases to 
79%. Allied Mutual's 1 ,000 em­
ployees provide al l  services for 
Allied Group and administer the 
Allied pool. 

Stock options granted, 
including 234,516 to John 
Evans. Douglas Andersen 

and Jamie Shaffer each get 43,268. 

1986 :\,:" ··, Allied Group forms West­_j-'�, ern Heritage Insurance �-�.:;._ Co., which doesn't cede 
business to the Allied pool even 
though it markets through a "readi­
ly available distribution system"­
Allied Mutual agencs. 

1987 
Allied Group forms Allied 
Group Information Sys­
tems (AGIS) and begins 

charging fees to Allied Mutual. 
Allied Group increases its share of 
the Allied pool to 41 %. 

1988 
i i / I ii Evans receives 1 0-year 

I I options to purchase Allied 
Group stock for 44¢ per 
share. (Book value is $6.38 

per share.) Other employees 
receive similar options. Allied 
Group directors (many of whom 
also serve on Allied Mutual 's  
board) are offered Allied Group 
stock options. 
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1990 
Big restructuring plan:  
Allied Group sells Allied 
Life to Allied Mutual for 

1 7% premium to book value and 
repurchases its own shares from 
Allied Mutual at an 18% discount 
to book value. (By 1997 Allied Life 
is worth $50 mil l ion and Allied 
Group's repurchased shares are 
worth $273 million.) 

Allied Group's percentage of the 
Al lied pool is  raised to 53%.  
"[Increasing the pool] gave us all 
the advantages of an acquisition 
without any of the drawbacks," 
says Allied Group. 

� ployees are transferred to 
•* All All ied M utual em-

f'Xj Allied Group. 
Allied Group's ESOP borrows 

$35 million (guaranteed by Allied 
Group) to buy Allied Group con­
vertible preferred stock at a 
bargain-basement price, thereby 
di lut ing Al l ied M utual .  Al l ied 
Group employees will make $243 
million as a result. 

Al l ied M utual 's ownership of 
Allied Group is  now reduced from 
78% to 40%. Allied Group's em­
ployees own 37%. 

1992 I� All ied Group's  share of 
the Allied pool increases 
again-to 60%. 

Allied Group issues $52 million of 
63/,% nonconvertible preferred 
stock to Allied Mutual in exchange 
for 4, 1 1 1 ,250 shares of Allied Group 
owned by Allied Mutual. Allied 
Group later refers to this preferred 
stock as "a source of low-cost capi­
tal.'' Today, the preferred stock is 
worth $52 million, but the shares 
Allied Mutual  parted with are 
worth $185 million. 

1993 (i) Allied Group's share of 
the Allied pool increases 
to 64%. AMCO (an Allied 

Group subsidiary) replaces Allied 
Mutual as the administrator of the 
Allied pool. Breaks tradition and 
begins charging fees to make a 
profit. Evans calls this deal "an 
opportunity to flow every dollar of 
savings straight to the bottom 
linc"-Allied Group's bottom line. 

As a result, Allied Group earns 
$21 .4 million from underwriting 
over the next four years while 
Allied Mutual loses $63 million. � Under Evans' direction, ft: Allied Mutual sells the \.J last of its Allied Group 
stock at $16.44. Says Allied Group: 
"The sale of the mutual's shares 
served all stockholders by increas­
ing the float without diluting earn­
ings or book value.'' 

Allied Life goes public. Evans, 
Andersen, and Shaffer get stock 
options. 

1994 
Allied Group repurchases 
stock at a higher price 
than that at which Allied 

Mutual sold out. Allied Group's 
stock triples in next three years. 

Allied Mutual's executives appar­
ently dislike traveling on sched­
uled flights: the company owns 
a Learjet. 

1995 
Evans receives $8.9 mil­
lion in compensation be­
tween 1992 and 1995. He 

is now Allied Mutual'! nominee for 
Allied Group's board. 

1997 
Allied Mutual is worth $240 
million. Allied Group is 
worth $915 million. Evans 

is still chairman of Allied Mutual, 
Allied Group, and Allied Life. His 
shares are now worth $15.5 million. • David Schiff is nominated 

for Allied Mutual's board 
by dissident policyholder. 

Will attempt to gain scat held by 
James Callison. Also seeks to boot 
out the current board, reverse previ­
ous transactions with Allied Group, 
and return at least $385 million to 
Allied Mutual's policyholders. 

Power to the policyholders! 
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The Liberation of Allied Mutual 
How I Plan to Seize Control of Allied Mutual 
by David Schiff 

I ' m  a fan of mutual i nsurance; i t 's 
worked for a long time. I'm also a fan 
of stock insurance companies. Many 
have done well for their policyholders 

and their shareholders. 
The concept of mutuality, however, is 

under attack. In New York, which is noted 
for its conservative insurance regulation, 
Governor Pataki has proposed a nasty 
mutual-holding-company law that would 
allow mutuals co pur their insurance compa­
nies inco holding companies and sell stock 
i n  these ho ld ing compan ies to-who 
else?-the public. 

In theory this may not always be bad; 
in practice it stinks. Nonetheless, many 
mutual- insurance-com pany executives 
embrace demutualization because ic's a way 
for them to expand their companies' capital 
and engage in that great American pas­
time-making acquisitions. Whether that's 
good for the policyholders is, apparently, 
beside the point Once a mutual is partially 
converted to a stock company, its execu­
tives can wrap their hands around the stuff 
that dreams are made of-stock options­
and, with a little "luck," make a bundle, 
like John Evans. Although Allied Mutual 
isn't the only mutual insurance company to 
have taken a beating from its stock-compa­
ny affiliate, it's the most egregious example 
I've ever come across. 

Last year I traveled through Iowa, which 
has 149 domestic mutuals, and visited sev­
eral of the largest, some of which have pub­
licly-held affiliates and some of which don't. 
(Iowa is on the front lines of the demutual­
ization business, and Allied was one of the 
earliest to leave the trenches and go over 
the top.) I didn't meet with Allied-neither 
Evans nor Andersen was available-but I'd 
seen Evans do his shtick at insurance con­
ferences over the years and was vaguely 
familiar with the success of Allied Group's 
stock. 

When I delved deeper into the Allied 
Insurance companies this summer I became 
appalled-not just by the clever deals and 
asset shuffiing, but by the shameless way 
Evans and his fellow executives boasted of 
their exploits to Allied Group's shareholders 
(e.g. "Having [AMCO] named administra­
tor of the Allied pool is an opportunity to 
flow every dollar of savings straight to 

[Al l ied Group's ]  bottom l i ne") .  Evans' 
hubris left me aghast. How, I wondered, 
was it possible to preside over the transfer 
of more than $500 mi l l ion of value from 
Al l ied Mutual to All ied Group without 
someone-a regulator, a consumer activist, 
a strike-suit  lawyer-screaming bloody 
murder? Didn't anyone care about the poli­
cyholders? After all ,  All ied Mutual-a// 
mutuals-are supposed to be run for the 
benefit of their policyholders. 

When Kent Forney, a partner at Brad­
shaw, Fowler, Proctor & Fairgrave, in Des 
Moines, taught law, he used to make this 
analogy: "A policyholder's interest in the 
surplus of a mutual insurance company is 
roughly akin to a spouse's dower right, 
which is an inchoate right that can't be 
enforced until there's a dissolution of the 
marriage by divorce or death. Similarly, a 
policyholder's interest in the surplus can't 
be enforced until there's dissolution of the 
insurance company." But, notes Forney, 
unlike a spouse's dower right, the value in a 
mutual insurance company belongs to the 
policyholders-they just don't have the 
individual right to compel the mutual to 
pay it out to them. 

Somewhere along the way Allied Mutual 
seems to have forgot that its purpose was 
not to provide stock-market profits for 
Evans and his fellow employees. "The pur­
pose and object of [Allied Mutual]," states 
the company's amended and restated arti­
cles of incorporation, "shall be to engage in 

Policyholders of Allied Mutual, unite! 
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the business of insurance . . .  upon the mutu­
al plan." Evans and the other Allied Mutual 
directors were fiduciaries; they were sup­
posed co watch out for Allied Mutual, not 
worry-as those who were on both boards 
had co-about earning a h igh return on 
equity for Allied Group. 

As I researched the Al l ied article­
reviewing financials, reading documents, 
pondering transactions-I came co the con­
clusion that I wouldn 'c encrust Evans with 
the screw-off cap of an empty bottle of 
muscatel, much less the directorship of a 
large mutual i nsurance company. I was 
reminded of Alexander Woollcoct's quip 
that a stockbroker is a man who takes your 
fortune and runs it i nto a shoestring.  
Woollcott apparently never met the chair­
man of a mutual insurance company who 
owned stock in its publicly-held affiliate. 

I imagined that Evans had some convo­
luted rationalization for the disparate results 
experienced by Allied Mutual and Allied 
Group-something along the lines of the 
1 968 Associated Press d ispatch from 
Vietnam quoting a U.S. Army Major saying 
"It became necessary to destroy the town to 
save it." 

But Evans didn't return my calls, nor did 
any of the other directors besides Hoak, 
who displayed a curious inability to recall 
deta i l s  concerning h i s  tenure on both 
boards. 

It was around this time that I decided to 
do what anyone in the world is entitled to 
do: run for Allied Mutual's board, take con­
trol of the company, and sec things straight. 
You see, I have as much right to be on 
Allied Mutual's board as John Evans does. 
"Directors need not be residents of Iowa," 
states Allied Mutual's articles of incorpora­
tion, "and need not be Members [policy­
holders] to qualify for election to office." In 
fact, the requirements are surprisingly sim- � 
pie: "Nominations for membership on the � 
board of directors . . .  [must be] presented in l 
writing, signed by the Member. . .  at least 60 I 
days prior to" the annual meeting. That's it. � 

Since Allied Mutual has about 100,000 � 
policyholders, I knew it wouldn't be diffi- ! 
cult to find someone to nominate me. Bur I � 
wanted to keep my i ntentions under i 
wraps-this was a sensitive subject, after 3 
all-so I asked my ex-wife, the writer Joyce � 
Walter (whose novel, The Hallie Lawrence f 
Story, is one of the funniest books I 've ever I 
read), if she had any objections to becoming � 
an Allied Mutual policyholder. Joyce knows � 
as much about insurance as I know about I 
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Schiapare l l i  cocktai l  d resses, but  she's 
always been a champion of the masses and 
was glad to help. So I located an All ied 
agent, took care of the arrangements, and 
paid a $200 premium. Her policy arrived in 
the mail three weeks later, along with a doc­
ument signed by Douglas Andersen, Allied 
Mutual's president, stating that she "is a 
member of the company and is . entitled to 
vote . . .  at all meetings." 

In compliance with Al l ied Mutua l 's 
requirements, Joyce formal ly nominated 
me in a letter addressed to Evans and 
Andersen. ( I  drafted the letter and she 
signed it.) To ensure chat the nomination 
would arrive promptly, I personally took it 
to Federal Express. 

I also enclosed a letter outlining my rea­
sons for seeking election to Allied Mutual's 
board, and suggested chat it would mak« 
matters easier for me (and better for the 
policyholders) if the current board would, in 
accordance with Article 9, Section G, resign 
en masse immediately after appointing me 
(and my slate of first-class fiduciaries) as 
directors of Allied M utual. To show that 
there were no hard feelings, I offered to 
send each Allied Mutual director a bottle of 
Dom Perignon upon his resignation. 

Assuming chat the directors reject my 
offer-as I expect chem co-I ' l l  wage a 
p roxy fight and gee e lected at A l l ied 
Mutual's annual  pol icyholders meeting, 
which is schedu led for one o'c lock on 
Tuesday March 3, 1998, at the home office 
in Des Moines. Since Allied Mutual has a 
staggered board, only one seat, chat held by 
James Callison, will be up for grabs this year. 

Before I gee into the details of my plan, 
I ' l l  pose a rhetorical question: Can a lone 
muckraker, armed with a Power Macintosh 
6500/250 and a budget chat can barely buy a 
round-lot of A l l ied Group stock, walk 
through the mean streets of  Des Moines, 
seize a seat on the board of a large mutual, 
and wrest control from an entrenched chair­
man and his obliging understrappers? 

Ordinarily that would be unthinkable. 
But Allied is no ordinary mutual: it is a vas­
sal bound in feudal service to a tyrannical 
lord. It has seen its assets sold for bupkis, its 
employees taken, and its premiums divert­
ed. It is encumbered by administrative fees 
levied by Allied Group, and, not surprising­
ly, is only marginally profitable. The final 
insult: Allied Mucual's policyholders gener­
a l l y  pay higher p r e m i u m s  than A l l ied 
Group's policyholders do for essentially the 
same coverage. 
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In shore, Allied Mucual is like a pile of 
oily rags (the hazard we were warned of in 
Insurance 101): it's an explosion waiting co 
happen. That's why I can overthrow the 
board. Ultimately, people will not a l low 
such an inequitable situation to continue. 
That Evans has, for so long, pressed down 
upon the brow of Allied Mutual a crown of 
thorns is a testament to policyholders' igno­
rance, regulatory folly, a lack of scrutiny, and 
a general sense of complacency. Bue that's 
coming to an end. 

earn more from its administrative fees. 
There's a good solution to this situation, 

and it's the backbone of my campaign for 
the board. Allied Mutual should reverse the 
myriad transactions in which it was bested 

'by Allied Group: the pooling changes, the 
stock swaps, the administrative fees-every­
thing. Since that may involve technical diffi­
culties (and since Allied Group won't imme­
diately agree to chis), Allied Mutual might 
have co hire lawyers and consider seeking 
some kind of compensation for at least a 
decades' worth of sniggering schlock-house 
transactions. Although Allied Mutual was 
once much larger than All ied Group, its 
$240 million of surplus is now about one­
quarter of Allied Group's $915 million mar­
ket cap. Perhaps the two companies could 
simply split the difference-$675 million­
and do away with legal bickering. 

B ecause Allied Mutual's policies tend 
to be more expensive than All ied 
Group's, Allied Mutual's policyhold­

ers are not benefiting from their company's 
surplus; they'd actually be better off with 
Allied Group policies. Allied Mutual's real 
beneficiary is Al l ied Group; ic receives 
administrative fees and, through the Allied 
pool, the use of Allied Mutual 's surplus, 
which enables the Allied companies to write 
more premiums, thereby allowing AMCO to 

Even if it receives a large payment from 
Allied Group, Allied Mutual won't have the 
wherewithal co administer its book of busi­
ness (after all, it has no employees). There-
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fore, it should sell its $300 million in premi­
ums (which had a 62.5% pure loss ratio last 
year) to the highest bidder. Investment 
bankers (not the ones who did the fairness 
opinions) can handle this, and I wouldn't be 
surprised if Allied Mutual gets $125 million, 
maybe more. As a matter of fact, Allied 
Mutual's book of business would fit quite 
nicely with Allied Group's operations. 

What will Allied Mutual be worth when 
this has been accomplished? Well, it started 
with $240 million in surplus. Add $125 mil­
lion from the sale of its book of business, 
plus whatever is received in settlement 
from Allied Group (half of $675 million?). 
Throw in $20 million or so for the equity in 
its loss reserves and the total is somewhere 
between $385 million and $725 million. 

Whatever the final figure turns out to 
be, it belongs to the policyholders. Since 
there are approximately I 00,000 of them, 
that's $3,850 to $7,250 apiece. Whether the 
best way to distribute this is by declaring a 
dividend, by liquidating Allied Mutual, or 
by some other means, is a matter that will 
require the assistance of accountants and 
lawyers (doesn't everything?). We'll  h ire 
the best when I'm Allied Mutual's chair­
man, and get the money back to the policy­
holders as soon as possible. (By the way, 
I'm waiving all compensation and director's 
fees, and Joyce will waive any proceeds or 
distributions that would ordinarily be due 
her as a policyholder.) 

To kick off my campaign for Al l ied 
Mutual's board I 've placed an ad in The Des 
Moines Register (see previous page), briefly 
explaining the situacion and seeking the 
support of policyholders. Although the 
election is five months away, I have a feel­
ing that it wil l  turn out to be an uneven 
battle: Evans and the other Allied Mutual 
d irectors won't stand much of a chance. 
Through their actions they have demon­
strated that they aren't fit to be on Allied 
Mutual's board, and their agenda-whatev­
er it is-has not served the policyholders. 

I h ave a suspic ion that once All ied 
Mutual's gimcrackery gyrations, chop-shop 
poolings, and irreconcilable confl icts of 
interest are exposed to the light of day, the 
policyholders, the regulators, the press, and 
the public will demand change. The time 
is right, and I hope my actions will serve as 
an inspiration for mutual policyholders, as a 
wake-up call for regulators and legislators, 
and, at long last, as deliverance for the true 
owners of Allied Mutual. 

Power to the policyholders! a 
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15.0450.03001 
Title. 

Prepared by the Legislative Council staff for 
Senator Klein 

March 23, 2015 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1313 

Page 4, line 1, replace "a majority" with "two-thirds" 

Page 4, line 4, replace "a majority" with "two-thirds" 

Page 4, line 23, after the underscored period insert "This application fee is in addition to other 
direct costs incurred by the commissioner in reviewing the proposed plan of 
conversion." 

Page 5, line 3, remove "Immediately. the commissioner shall give written notice to the 
converting mutual" 

Page 5, remove line 4 

Page 5, line 5, remove "reasons for the decision." 

Page 5, line 8, after "Q,." insert "The plan is fair and equitable to the converting mutual company 
and the converting mutual company's members: 

Page 5, line 8, remove "and" 

Page 5, line 9, replace "c." with "d." 

Page 5, line 9, replace the underscored period with ": and 

e. The converted stock company will have the amount of capital and 
surplus the commissioner deems reasonable for the converted stock 
company's future solvency." 

Page 5, line 14, replace "may" with "shall" 

Page 5, line 18, replace "All" with "The commissioner shall give written notice to the converting 
mutual company of any decision. and in the event of disapproval. a 
statement in detail of the reasons for the decision. 

!L No later than forty-five days before the meeting. the converting mutual 
company shall send" 

Page 5, line 18, remove "must be sent" 

Page 5, line 19, remove "briefly but fairly" 

Page 5, line 20, after the underscored comma insert "must inform the member that the 
proposed plan of conversion will extinguish the member's membership rights ." 

Page 5, line 22, after the underscored period insert "Such notice must provide instructions on 
how the member can obtain. either by mail or electronically. a full copy of the proposed 
plan of conversion ." 

Page 5, line 25, replace "8. " with "9. " 

• Page 5, line 26, replace "a majority" with "two-thirds" 

Page No. 1 15.0450.03001 

#'-I 



Page 6, line 1, replace "9." with "1.Q,." 

Page 6, line 3, replace "a majority" with "two-thirds" 

Page 6, line 5, replace "1.Q,." with ".11..:." 

Page 6, line 9, after "approved" insert", which must include the record of total votes cast in 
favor of the plan" 

Page 8, line 13, replace "clear and convincing" with "a preponderance of the" 

Page 9, line 10, after "§.,_" insert "The dollar value of a subscription right based on the 
application of a generally accepted option pricing model. In connection with the 
determination of stock price volatility or other valuation inputs used in option pricing 
models. the qualified independent expert may assume that the attributes of the 
converted stock company will be substantially similar to the attributes of the stock of 
the peer companies used to determine the estimated pro forma market value of the 
converted stock company. Solely for the purpose of determining the value of a 
subscription right. the term of a subscription right is deemed to be a minimum of ninety 
days. 

6. The plan must provide that each eligible member must be given the right to 
require the mutual company to redeem the subscription rights. in lieu of the 
exercise of subscription rights allocated to that eligible member. at a price 
equal to the number of such subscription rights allocated to the eligible 
member multiplied by the dollar value of a subscription right as determined 
by the qualified independent expert under subsection 4. The obligation of 
the mutual company to redeem the subscription rights does not arise until 

• 

the effective date of the plan. Within thirty days of the effective date of the • 
plan. the redemption price payable to each eligible member must be paid 
to the eligible member. Alternatively, the converted stock company may 
offer each eligible member the option of receiving the redemption amount 
in cash or having the redemption amount credited against future premium 
payments. An eligible member that does not exercise that eligible 
member's subscription rights and also fails to affirmatively request 
redemption of the subscription rights before the expiration of the 
subscription offering, nevertheless is deemed to have requested 
redemption of that eligible member's subscription rights and shall receive 
the redemption amount in cash in the manner otherwise provided in this 
subsection. 

7." 

Page 9, line 17, replace "6." with "8." 

Page 9, line 30, replace "7." with "9." 

Page 10, line 13, replace"§.,_" with "10." 

Page 10, line 23, replace "9." with ".11..:." 

Page 10, line 25, replace "1 O." with "11.:." 

Page 11, line 9, remove "The plan of conversion may provide the directors. officers. and 
employees of the" 

Page 11, remove lines 10 through 29 
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.. 
Page 11, line 30, remove "3." 

Page 12, line 13, replace "4." with "2." 

Page 12, line 14, remove". without payment." 

Page 12, remove lines 22 through 24 

Page 12, line 25, replace "c." with "b." . 
Page 12, line 28, replace "d." with "c." 

Page 15, line 24, replace "Except as provided for in a plan of conversion approved by the 
commissioner. a" with "8." 

Renumber accordingly 

Page No. 3 15.0450.03001 



,. 

• 

• 

• 

'I I I I 15 

15.0450.03004 
Title. 

Prepared by the Legislative Council staff for 
Senator Klein 

March 31 , 2015 

PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1313 

Page 3, line 22, replace "twenty or more than thirty-five" with "forty-five" 

Page 3, line 23, after "proposed" insert "subsidiary" 

Page 3, line 24, after "the" insert "stock of the" 

Page 3, line 24, remove "through" 

Page 3, line 25, remove "the purchase of all the stock of the converted stock company" 

Page 4, line 1, replace "a majority" with "two-thirds" 

Page 4, line 4, replace "a majority" with "two-thirds" 

Page 4, line 23, after the underscored period insert "The application fee is in addition to other 
direct costs incurred by the commissioner in reviewing the proposed plan of 
conversion ." 

Page 5, line 3, remove "Immediately, the commissioner shall give written notice to the 
converting mutual" 

Page 5, remove line 4 

Page 5, line 5, remove "reasons for the decision." 

Page 5, line 8, after "Q.,_" insert "The plan is fair and equitable to the converting mutual company, 
the members of the converting mutual company, and the eligible members of the 
converting mutual company; 

.!;," 

Page 5, line 8, remove the second "and" 

Page 5, line 9, replace "c." with "Q.,_" 

Page 5, line 9, replace the underscored period with "; and 

e. The converted stock company will have the amount of capital and 
surplus deemed by the commissioner to be reasonable for its future 
solvency." 

Page 5, line 14, replace "may" with "shall" 

Page 5, line 18, after "L" insert "The commissioner shall give written notice of any decision to 
the converting mutual company and, in the event of disapproval, a detailed statement 
of the reasons for the decision. 

!L" 

Page 5, line 19, after "conversion" insert "no later than forty-five days before the meeting" 

Page 5, line 19, remove "briefly but fairly" 
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Page 5, line 20 , after the underscored comma insert "must inform the member how the 
proposed plan of conversion will affect the member's membership rights." 

Page 5, line 22, after the underscored period insert "The notice must provide instructions on • 
how the member can obtain. either by mail or electronically. a full copy of the proposed 
plan of conversion ." 

Page 5, line 25, replace "8." with "~" 

Page 5, line 26, replace "a majority" with "two-thirds" 

Page 6, line 1, replace "9." with "~" 

Page 6, line 3, replace "a majority" with "two-thirds" 

Page 6, line 5, replace "~" with "11." 

Page 6, line 9, after "approved" insert", which must include the record of total votes cast in 
favor of the plan" 

Page 7, line 8, after "proposed" insert "subsidiary" 

Page 7, line 9, remove "all" 

Page 7, line 21, replace "total price" with "pro-forma market value" 

Page 8, line 2, remove "all" 

Page 9, line 2, replace "amount" with "value" 

Page 9, line 10, after"§.,_" insert "The dollar value of a subscription right based upon the 
application of the Black-Scholes option pricing model or another generally accepted 
option pricing model. In connection with the determination of stock price volatil ity or • 
other valuation inputs used in option pricing models. the qualified independent expert 
may assume that the attributes of the converted stock company will be substantially 
similar to the attributes of the stock of the peer companies used to determine the 
estimated pro-forma market value of the converted stock company. The term of a 
subscription right is a minimum of ninety days for the sole purpose of determining the 
value of a subscription right. 

6. The plan must provide that each eligible member has the right to require 
the mutual company to redeem such subscription rights. in lieu of 
exercising the subscription rights allocated to each eligible member. at a 
price equal to the number of subscription rights allocated to each eligible 
member multiplied by the dollar value of the subscription right as 
determined by the qualified independent exert pursuant to subsection 4. 
The obligation of the mutual company to redeem subscription rights arises 
only upon the effective date of the plan. The redemption price payable to 
each eligible member must be paid to the member within thirty days of the 
effective date of the plan. Alternatively. the converted stock company may 
offer each eligible member the option of receiving the redemption amount 
in cash or having the redemption amount credited against future premium 
payments. An eligible member that does not exercise their subscription 
rights. and which also fails to affirmatively request redemption of the 
member's subscription rights before the expiration of the subscription 
offering. nevertheless is deemed to have requested redemption of the 
member's subscription rights and shall receive the redemption amount in • 
cash in the manner otherwise provided in this subsection. 
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Page 9, line 17, replace "6." with "8." 

• Page 9, line 30, replace "7." with "9." 

•• 

• 

Page 10, line 13, replace "8." with "10." 

Page 10, line 23, replace "9." with "11." 

Page 10, line 25, replace "10." with "12." 

Page 10, line 26, replace "three" with "two" 

Page 11, remove lines 9 through 29 

Page 11, line 30, replace "3." with ".1." 

Page 12, line 13, replace "4." with "2." 

Page 12, line 13, replace the first "the" with "that" 

Page 12, line 14, remove", without payment." 

Page 12, remove lines 22 through 24 

Page 12, line 25, replace "c." with "b." 

Page 12, line 28, replace "d." with "c." 

Page 15, line 24, replace "Except as provided for in a plan of conversion approved by the 
commissioner. a" with "8.'' 

Renumber accordingly 
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15.0450.03004 FIRST ENGROSSMENT 

Sixty-fourth 
Legislative Assembly 
of North Dakota 

ENGROSSED HOUSE BILL NO. 1313 

Introduced by 

Representatives Keiser, Kasper, Klemin 

1 A Bl LL for an Act to create and enact chapter 26.1-12.2 of the North Dakota Century Code, 

2 relating to conversion of a mutual property and casualty insurance company to a stock 

3 insurance company; to amend and reenact section 26.1-12.1-10 and subdivision b of 

4 subsection 12 of section 26.1-17-33.1 of the North Dakota Century Code, relating to references 

5 to demutualization of domestic mutual insurance companies; and to repeal section 26.1-12-32 

6 of the North Dakota Century Code, relating to demutualization of domestic mutual insurance 

7 companies. 

8 BE IT ENACTED BY THE LEGISLATIVE ASSEMBLY OF NORTH DAKOTA: 

9 SECTION 1. AMENDMENT. Section 26.1-12.1-10 of the North Dakota Century Code is 

10 amended and reenacted as follows: 

11 26.1-12.1-10. Applicability of certain provisions. 

12 A mutual insurance holding company is deemed to be an insurer subject to 

13 chapter 26.1-06.1 and is automatically a mandatory party to any proceeding under that chapter 

14 involving an insurance company that, as a result of a reorganization according to 

15 section 26.1 -12.1-02 or 26.1-12.1-03, is a subsidiary of the mutual insurance holding company. 

16 In any proceeding under chapter 26.1-06.1 involving the reorganized insurance company, the 

17 assets of the mutual insurance holding company are considered to be the assets of the estate 

18 of the reorganized insurance company for purposes of satisfying the claims of the reorganized 

19 insurance company's policyholders. A mutual insurance holding company may not dissolve or 

20 liquidate without the approval of the commissioner or as ordered by the district court according 

21 to chapter 26.1-06.1. Section 26.1 12 32Chapter 26.1-12.2 is not applicable to a reorganization 

22 or merger accomplished under this chapter. 

23 SECTION 2. AMENDMENT. Subdivision b of subsection 12 of section 26.1-17-33.1 of the 

24 North Dakota Century Code is amended and reenacted as follows: 
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b. The restructured company must be treated as a mutual insurance company 

#~ . 

2 subject to the provisions of chapter 26.1-12, except for sections 26.1-12-01 , 

3 26.1-12-02, 26.1-12-03, 26.1-12-05, 26.1-12-06, 26.1-12-07, 26.1-12-08, 

4 26.1-12-09, 26.1-12-10, 26.1-12-14, 26 .1-12-16, 26.1-12-18, 26.1-12-19, 

5 26.1-12-23, 26.1-12-24, 26.1-12-25, 26 .1-12-26, 26.1-12-29, and 26.1-12-30,...aREi 

6 26.1 12 32. 

7 SECTION 3. Chapter 26.1-12.2 of the North Dakota Century Code is created and enacted 

8 as follows: 

9 26.1-12.2-01. Definitions. 

10 As used in this chapter: 

11 1:. "Capital stock" means common or preferred stock or any hybrid security or other 

12 

13 

14 

equity security issued by a converted stock company or other company or entity 

pursuant to the exercise of subscription rights granted pursuant to the provisions of 

subdivision c of subsection 1 of section 26.1-12.2-03. 

15 .£_ "Converted stock company" means a mutual company or mutual holding company that 

16 . has converted to a stock company under this chapter. 

17 3. "Converting mutual company" means a mutual company or mutual holding company 

18 that has adopted a plan of conversion under this chapter. 

19 4. "Eligible member" means a member of a converting mutual company whose policy is 

20 

21 

22 

23 

24 

25 

26 

in force on the date the governing body of the converting mutual company adopts a 

plan of conversion or such earlier date as the converting mutual company may 

establish with the consent of the commissioner. A person insured under a group policy 

is not an eligible member. A person whose policy becomes effective after the 

governing body adopts the plan of conversion but before the effective date of the plan 

of conversion is not an eligible member but has those rights established under section 

26.1-12.2-09. 

27 ~ "Issued minority shares" means the number of shares issued by a subsidiary 

28 

29 

insurance company or subsidiary holding company of a mutual holding company in all 

minority stock offerings. 

30 ~ "Minority stock offering" means an offering of capital stock by a subsidiary insurance 

31 company or subsidiary holding company controlled by a mutual holding company in 
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which less than fifty percent of the voting stock of the subsidiary insurance company or 

subsidiary holding company is offered and sold under this chapter or chapter 

26.1-12.1. 

4 L "Mutual company" means a mutual property and casualty insurance company 

5 domiciled in this state. 

6 !;L "Mutual holding company" means: 

7 

8 

9 

10 

11 

a. A corporation resulting from a reorganization of a mutual company under chapter 

26.1-12.1 ; or 

b. A domestic corporation surviving or resulting from a merger or consolidation with 

a corporation that resulted from a reorganization of a mutual insurer under the 

laws of any other jurisdiction as provided by section 26.1-12.1-03. 

12 ~ "Participating policy" means a policy that grants a holder the right to receive dividends 

13 if. as. and when declared by the mutual company. 

14 ~ "Plan of conversion" or "plan" means a plan adopted by the governing body of a 

15 

16 

mutual company or mutual holding company to convert into a stock company or stock 

insurance holding company in accordance with the requirements of this chapter. 

17 11. "Policy" means an insurance policy. 

18 1£ "Standby investor" means any person that has agreed in writing to purchase all or a 

19 

20 

portion of the capital stock to be sold in a conversion which is not subscribed by 

eligible members. 

21 .Ll.,. "Subscription right" means the nontransferable right to purchase. for a period of not 

22 

23 

24 

25 

less than twenty or more than thirty fiveforty-five days. the stock of the converted stock 

company, its proposed subsidiary holding company, or an unaffiliated stock insurance 

company or other corporation or entity that will acquire the stock of the converted 

stock company through the purchase of all the stock of the converted stock company. 

26 1A,_ "Voting member" means a member who is an eligible member and is also a member of 

27 the converting mutual company as of a date not more than ninety days before the date 

28 of the meeting at which the plan of conversion must be voted upon by members. 

29 26.1-12.2-02. Adoption of plan of conversion. 

30 .1. A plan of conversion does not become effective unless the converting mutual company 

31 seeking to become a converted stock company adopted. by the affirmative vote of not 
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less than a majoritvtwo-thirds of its governing body, a plan of conversion consistent 

with the requirements of sections 26.1-12.2-03 and 26.1-12.2-04, or of section 

26.1-12.2-05. At any time before approval of a plan of conversion by the 

commissioner. the converting mutual company, by the affirmative vote of not less than 

a majoritytwo-thirds of its governing body, may amend or withdraw the plan . 

6 2. Before the eligible members of a converting mutual company may vote on approval of 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

27 

28 

a plan of conversion, a converting mutual company whose governing body has 

adopted a plan shall file all of the following documents with the commissioner within 

ninety days after adoption of the plan of conversion together with the application fee : 

f!.:. The plan of conversion, including the independent evaluation required by 

subsection 4 of section 26.1-12.2-03. 

~ The form of notice and proxy required by subsection 7 of section 26.1-12.2-02. 

c. The form of notice required by section 26.1-12.2-09 to persons whose policies 

are issued after adoption of the plan of conversion but before the plan of 

conversion's effective date. 

Q,_ The proposed certificate of incorporation and bylaws of the converted stock 

company. 

~ The acquisition of control statement. as required by section 26.1-10-03. 

L The application fee, equal to the greater of ten thousand dollars or an amount 

equal to one-tenth of one percent of the estimated pro forma market value of the 

converted stock company as determined in accordance with subsection 4 of 

section 26.1-12.2-03. If such value is expressed as a range of values. the 

application fee must be based upon the midpoint of the range. The application 

fee is in addition to other direct costs incurred by the commissioner in reviewing 

the proposed plan of conversion . For good cause shown. the commissioner may 

waive the application fee in whole or in part. or permit a portion of the application 

fee to be deferred until completion of the conversion. 

9..:. Such other information as the commissioner may request. 

29 ~ Upon filing with the commissioner the documents required under subsection 2, the 

30 

31 

converting mutual company shall send to eligible members a notice advising eligible 

members of the adoption and filing of the plan of conversion. the ability of the eligible 
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members to provide the commissioner and the converting mutual company with 

comments on the plan of conversion within thirty days of the date of such notice. and 

the procedure of providing such comments. 

4 4. Immediately, the commissioner shall give written notice to the converting mutual 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

company of any decision and. in the event of disapproval, a statement in detail of the 

reasons for the decision. The commissioner shall approve the plan if the commissioner 

finds: 

a. The plan complies with this chapter; 

l:!.:. The plan is fair and equitable to the converting mutual company. the members of 

the converting mutual company, and the eligible members of the converting 

mutual company; 

c. The plan's method of allocating subscription rights is fair and equitable;-aOO 

&.-cl . The plan will not otherwise prejudice the interests of the members.,.; and 

e. The converted stock company will have the amount of capital and surplus 

deemed by the commissioner to be reasonable for its future solvency. 

16 Q,_ At the expense of the converting mutual company, the commissioner may retain any 

17 

18 

19 

qualified expert not otherwise a part of the commissioner's staff. including counsel and 

financial advisors. to assist in reviewing the plan of conversion and the independent 

valuation required under subsection 4 of section 26.1-12.2-03. 

20 ~ The commissioner mayshall order a hearing on whether the terms of the plan of 

21 

22 

23 

conversion comply with this chapter after giving written notice by mail or publication to 

the converting mutual company and other interested persons, all of whom have the 

right to appear at the hearing. 

24 7. The commissioner shall give written notice of any decision to the converting mutual 

25 

26 

company and. in the event of disapproval. a detailed statement of the reasons for the 

decision . 

27 8. All voting members must be sent notice of the members' meeting to vote on the plan 

28 

29 

30 

31 

of conversion no later than forty-five days before the meeting. The notice must 9fieBy 

but fairly describe the proposed plan of conversion , must inform the member how the 

proposed plan of conversion will affect the member's membership rights. must inform 

the voting member of the voting member's right to vote upon the plan of conversion . 
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and must be sent to each voting member's last-known address, as shown on the 

records of the converting mutual company. The notice must provide instructions on 

how the member can obtain, either by mail or electronically, a full copy of the proposed 

plan of conversion. If the meeting to vote upon the plan of conversion is held during 

the annual meeting of policyholders, only a combined notice of meeting is required . 

6 & 9. The plan of conversion must be voted upon by voting members and must be adopted 

7 

8 

9 

10 

11 

upon receiving the affirmative vote of at least a majoritytwo-thirds of the votes cast by 

voting members at the meeting. Voting members entitled to vote upon the proposed 

plan of conversion may vote in person or by proxy. The number of votes each voting 

member may cast must be determined by the bylaws of the converting mutual 

company. If the bylaws are silent. each voting member may cast one vote. 

12 9-c 10. The certificate of incorporation of the converted stock company must be considered at 

13 

14 

15 

the meeting of the voting members called for the purpose of adopting the plan of 

conversion and must require for adoption the affirmative vote of at least a 

majoritytwo-thirds of the votes cast by voting members. 

16 10.11 . Within thirty days after the voting members have approved the plan of conversion in 

17 

18 

19 

20 

21 

22 

accordance with the requirements of this section . the converted stock company shall 

file with the commissioner: 

§.:. The minutes of the meeting of the voting members at which the plan of 

conversion was approved . which must include the record of total votes cast in 

favor of the plan ; and 

Q.,_ The certificate of incorporation and bylaws of the converted stock company. 

23 26.1-12.2-03. Required provisions of plan of conversion. 

24 1.:. The following provisions must be included in the plan of conversion : 

25 

26 

27 

28 

29 

30 

31 

a. The reasons for proposed conversion. 

Q.,_ The effect of conversion on existing policies, including all of the following : 

ill A provision that all policies in force on the effective date of conversion 

continue to remain in force under the terms of the policies. except that the 

following rights, to the extent the rights existed in the converting mutual 

company, must be extinguished on the effective date of the conversion : 

(ill Any voting rights of the policyholders provided under the policies. 
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13 
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15 

16 

17 
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(Q) Except as provided under paragraph 2, any right to share in the 

surplus of the converting mutual company, unless such right is 

expressly provided for under the provisions of the existing policy. 

[gJ Any assessment provisions provided for under certain types of 

policies. 

ill A provision that holders of participating policies in effect on the date of 

conversion continue to have a right to receive dividends as provided in the 

participating policies. if any. 

.c;_ The grant of subscription rights to eligible members. 

ill For purposes of any plan. the transfer of subscription rights from any of the 

following may not be deemed an unpermitted transfer for purposes of this 

chapter: 

{fil An individual to such individual and the individual's spouse or children 

or to a trust or other estate or wealth planning entity established for 

the benefit of such individual or the individual's spouse or children; 

(Q) An individual to such individual's individual or joint individual 

retirement account or other tax-qualified retirement plan ; 

[gJ An entity to the shareholders, partners. or members of such entity; or 

.{Q) The holder of such rights back to the converting mutual company, its 

proposed subsidiary holding company, or an unaffiliated corporation or 

entity that will purchase aU-the stock of the converted stock company 

as provided in item 3 of subparagraph a of paragraph 2 of subdivision 

c of subsection 1. 

ill The grant of subscription rights to eligible members must include: 

{fil A provision that each eligible member is to receive, without payment. 

nontransferable subscription rights to purchase the capital stock of the 

converted stock company and that. in the aggregate. all eligible 

members have the right. before the right of any other party, to 

purchase one hundred percent of the capital stock of the converted 

stock company. exclusive of any shares of capital stock required to be 

sold or distributed to the holders of surplus notes, if any, and any 
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2.:. 

capital stock purchased by the company's tax-qualified employee 

stock benefit plan which is in excess of the total prioepro-forma 

market value of the capital stock established under subsection 4, as 

permitted by subsection 3 of section 26.1-12.2-04. As an alternative to 

subscription rights in the converting mutual company, the plan of 

conversion may provide each eligible member is to receive, without 

payment. nontransferable subscription rights to purchase a portion of 

the capital stock of one of the following: 

ill A corporation or entity organized for the purpose of becoming a 

holding company for the converted stock company; 

I21 A stock insurance company owned by the mutual company into 

which the mutual company will be merged; or 

QI An unaffiliated stock insurer or other corporation or entity that will 

purchase a#--the stock of the converted stock company. 

__(Q.} A provision that subscription rights must be allocated in whole shares 

among the eligible members using a fair and equitable formula . The 

formula need not allocate subscription rights to eligible members on a 

pro rata basis based on premium payments or contributions to 

surplus, but may take into account how the different classes of 

policies of the eligible members contributed to the surplus of the 

mutual company or any other factors that may be fair or equitable. 

Allocation of subscription rights on a per capita basis are entitled to a 

presumption that such method is fair, subject to a rebuttal of fairness 

by clear and convincing evidence. In accordance with subsection 5 of 

section 26.1-12.2-02, the commissioner may retain an independent 

consultant to assist in the determination that the allocation of 

subscription rights is fair and equitable. 

The plan must provide a fair and equitable means for allocating shares of capital stock 

in the event of an oversubscription to shares by eligible members exercising 

subscription rights received under subdivision c of subsection 1. 

Page No. 8 15.0450.03004 



Sixty-fourth 
Legislative Assembly 

1. ~ The plan must provide any shares of capital stock not subscribed to by eligible 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

members exercising subscription rights received under subdivision c of subsection 1 

or any other individuals or entities granted subscription rights pursuant to section 

26 .1-12.2-04 must be sold : 

~ In a public offering; however. if the number of shares of capital stock not 

subscribed by eligible members is so small in number or other factors exist that 

do not warrant the time or expense of a public offering, the plan of conversion 

may provide for sale of the unsubscribed shares through a private placement or 

other alternative method approved by the commissioner which is fair and 

equitable to eligible members; or 

~ To a standby investor or to another corporation or entity that is participating in the 

plan of conversion. as provided in paragraph 2 of subdivision c of subsection 1. 

13 4. The plan must provide for the preparation of a valuation by a qualified independent 

14 

15 

16 

17 

18 

19 

20 

21 

expert which establishes the dollar amountvalue of the capital stock for which 

subscription rights must be granted pursuant to subdivision c of subsection 1 which 

must be equal to the estimated pro forma market value of the converted stock 

company. The qualified independent expert may. to the extent feasible. determine the 

pro forma market value by reference to a peer group of stock companies and the 

application of generally accepted valuation techniques; state the pro forma market 

value of the converted stock company as a range of value; and establish the value as 

the value estimated to be necessary to attract full subscription for the shares. 

22 Q.,_ The dollar value of a subscription right based upon the application of the 

23 

24 

25 

26 

27 

28 

29 

30 

Black-Scholes option pricing model or another generally accepted option pricing 

model. In connection with the determination of stock price volatility or other valuation 

inputs used in option pricing models. the qualified independent expert may assume 

that the attributes of the converted stock company will be substantially similar to the 

attributes of the stock of the peer companies used to determine the estimated 

pro-forma market value of the converted stock company. The term of a subscription 

right is a minimum of ninety days for the sole purpose of determining the value of a 

subscription right. 
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1 6. The plan must provide that each eligible member has the right to require the mutual 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

company to redeem such subscription rights. in lieu of exercising the subscription 

rights allocated to each eligible member. at a price equal to the number of subscription 

rights allocated to each eligible member multiplied by the dollar value of the 

subscription right as determined by the qualified independent exert pursuant to 

subsection 4. The obligation of the mutual company to redeem subscription rights 

arises only upon the effective date of the plan. The redemption price payable to each 

eligible member must be paid to the member within thirty days of the effective date of 

the plan. Alternatively, the converted stock company may offer each eligible member 

the option of receiving the redemption amount in cash or having the redemption 

amount credited against future premium payments. An eligible member that does not 

exercise the member's subscription rights, and which also fails to affirmatively request 

redemption of the member's subscription rights before the expiration of the 

subscription offering, nevertheless is deemed to have requested redemption of the 

member's subscription rights and shallreceive the redemption amount in cash in the 

manner otherwise provided in this subsection. 

17 7. The plan must set the purchase price per share of capital stock equal to any 

18 

19 

20 

21 

22 

23 

reasonable amount. However. the minimum subscription amount required of any 

eligible member may not exceed five hundred dollars. but the plan may provide that 

the minimum number of shares any person may purchase pursuant to the plan is 

twenty-five shares. The purchase price per share at which capital stock is offered to 

persons that are not eligible members may be greater than but not less than the 

purchase price per share at which capital stock is offered to eligible members. 

24 &.-8. The plan must provide that any person or group of persons acting in concert may not 

25 

26 

27 

28 

29 

30 

31 

acquire. in the public offering or pursuant to the exercise of subscription rights. more 

than five percent of the capital stock of the converted stock company or the stock of 

another corporation that is participating in the plan of conversion, as provided in item 3 

of subparagraph a of paragraph 2 of subdivision c of subsection 1, except with the 

approval of the commissioner. This limitation does not apply to any entity that is to 

purchase one hundred percent of the capital stock of the converted stock company as 

part of the plan of conversion approved by the commissioner or to any person that 
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acts as a standby investor for the capital stock of the converted stock company for an 

amount equal to ten percent or more of the capital stock of the converted stock 

company, if in each case such purchase is approved by the commissioner in 

accordance with the provisions of North Dakota law following the filing of an 

acquisition of control statement under section 26.1-10-03. 

6 7'-9. The plan must provide that a director or officer or person acting in concert with a 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

director or officer of the mutual company may not acquire any capital stock of the 

converted stock company or the stock of another corporation that is participating in the 

plan of conversion. as provided in item 3 of subparagraph a of paragraph 2 of 

subdivision c of subsection 1, for three years after the effective date of the plan of 

conversion. except through a broker-dealer. without the permission of the 

commissioner. This provision does not prohibit the directors and officers from: 

a. Making block purchases of one percent or more of the outstanding common 

stock other than through a broker-dealer if approved in writing by the insurance 

department; 

!:L Exercising subscription rights received under the plan; or 

~ Participating in a stock benefit plan permitted by subsection 3 of section 

26.1-12.2-04 or approved by shareholders pursuant to subsection 2 of section 

26.1-12.2-11 . 

20 &-10. The plan must provide that a director or officer may not sell stock purchased pursuant 

21 

22 

23 

24 

25 

26 

27 

28 

29 

to this section or subsection 1 of section 26.1-12.2-04 within one year after the 

effective date of the conversion. except that nothing contained in this section may be 

deemed to restrict a transfer of stock by such director or officer if the stock is the stock 

of an unaffiliated corporation that is participating in the plan of conversion as provided 

in item 3 of subparagraph a of paragraph 2 of subdivision c of subsection 1 and has a 

class of stock registered under the federal Securities Exchange Act of 1934 [15 U.S.C. 

78a et seq.], or if the transfer is to the spouse or minor children of such director or 

officer. or to a trust or other estate or wealth planning entity established for the benefit 

of such director or officer. or the spouse or minor children of such director or officer. 

30 9:-11. The plan of conversion must provide the rights , if any. of a holder of a surplus note to 

31 participate in the conversion are governed by the terms of the surplus note. 
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1 +G-: 12. The plan of conversion must provide that without the prior approval of the 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

commissioner. for a period of tfireetwo years from the date of the completion of the 

conversion. a converted stock company or any corporation participating in the plan of 

conversion pursuant to item 1 of subparagraph a of paragraph 2 of subdivision c of 

subsection 1 or item 2 of subparagraph a of paragraph 2 of subdivision c of 

subsection 1. may not repurchase any of its capital stock from any person. However. 

this restriction does not apply to a: 

~ Repurchase on a pro rata basis pursuant to an offer made to all shareholders of 

the converted stock company or any corporation participating in the plan of 

conversion pursuant to. or item 1 of subparagraph a of paragraph 2 of 

subdivision c of subsection 1. or item 2 of subparagraph a of paragraph 2 of 

subdivision c of subsection 1; or 

~ Purchase in the open market by a tax-qualified or nontax-qualified employee 

14 stock benefit plan in an amount reasonable and appropriate to fund the plan . 

15 26.1-12.2-04. Optional provisions of plan of conversion. 

16 i_ The plan of conversion may provide the directors. officers. and employees of the 

17 

18 

19 

20 

21 

22 

23 

24 

25 

mutual company shall receive. without payment. nontransferable subscription rights to 

purchase capital stock of the converted stock company or the stock of another 

corporation that is participating in the plan of conversion. as provided in item 3 of 

subparagraph a of paragraph 2 of subdivision c of subsection 1 of section 

26.1 12.2 03. These subscription rights must be allocated among the directors. 

officers. and employees by a fair and equitable formula and are subordinate to the 

subscription rights of eligible members. This chapter does not require the 

subordination of subscription rights received by directors. officers. and employees in 

their capacity as eligible members. 

26 2. Unless otherwise approved by the commissioner. the aggregate total number of 

27 

28 

29 

30 

31 

shares that may be purchased by directors and officers of the converting mutual 

company. both in their capacity as directors and officers and in their capacity as 

el igible members under item 3 of subparagraph a of paragraph 2 of subdivision c of 

subsection 1 of section 26.1 12.2 03. may not exceed thirty five percent of the total 

number of shares to be issued if total assets of the converting mutual company are 
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less than fifty million dollars or twenty five percent of the total number of shares to be 

issued if total assets of the converting mutual company are more than five hundred 

million dollars. F"or converting companies with total assets between fifty million dollars 

and five hundred million dollars. the percentage of the total number of shares that may 

be purchased by directors and officers must be interpolated. 

6 &.-1. The plan of conversion may allocate to a tax-qualified employee benefit plan 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

nontransferable subscription rights to purchase up to ten percent of the capital stock of 

the converting mutual company or the stock of another corporation that is participating 

in the plan of conversion. as provided in item 3 of subparagraph a of paragraph 2 of 

subdivision c of subsection 1 of section 26.1-12.2-03. A tax-qualified employee benefit 

plan may exercise subscription rights granted under this subsection regardless of the 

total number of shares purchased by eligible members. If eligible members purchase 

shares sufficient to yield gross proceeds equal to the maximum of the valuation range 

established by subsection 4 of section 26.1-12.2-03. then the tax-qualified employee 

benefit plan may purchase additional shares of capital stock of the converting mutual 

company or the stock of another corporation that is participating in the plan of 

conversion. as provided in item 3 of subparagraph a of paragraph 2 of subdivision c of 

subsection 1 of section 26.1-12.2-03 in an amount sufficient to equal ten percent of the 

total shares of capital stock of the converted stock company outstanding. 

20 4:-2. The plan may provide tAethat other classes of subscribers approved by the 

21 

22 

23 

24 

25 

26 

27 

28 

29 

commissioner shall receive . without payment. nontransferable subscription rights to 

purchase capital stock of the converting stock company or the stock of another 

corporation that is participating in the plan of conversion . as provided in item 3 of 

subparagraph a of paragraph 2 of subdivision c of subsection 1 of section 

26.1-12.2-03 provided that such subscription rights are subordinate to the subscription 

rights of eligible members. Other classes of subscribers that may be approved by the 

commissioner include: 

a. Members of the converting mutual company which became members after the 

date fixed for establishing eligible members; 
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b. Brokers. agents. or other producers or their directors. officers. or employees that 

represent the mutual company or the insurance company subsidiary of the 

mutual holding company; 

&.b. The shareholders of another corporation that is participating in the plan of 

conversion. as provided in item 3 of subparagraph a of paragraph 2 of 

subdivision c of subsection 1 of section 26.1-12.2-03; or 

d-:c. The shareholders of another corporation that is a party to an acquisition . merger. 

8 consolidation. or other similar transaction with the converting mutual company. 

9 26.1-12.2-05. Alternative plan of conversion. 

10 The governing body of the converting mutual company may adopt a plan of conversion that 

11 does not rely in whole or in part upon issuing nontransferable subscription rights to members to 

12 purchase stock of the converting stock company if the commissioner finds the plan of 

13 conversion does not prejudice the interests of the members. is fair and equitable. and is not 

14 inconsistent with the purpose and intent of this chapter. Subject to a finding of the commissioner 

15 that an alternative plan of conversion is fair and equitable and is not inconsistent with the 

16 purpose and intent of this chapter. an alternative plan of conversion may: 

17 1.,, Include the merger of a domestic mutual insurance company into a domestic or foreign 

18 stock insurance company. 

19 ~ Provide for the issuance of transferable or redeemable subscription rights. 

20 ~ Provide for issuing stock. cash. policyholder credits. or other consideration. or any 

21 combination of the foregoing. to policyholders instead of subscription rights . 

22 4. Set forth another plan of conversion containing any other provisions approved by the 

23 commissioner. 

24 26.1-12.2-06. Minority stock offering by a mutual holding company. 

25 A mutual holding company may make a minority stock offering in accordance with the 

26 provisions of chapter 26 .1-12.1 or this chapter. A minority stock offering pursuant to chapter 

27 26.1-12.1 may not include the grant of subscription rights to policyholders. Except as otherwise 

28 provided in section 26.1-12.2-05 concerning an alternative plan of conversion. a minority stock 

29 offering pursuant to this chapter must include the grant of subscription rights to policyholders. 
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1 26.1-12.2-07. Conversion of a mutual holding company. 

2 .L If a mutual holding company converts from a mutual to stock form. the conversion 

3 must comply with the provisions of this chapter. 

4 ~ If a mutual holding company seeks to convert to stock form under this chapter and it 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

has previously completed one or more minority stock offerings in which policyholders 

were granted subscription rights pursuant to this chapter. the valuation required by 

subsection 4 of section 26.1-12.2-03 must take into account the existence of this 

minority interest as provided in this section. The amount of capital stock required to be 

offered by the mutual holding company or another corporation that is participating in 

the plan of conversion as provided in item 3 of subparagraph a of paragraph 2 of 

subdivision c of subsection 1 of section 26.1-12.2-03 may be expressed as a range of 

value and must equal: the proforma fair market value of the mutual holding company. 

multiplied by one minus a quotient equal to the number of issued minority shares. 

divided by the sum of the issued minority shares and the number of shares held by the 

mutual holding company. 

16 ~ The plan of conversion of a mutual holding company must provide that any 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

outstanding issued minority shares must be exchanged for stock issued by the 

converting mutual company or the stock of any corporation participating in the 

conversion of the mutual holding company pursuant to subparagraph a of paragraph 2 

of subdivision c of subsection 1 of section 26.1-12.2-03. The mutual holding company 

shall demonstrate to the satisfaction of the commissioner that the basis for the 

exchange is fair and reasonable. An exchange in which the holders of outstanding 

issued minority shares retain approximately the same percentage ownership in the 

resulting company as the quotient of the number of issued minority shares. divided by 

the sum of issued minority shares and the number of shares held by the mutual 

holding company, is presumed to be fair and reasonable. 

27 4. If a mutual holding company seeking to convert under this chapter previously 

28 

29 

30 

completed one or more minority stock offerings. the conversion of the mutual holding 

company to stock form may not be consummated unless a majority of the shares 

issued and outstanding to persons other than the mutual holding company vote in 
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favor of the conversion. This vote requirement is in addition to the required 

policyholder vote. 

3 26.1-12.2-08. Effective date of plan of conversion. 

4 A plan of conversion is effective when the commissioner has approved the plan of 

5 conversion. the voting members have approved the plan of conversion and adopted the 

6 certificate of incorporation of the converted stock company, and the certificate of incorporation is 

7 filed in the office of the secretary of state of this state. 

8 26.1-12.2-09. Rights of members whose policies are issued after adoption of the plan 

9 of conversion and before effective date. 

10 .L All members whose policies are issued after the proposed plan of conversion has 

11 

12 

13 

been adopted by the governing body and before the effective date of the plan of 

conversion must be sent a written notice regarding the plan of conversion upon 

issuance of such policy. 

14 b Except as provided in subsection 3. each member of a property or casualty insurance 

15 

16 

company entitled to receive the notice provided for in subsection 1 must be advised of 

the member's right of cancellation and to a pro rata refund of unearned premiums. 

17 ~ A member of a property or casualty insurance company who has made or filed a claim 

18 under such member's insurance policy is not entitled to any right to receive any refund 

19 under subsection 2. A person that has exercised the rights provided by subsection 2 is 

20 not entitled to make or file any claim under such person's insurance policy. 

21 26.1-12.2-10. Corporate existence. 

22 .L On the effective date of the conversion. the corporate existence of the converting 

23 

24 

25 

26 

27 

28 

mutual company continues in the converted stock company. On the effective date of 

the conversion, all the assets, rights, franchises. and interests of the converting mutual 

company in and to every species of property. real. personal. and mixed. and any 

accompanying things in action. are vested in the converted stock company without any 

deed or transfer and the converted stock company assumes all the obligations and 

liabilities of the converting mutual company. 

29 b Unless otherwise specified in the plan of conversion. the individuals who are directors 

30 

31 

and officers of the converting mutual company on the effective date of the conversion 

shall serve as directors and officers of the converted stock company until new 
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1 directors and officers of the converted stock company are elected pursuant to the 

2 certificate of incorporation and bylaws of the converted stock company. 

3 26.1-12.2-11. Conflict of interest. 

4 i Except as provided for in a plan of conversion approved bv the commissioner. aA 

5 

6 

7 

8 

9 

10 

11 

12 

director. officer. agent. or employee of the converting mutual company may not receive 

any fee. commission. or other valuable consideration. other than such person 's usual 

regular salary or compensation. for aiding, promoting, or assisting in a conversion 

under this chapter. This provision does not prohibit the payment of reasonable fees 

and compensation to attorneys, accountants. financial advisors. and actuaries for 

services performed in the independent practice of their professions. even if the 

attorney, accountant. financial advisor. or actuary is also a director or officer of the 

converting mutual company. 

13 ~ For a period of two years after the effective date of the conversion, a converted stock 

14 

15 

16 

company may not implement any nontax-qualified stock benefit plan unless the plan is 

approved by a majority of votes cast at a duly convened meeting of shareholders held 

not less than six months after the effective date of the conversion. 

17 ~ All the costs and expenses connected with a plan of conversion must be paid for or 

18 reimbursed by the converting mutual company or the converted stock company. 

19 However. if the plan of conversion provides for participation by another entity in the 

20 plan pursuant to subparagraph a of paragraph 2 of subdivision c of subsection 1 of 

21 section 26.1-12.2-03, such entity may pay for or reimburse all or a portion of the costs 

22 and expenses connected with the plan of conversion. 

23 26.1-12.2-12. Failure to give notice. 

24 If the converting mutual company complies substantially and in good faith with the notice 

25 requirements of this chapter. the failure of the converting mutual company to send a member 

26 the required notice does not impair the validity of any action taken under this chapter. 

27 26.1-12.2-13. Limitation on actions. 

28 Any action challenging the validity of or arising out of acts taken or proposed to be taken 

29 under this chapter must be commenced on or before the later of: 

30 1. Sixty days after the approval of the plan of conversion by the commissioner; or 
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1 b_ Thirty days after notice of the meeting of voting members to approve the plan of 

2 conversion is first mailed or delivered to voting members or posted on the website of 

3 the converting mutual company. 

4 26.1-12.2-14. Converting mutual company insolvent or in hazardous financial 

5 condition. 

6 .1. If a converting mutual company seeking to convert under this chapter is insolvent or is 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

in hazardous financial condition according to information supplied in the mutual 

company's most recent annual or quarterly statement filed with the insurance 

department or as determined by a financial examination performed by the insurance 

department, the requirements of this chapter. including notice to and policyholder 

approval of the plan of conversion. may be waived at the discretion of the 

commissioner. If a waiver under this section is ordered by the commissioner. the 

converting mutual company shall specify in the mutual company's plan of conversion: 

~ The method and basis for the issuance of the converted stock company's shares 

of its capital stock to an independent party in connection with an investment by 

the independent party in an amount sufficient to restore the converted stock 

company to a sound financial condition. 

~ That the conversion must be accomplished without granting subscription rights or 

other consideration to policyholders. 

20 2. This section does not alter or limit the authority of the commissioner under any other 

21 provisions of law. including receivership and liquidation provisions applicable to 

22 insurance companies. 

23 26.1-12.2-15. Rules. 

24 The commissioner may adopt rules to administer and enforce this chapter. 

25 26.1-12.2-16. Laws applicable to converted stock company. 

26 .1. A converting mutual company is not permitted to convert under this chapter if. as a 

27 

28 

29 

30 

direct result of the conversion. any person or any affiliate thereof acquires control of 

the converted stock company. unless that person and such person's affiliates comply 

with the provisions of North Dakota law regarding the acquisition of control of an 

insurance company. 
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1 2. Except as otherwise specified in this chapter. a converted stock company has and 

2 may exercise all the rights and privileges and is subject to all of the requirements and 

3 regulations imposed on stock insurance companies under the laws of North Dakota 

4 relating to the regulation and supervision of insurance companies, but the converting 

5 stock company may not exercise rights or privileges that other stock insurance 

6 companies may not exercise. 

7 26.1-12.2-17. Commencement of business as a stock insurance company. 

8 A converting mutual company may not engage in the business of insurance as a stock 

9 company until the converting stock company complies with all provisions of this chapter. 

10 26.1-12.2-18. Amendment of policies. 

11 A mutual company, by endorsement or rider approved by the commissioner and sent to the 

12 policyholder. may simultaneously with or at any time after the effective date of the conversion 

#.2 

13 amend any outstanding insurance policy for the purpose of extinguishing the membership rights 

14 of such policyholder. 

15 26.1-12.2-19. Prohibition on acquisitions of control. 

16 Except as otherwise specifically provided in section 26.1-12.2-03, from the date a plan of. 

17 conversion is adopted by the governing body of a converting mutual company until three years 

18 after the effective date of the plan of conversion. a person may not directly or indirectly offer to 

19 acquire. make any announcement to acquire. or acquire in any manner. including making a 

20 filing with the insurance department for such acquisition under a statute or regulation of this 

21 state. the beneficial ownership of ten percent or more of a class of a voting security of the 

22 converted stock company or of a person that controls the voting securities of the converted 

23 stock company, unless the converted stock company or a person that controls the voting 

24 securities of the converted stock company consents to such acquisition and such acquisition is 

25 otherwise approved by the commissioner. 

26 SECTION 4. REPEAL. Section 26.1-12-32 of the North Dakota Century Code is repealed. 
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How Senate Amendm ents to HB 1 3 1 3  
E nhance Polic1'holder Protections 

NAM IC proposed several amendments to House B i l l  1 3 1 3  to enhance the protection of 
pol i cyholder i nterests under the b i l l .  DOI also l iked these additional protections and Nodak did 
agree that these would be acceptable.  The proposed c hanges, i n  a nutshe l l ,  do the foll owing 
things:  

Require a two-thirds maj ority vote (as opposed to j ust a maj ority) o f  the company's  board 

to approve a conversion p lan,  as well as a two-thirds maj ority vote of policyholders to 
approve the transaction.  

Require that the commissioner hold a hearing on any proposed conversion (as opposed to 
al lowing the commissioner to hold a hearing or not). 

Require a finding by the commissioner that the conversion p lan is  fair and equitable to 

the converting company and pol icyholders. 

Require a finding by the commissioner that the converted stock company wi l l  have the 

amount of capital and surplus deemed by the commissioner to be reasonable  for its future 
solvency. 

Provide ample t ime ( 45 days) for pol icyholders to receive not ice of a p lanned conversion.  

Require that the notice inform the policyholders that the conversion would extingui sh the 
pol icyholders ' membership rights and that the notice provides a way in which a 
pol icyholder can receive a ful l  copy of the conversion plan (as opposed to merely a 

summary). 

Require that the m inutes of the meeting at which a pol icyhol der vote is taken inc lude the 

total n umber of votes in favor of the p lan .  

Provide a means for pol icyholders to b e  compensated i n  l ieu o f  recei ving stock 
subscription r ights. It provides for use of the Black-Scholes method of valuation which i s  
a general ly  accepted valuation mode l .  Those members who choose not t o  purchase stock 

w i l l  be compensated for the value of their membership.  

Remove provi sions that would al low for the potential emichment o f  various parties at the 
expense of pol icyholders. 

I hope the House c an agree to concur in these amendments and move this b i l l  forward. 
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PROPOSED AMENDMENTS TO ENGROSSED HOUSE BILL NO. 1313 

Page 3, line 22, replace "twenty or more than thirty-five" with "forty-five" 

Page 3, line 23, after "proposed" insert "subsidiary" 

Page 3, line 24, after "the" insert "stock of the" 

Page 3, line 24, remove "through" 

Page 3, line 25, remove "the purchase of all the stock of the converted stock company" 

Page 4, line 1 , replace "a majority" with "two-thirds" 

Page 4, line 4, replace "a majority" with "two-thirds" 

Page 4, line 23, after the underscored period insert "The application fee is in addition to other 
direct costs incurred by the commissioner in reviewing the proposed plan of 
conversion." 

Page 5, line 3, remove "Immediately, the commissioner shall give written notice to the 
converting mutual" 

Page 5, remove line 4 

Page 5, line 5, remove "reasons for the decision." 

Page 5, line 8, after "Q_,_" insert "The plan is fair and equitable to the converting mutual company, 
the members of the converting mutual company, and the eligible members of the 
converting mutual company; 

c." 

Page 5, line 8, remove the second "and" 

Page 5, line 9, replace "_g_,_" with "Q_,_" 

Page 5, line 9, replace the underscored period with "; and 

e. The converted stock company will have the amount of capital and 
surplus deemed by the commissioner to be reasonable for its future 
solvency." 

Page 5, line 14, replace "may" with "shall" tnrtk J,;,.-S ~Lt i..-e. +J,,~,· ... ":':I/ h-e. · tJ.. h~it+l..•."-'.,S o-71 
+ti~ e .-n trewa. 'h\. f17/,., "-' 

Page 5, line 18, after "L." insert "The commissioner shall give written notice of any decision to 
the converting mutual company and. in the event of disapproval, a detailed statement 
of the reasons for the decision. 

Page 5, line 19, after "conversion" insert "no later than forty-five days before the meeting" j 
Page 5, line 19, remove "briefly but fairly" jJIJ;WS pt)/ ./e!!J4o/J.,i.s- fh{J ... ~ + 1'm-.c. ft> WJ..),.""'s./w¥v 

-J-1,. ~ e "1'I u~-.. s; 1 ~ 
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Page 5, line 20, after the underscored comma insert "must inform the member how the 
proposed plan of conversion will affect the member's membership rights." 

Page 5, line 22, after the underscored period insert "The notice must provide instructions on 
how the member can obtain, either by mail or electronically, a full copy of the proposed 
plan of conversion." 

Page 5, line 25, replace "8." with "9." 

Page 5, line 26, replace "a majority" with "two-thirds" 

Page 6, line 1, replace "9." with "1.Q,_" 

Page 6, line 3, replace "a majority" with "two-thirds" 

Page 6, line 5, replace "1.Q,_" with "11.,." 

Page 6, line 9, after "approved" insert". which must include the record of total votes cast in 
favor of the plan" 

Page 7, line 8, after "proposed" insert "subsidiary" 

Page 7, line 9, remove "fill" 

Page 7, line 21 , replace "total price" with "pro-forma market value" 

Page 8, line 2, remove "fill" 

Page 9, line 2, replace "amount" with "value" 

Page 9, line 10, after "5." insert "The dollar value of a subscription right based upon the 
application of the Black-Scholes option pricing model or another generally accepted 
option pricing model. In connection with the determination of stock price volatility or 
other valuation inputs used in option pricing models, the qualified independent expert 
may assume that the attributes of the converted stock company will be substantially 
similar to the attributes of the stock of the peer companies used to determine the 
estimated pro-forma market value of the converted stock company. The term of a 
subscription right is a minimum of ninety days for the sole purpose of determining the 
value of a subscription right. 

B\o_c ~ -Sclrolc: ~ The plan must provide that each eligible member has the right to require 
the mutual company to redeem such subscription rights. in lieu of 
exercising the subscription rights allocated to each eligible member. at a 
price equal to the number of subscription rights allocated to each eligible 
member multiplied by the dollar value of the subscription right as 
determined by the qualified independent exert pursuant to subsection 4. 
The obligation of the mutual company to redeem subscription rights arises 
only upon the effective date of the plan. The redemption price payable to 
each eligible member must be paid to the member within thirty days of the 
effective date of the plan. Alternatively. the converted stock company may 
offer each eligible member the option of receiving the redemption amount 
in cash or having the redemption amount credited against future premium 
payments. An eligible member that does not exercise their subscription 
rights. and which also fails to affirmatively request redemption of the 
member's subscription rights before the expiration of the subscription 
offering. nevertheless is deemed to have requested redemption of the 
member's subscription rights and shall receive the redemption amount in 
cash in the manner otherwise provided in this subsection. 
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Page 9, line 17, replace "6." with "B..,_" 

Page 9, line 30, replace "7." with ".9.,_" 

Page 10, line 13, replace "8." with "1.Q,_" 

Page 10, line 23, replace "9." with "1.L" 

Page 10, line 25, replace "1.Q,_" with "R" 

Page 10, line 26, replace "three" with "two" 

Page 11 , remove lines 9 through 29 

Page 11 , line 30, replace "3." with ".1." 

Page 12, line 13, replace "4." with "2." 

Page 12, line 13, replace the first "the" with "that" 

Page 12, line 14, remove". without payment." 

Page 12, remove lines 22 through 24 

Page 12, line 25, replace "c." with "11." 

Page 12, line 28, replace "d." with "c." 

Page 15, line 24, replace "Except as provided for in a plan of conversion approved by the 
commissioner. a" with "A" -f-h ; ~ f-a. ('\e. 5 au{ 'SC/ VY\ C: co r c~ 

Renumber accordingly 
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which less than fifty percent of the voting stock of the subsidiary insurance company or 

subsidiary holding company is offered and sold under this chapter or chapter 

26.1-12.1. 

4 L "Mutual company" means a mutual property and casualty insurance company 

5 domiciled in this state. 

6 §_,_ "Mutual holding company" means: 

7 

8 

9 

10 

11 

§..:. A corporation resulting from a reorganization of a mutual company under chapter 

26.1-12.1; or 

Q.,_ A domestic corporation surviving or resulting from a merger or consolidation with 

a corporation that resulted from a reorganization of a mutual insurer under the 

laws of any other jurisdiction as provided by section 26.1-12.1-03. 

12 ~ "Participating policy" means a policy that grants a holder the right to receive dividends 

13 if, as. and when declared by the mutual company. 

14 fil "Plan of conversion" or "plan" means a plan adopted by the governing body of a 

15 

16 

mutual company or mutual holding company to convert into a stock company or stock 

insurance holding company in accordance with the requirements of this chapter. 

17 .lL '!Policy" means an insurance policy. 

18 1£. "Standby investor" means any person that has agreed in writing to purchase all or a 

19 

20 

24 

25 

portion of the capital stock to be sold in a conversion which is not subscribed by . 

eligible members. 51(,bSNf~l'h. ,/r. 1 jh-/.<5: 

company or other corporation or entity that will acquire the~ck of tlj2Jconverted 

stock company through the purchase of all the stool< of the converted stook company. 

26 11.,_ "Voting member" means a member who is an eligible member and is also a member of 

27 the converting mutual company as of a date not more than ninety days before the date 

28 of the meeting at which the plan of conversion must be voted upon by members. 

29 26.1 -12.2-02. Adoption of plan of conversion. 

30 i_ A plan of conversion does not become effective unless the converting mutual company 

31 seeking to become a converted stock company adopted, by the affirmative vote of not 

Page No. \ '-\ 15.0450.03004 



Sixty-fourth 
Legislative Assembly 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

less than a majoritytwo-thirds of its governing body, a plan of conversion consistent 

with the requirements of sections 26.1-12.2-03 and 26.1-12.2-04, or of section 

26.1-12.2-05. At any time before approval of a plan of conversion by the 

commissioner, the converting mutual company, by the affirmative vote of not less than 

a majoritvtwo-thirds of its governing body, may amend or withdraw the plan. 

Before the eligible members of a converting mutual company may vote on approval of 

a plan of conversion. a converting mutual company whose governing body has 

adopted a plan shall file all of the following documents with the commissioner within 

ninety days after adoption of the plan of conversion together with the application fee: 

a. The plan of conversion, including the independent evaluation required by 

subsection 4 of section 26.1-12.2-03. 

Q.,_ The form of notice and proxy required by subsection 7 of section 26.1-12.2-02. 

c. The form of notice required by section 26.1-12.2-09 to persons whose policies 

are issued after adoption of the plan of conversion but before the plan of 

conversion's effective date. 

d. The proposed certificate of incorporation and bylaws of the converted stock 

company. 

18 '" e. 
~\r 

The acquisition of control statement, as required by section 26.1-10-03. 

19\0J' i. 

~& 
The application fee. _equal to the greater of ten thousand dollars or an amount 

equal to one-tenth of one percent of the estimated proforma market value of the 

t~:~ ~0~~5 
t~ 

v.Q, cg4 
\ 25 

26 

27 

28 

converted stock company as determined in accordance with subsection 4 of 

section 26.1-12.2-03. If such value is expressed as a range of values, the 

application fee must be based upon the midpoint of the range. The application 

fee is rn addition to other direct costs incurred by the commissioner in reviewing 

the proposed plan of conversion. For good cause shown. the commissioner may 

waive the application fee in whole or in part, or permit a portion of the application 

fee to be deferred until completion of the conversion. 

9..:. Such other information as the commissioner may request. 

29 ~ Upon filing with the commissioner the documents required under subsection 2. the 

30 

31 

converting mutual company shall send to el igible members a notice advising eligible 

members of the adoption and filing of the plan of conversion. the ability of the eligible 
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1 

2 

3 

members to provide the commissioner and the converting mutual company with 

comments on the plan of conversion within thirty days of the date of such notice, and 

the procedure of providing such comments. 

4 4. Immediately, the oommissioner shall give written notioe to the oonverting mutual 

5~ 
~ l>i 

vY~ . ~/ 
~o'J ~9 . I 

\~1 
\\ ._ y 

~ 12 

13 

14 

15 

oompany of any deoision and , in the event of disapproval. a statement in detail of the 

reasons for the decision. The commissioner shall f=prove the plaa if tge commissioner 

finds: 

a. The plan complies with this chapter; 

b. The plan is fair and equitable to the converting mutual company, the members of 

the converting mutual company, and the eligible members of the converting 

mutual company; 

c. The plan's method of allocating subscription rights is fair and equitable;-af1€l: 

&.d. The plan will not otherwise prejudice the interests of the members7: and 

e. The converted stock company will have the amount of capital and surplus 

deemed by the commissioner to be reasonable for its future solvency. 

16 §,, At the expense of the converting mutual company, the commissioner may retain any 

17 

18 

19 

qualified expert not otherwise a part of the commissioner's staff. including counsel and 

financial advisors. to assist in reviewing the plan of conversion and the independent 

valuation required under subsection 4 of section 26.1-12.2-03. 

20 6. The commissioner rna-yshall order a hearing on whether the terms of the plan of 

21 

22 

23 

24 

2~ 

26 

27 

28 

29 

30 

31 

~;} 

7. 

8. 

conversion comply with this chapter after giving written notice by mail or publ ication to 

the converting mutual company and other interested persons, all of whom have the 

right to appear at the hearing. 

The commissioner shall give written notice of any decision to the converting mutual 

company and . in the event of disapproval, a detailed statement of the reasons for the 

decision. 

of convers~ no later than forty-five days before the meeting. The notice must 9fie#v 

but fa irly describe the proposed plan of conversion. must inform the member how the 

proposed plan of conversion will affect the member's membership rights. must inform 

the voting member of the voting member's right to vote upon the plan of conversion. 

Page No. \ le 15.0450.03004 



1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

Sixty-fourth 
Legislative Assembly 

and must be sent to each voting member's last-known address. as shown on the 

records of the converting mutual company. The notice must provide instructions on 

how the member can obtain, either by mail or electronically, a full copy of the proposed 

plan of conversion. If the meeting to vote upon the plan of conversion is held during 

voting members at the meeting. Voting members entitled to vote upon the proposed 

plan of conversion may vote in person or by proxy. The number of votes each voting 

member may cast must be determined by the bylaws of the converting mutual 

com an . If the b laws are · 

he certificate of incor oration of the converted stock 

the meeting of the voting members called for the purpose of adopting the plan of 

conversion and must require for adoption the affirmative vote of at least a 

majoritytwo-thirds of the votes cast by voting members. 

16 .::\4-11 . Within thirty days after the voting members have approved the plan of conversion in 

17 

18 

19 

20 

21 

22 

accordance with the requirements of this section. the converted stock company shall 

file with the commissioner: 

a. The minutes of the meeting of the voting members at which the plan of 

conversion was approved, which must include the record of total votes cast in 

favor of the plan ; and 

~ The certificate of incorporation and bylaws of the converted stock company. 

23 26.1 -12.2-03. Required provisions of plan of conversion. 

24 1..c The following provisions must be included in the plan of conversion : 

25 

26 

27 

28 

29 

30 

31 

£.:. The reasons for proposed conversion. 

~ The effect of conversion on existing policies. including all of the following : 

ill A provision that all policies in force 'on the effective date of conversion 

continue to remain in force under the terms of the policies, except that the 

following rights . to the extent the rights existed in the converting mutual 

company, must be extinguished on the effective date of the conversion : 

.@} Any voting rights of the policyholders provided under the policies. 
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.{Q) Except as provided under paragraph 2. any right to share in the 

surplus of the converting mutual company, unless such right is 

expressly provided for under the provisions of the existing policy. 

.(Q} Any assessment provisions provided for under certain types of 

policies. 

.(Z) A provision that holders of participating policies in effect on the date of 

conversion continue to have a right to receive dividends as provided in the 

participating policies, if any. 

c. The grant of subscription rights to eligible members. 

ill For purposes of any plan. the transfer of subscription rights from any of the 

following may not be deemed an unpermitted transfer for purposes of this 

chapter: 

ill} An individual to such individual and the individual's spouse or children 

or to a trust or other estate or wealth planning entity established for 

the benefit of such individual or the individual's spouse or children; 

. ilU An individual to such individual's individual or joint individual 

retirement account or other tax-qualified retirement plan; 

.(Q} An entity to the shareholders, partners, or members of such entity; or 

@ The holder of such rights back to the converting mutual company, its 

proposed subsidiary holding company. or an unaffiliated corporation or 

entity that will purchase aU-the stock of the converted stock company 

as provided in item 3 of subparagraph a of paragraph 2 of subdivision 

c of subsection 1. 

.(Z) The grant of subscription rights to eligible members must include: 

ill} A provision that each eligible member is to receive, without payment, 

nontransferable subscription rights to purchase the capital stock of the 

converted stock company and that, in the aggregate. all eligible 

members have the right, before the right of any other party, to 

purchase one hundred percent of the capital stock of the converted 

stock company, exclusive of any shares of capital stock required to be 

sold or distributed to the holders of surplus notes, if any, and any 
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. ~ capital stock purchased by the company's tax-qualified employee 

_,,,}'\)., "\ stock benefit plan which is in excess of the total prioepro-forma 

~~-'\ ~ ) r market value of the capital stock established under subsection 4, as 

~~{'.Xv permitted by subsection 3 of section 26.1-12.2-04. As an alternative to 

\ 
·~...( ,.;"t 

~/ f "' 
subscription rights in the converting mutual company. the plan of 

conversion may provide each eligible member is to receive. without 

payment. nontransferable subscription rights to purchase a portion of 

the capital stock of one of the following: 

ill A corporation or entity organized for the purpose of becoming a 

holding company for the converted stock company; 

121 A stock insurance company owned by the mutual company into 

which the mutual company will be merged; or 

\ QI 
~~I . 

An unaffiliated stock insurer or other corporation or entity that will 

purchase cH!-the stock of the converted stock company. 10 ~ Y' \ .i"'t;,J~ 
'1 ~ -t"L)__{Q} A provision that subscription rights must be allocated in whole shares 

among the eligible members using a fair and equitable formula _ The 

formula need not allocate subscription rights to eligible members on a 

pro rata basis based on premium payments or contributions to 

surplus, but may take into account how the different classes of 

policies of the eligible members contributed to the surplus of the 

mutual company or any other factors that may be fair or equitable. 

Allocation of subscription rights on a per capita basis are entitled to a 

presumption that such method is fair, subject to a rebuttal of fairness 

by clear and convincing evidence. In accordance with subsection 5 of 

section 26.1-12.2-02, the commissioner may retain an independent 

consultant to assist in the determination that the allocation of 

subscription rights is fair and equitable. 

28 £. The plan must provide a fair and equitable means for allocating shares of capital stock 

29 

30 

in the event of an oversubscription to shares by eligible members exercising 

subscription rights received under subdivision c of subsection 1. 
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1 3. The plan must provide any shares of capital stock not subscribed to by eligible 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

members exercising subscription rights received under subdivision c of subsection 1 

or any other individuals or entities granted subscription rights pursuant to section 

26.1-12.2-04 must be sold: 

a. In a public offering; however, if the number of shares of capital stock not 

subscribed by eligible members is so small in number or other factors exist that 

do not warrant the time or expense of a public offering, the plan of conversion 

may provide for sale of the unsubscribed shares through a private placement or 

other alternative method approved by the commissioner which is fair and 

equitable to eligible members; or 

Q_,_ To a standby investor or to another corporation or entity that is participating in the 

plan of conversion. as provided in paragraph 2 of subdivision c of subsection 1. 

13 4. The plan must provide for the preparation of a valuation by a qualified independent 

14 

15 

16 

17 

18 

19 

20 

21 

expert which establishes the dollar amountvalue of the capital stock for which 

subscription rights must be granted pursuant to subdivision c of subsection 1 which 

must be equal to the estimated proforma market value of the converted stock 

company. The qualified independent expert ma}'i to the extent feasible. determine the 

pro forma market value by reference to a peer group of stock companies and the 

application of generally accepted valuation techniques; state the proforma market 

value of the converted stock company as a range of value; and establish the value as 

the value estimated to be necessary to attract full subscription for the shares. 

22 I ~ t"" ~" The dollar value of a subscription right based upon the application of the 

~~ pti" ~,,!/ Black-Scholes option pricing model or another generally accepted option pricing 

2.t ~A. V model. In connection with the determination of stock price volatility or other valuation 
J,"' ,1"' 

~L ~ #5 -Specifies how the subscriptions rights that may be issued by a converting mutual insurance 

~ ~~ company will be valued. The Black-Scholes option pricing model is the financial industry standard to 

~ \,i{) ~' valuing options which is what a subscription right is . 

v~ 
29 

Subscription rights, if used in the conversion, will be offered to the members without cost and if other 

groups are offered subordinate subscription rights, those rights must be purchased for the value of the 

rights as determined by applying the Black-Scholes option pricing model to the specifics of the rights 

30 offering. 

Page No."$ to 15.0450.03004 



Sixty-fourth 
Legislative Assembly 

1 6. The plan must provide that each eligible member has the right to require the mutual 

I .e 10 

I x_.11 ~~~ 
'(t 12 

13 

14 

15 

16 

company to redeem such subscription rights, in lieu of exercising the subscription 

rights allocated to each eligible member. at a price equal to the number of subscription 

rights allocated to each eligible member multiplied by the dollar value of the 

subscription right as determined by the qualified independent exert pursuant to 

#6 - Specifies that the converting mutual company is required to redeem the subscription rights for 

their cash value if the member elects not to participate in the stock offering. The Company may also 

credit the member's future premiums for the value of the rights in lieu of a cash payment. Regardless of 

whether the member elects the cash option, if they do not exercise their subscription rights to purchase 

the stock, they are automatically deemed to have requested the cash option and will be paid the cash 

value of the options. 

amount credited against future premium payments. An eligible member that does not 

exercise the member's subscription rights. and which also fails to affirmatively request 

redemption of the member's subscription rights before the expiration of the 

subscription offering, nevertheless is deemed to have requested redemption of the 

member's subscription rights and shallreceive the redemption amount in cash in the 

manner otherwise provided in this subsection. 

17 . 7.. The plan must set the purchase price per share of capital stock equal to any 

18 

19 

20 

21 

22 

23 

reasonable amount. However, the minimum subscription amount required of any 

eligible member may not exceed five hundred dollars. but the plan may provide that 

the minimum number of shares any person may purchase pursuant to the plan is 

twenty-five shares. The purchase price per share at which capital stock is offered to 

persons that are not eligible members may be greater than but not less than the 

purchase price per share at which capital stock is offered to eligible members. 

24 &:-8. The plan must provide that any person or group of persons acting in concert may not 

25 

26 

27 

28 

29 

30 

31 

acquire, in the public offering or pursuant to the exercise of subscription rights. more 

than five percent of the capital stock of the converted stock company or the stock of 

another corporation that is participating in the plan of conversion, as provided in item 3 

of subparagraph a of paragraph 2 of subdivision c of subsection 1, except with the 

approval of the commissioner. This limitation does not apply to any entity that is to 

purchase one hundred percent of the capital stock of the converted stock company as 

part of the plan of conversion approved by the commissioner or to any person that 
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acts as a standby investor for the capital stock of the converted stock company for an 

amount equal to ten percent or more of the capital stock of the converted stock 

company. if in each case such purchase is approved by the commissioner in 

accordance with the provisions of North Dakota law following the filing of an 

acquisition of control statement under section 26.1-10-03. 

6 h 9. The plan must provide that a director or officer or person acting in concert with a 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

director or officer of the mutual company may not acquire any capital stock of the 

converted stock company or the stock of another corporation that is participating in the 

plan of conversion. as provided in item 3 of subparagraph a of paragraph 2 of 

subdivision c of subsection 1. for three years after the effective date of the plan of 

conversion. except through a broker-dealer. without the permission of the 

commissioner. This provision does not prohibit the directors and officers from: 

a. Making block purchases of one percent or more of the outstanding common 

stock other than through a broker-dealer if approved in writing by the insurance 

department; 

t!.:. Exercising subscription rights received under the plan; or 

·c. Participating in a stock benefit plan permitted by subsection 3 of section 

26.1-12.2-04 or approved by shareholders pursuant to subsection 2 of section 

26.1-12.2-11. 

20 & 10. The plan must provide that a director or officer may not sell stock purchased pursuant 

21 

22 

23 

24 

25 

26 

27 

28 

29 

to this section or subsection 1 of section 26.1-12.2-04 within one year after the 

effective date of the conversion , except that nothing contained in this section may be 

deemed to restrict a transfer of stock by such director or officer if the stock is the stock 

of an unaffiliated corporation that is participating in the plan of conversion as provided 

in item 3 of subparagraph a of paragraph 2 of subdivision c of subsection 1 and has a 

class of stock registered under the federal Securities Exchange Act of 1934 [15 U.S.C. 

78a et seq .], or if the transfer is to the spouse or minor children of such director or 

officer. or to a trust or other estate or wealth planning entity established for the benefit 

of such director or officer. or the spouse or minor children of such director or officer. 

30 ~ 11 . The plan of conversion must provide the rights. if any, of a holder of a surplus note to 

31 participate in the conversion are governed by the terms of the surplus note. 
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1 4-{h 12. The plan of conversion must provide that without the prior approval of the 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

commissioner. for a period of Uweetwo years from the date of the completion of the 

conversion, a converted stock company or any corporation participating in the plan of 

conversion pursuant to item 1 of subparagraph a of paragraph 2 of subdivision c of 

subsection 1 or item 2 of subparagraph a of paragraph 2 of subdivision c of 

subsection 1, may not repurchase any of its capital stock from any person. However, 

this restriction does not apply to a: 

Q_,_ Repurchase on a pro rata basis pursuant to an offer made to all shareholders of 

the converted stock company or any corporation participating in the plan of 

conversion pursuant to. or item 1 of subparagraph a of paragraph 2 of 

subdivision c of subsection 1. or item 2 of subparagraph a of paragraph 2 of 

subdivision c of subsection 1; or 

~ Purchase in the open market by a tax-qualified or. nontax-qualified employee 

14 stock benefit plan in an amount reasonable and appropriate to fund the plan. 

15 26.1-12.2-04. Optional provisions of plan of conversion. 

16 

17 

18 

The plan of conversion may provide the directors. officers. and employees of the 

mutual company shall receive . 'Nithout payment. nontransferable subscription rights to 

purchase capital stock of the converted stock company or the stock of another 

corporation that is participating in the plan of conversion . as provided in item 3 of 

subparagraph a of paragraph 2 of subdivision c of subsection 1 of section 

26.1 12.2 03 . These subscription rights must be allocated among the directors. 

officers. and employees by a fair and equitable formula and are subordinate to the 

subscription rights of eligible members. This chapter does not require the 

subordination of r:11hccr-; ..... + :~ ~ - ' -·'- • 

The section of the bill offering subordinate subscri tion r to officers, directors and brokers was 

struck from the bill as these subordinate rights were to be offered at no cost to those parties Under 

The optional provisions 0 t e conversion plan, the converting mutual company mayo er su.bordinate 

subscription rights to other classes of subscribers but those subscribers must pay for those rights. 

29 

30 

31 

- •• • ,.. • • r I -- .. .... .. ·~" vugc<viey uo Ull CUlVf ti Uf IU UlflGOrS ana IA tnelF capaoity as 

eligible members under item 3 of subparagraph a of paragraph 2 of subdivision c of 

subsection 1 of section 26 .1 12.2 03. may not exceed thirty five percent of the total 

number of shares to be issued if total assets of the converting mutual company are 
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less than fifty million dollars or twenty five percent of the total number of shares to be 

issued if total assets of the oonverting mutual company are more than five hundred 

million dollars. For oonvertinq companies with total assets between fifty million dollars 

and five hundred million dollars, the peroentage of the total number of shares that may 

be purchased by directors and offioers must be interpolated. 

6 &.-1. The plan of conversion may allocate to a tax-qualified employee benefit plan 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

nontransferable subscription rights to purchase up to ten percent of the capital stock of 

the converting mutual company or the stock of another corporation that is participating 

in the plan of conversion, as provided in item 3 of subparagraph a of paragraph 2 of 

subdivision c of subsection 1 of section 26.1-12.2-03. A tax-qualified employee benefit 

plan may exercise subscription rights granted under this subsection regardless of the 

total number of shares purchased by eligible members. If eligible members purchase 

shares sufficient to yield gross proceeds equal to the maximum of the valuation range 

established by subsection 4 of section 26.1 -12.2-03, then the tax-qualified employee 

benefit plan may purchase additional shares of capital stock of the converting mutual 

oompany or the stock of another corporation that is participating in the plan of 

conversion, as provided in item 3 of subparagraph a of paragraph 2 of subdivision c of 

subsection 1 of section 26.1-12.2-03 in an amount sufficient to equal ten percent of the 

total shares of capital stock of the converted stock company outstanding. 

20 4:-2. The plan may provide thethat other classes of subscribers approved by the 

21 

22 

23 

24 

25 

26 

27 

28 

29 

commissioner shall receive, without payment, nontransferable subscription rights to 

purchase capital stock of the converting stock company or the stock of another 

corporation that is participating in the plan of conversion, as provided in item 3 of 

subparagraph a of paragraph 2 of subdivision c of subsection 1 of section 

26.1-12.2-03 provided that such subscription rights are subordinate to the subscription 

rights of eligible members . Other classes of subscribers that may be approved by the 

commissioner include: 

£:. Members of the converting mutual company which became members after the 

date fixed for establishing eligible members; 
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b. Brokers, agents. or other producers or their directors. officers. or employees that 

represent the mutual company or the insurance company subsidiary of the 

mutual holding company; 

&.-b. The shareholders of another corporation that is participating in the plan of 

conversion. as provided in item 3 of subparagraph a of paragraph 2 of 

subdivision c of subsection 1 of section 26.1-12.2-03; or 

Ek. The shareholders of another corporation that is a party to an acquisition, merger, 

8 consolidation, or other similar transaction with the converting mutual company. 

9 26.1-12.2-05. Alternative plan of conversion. 

10 The governing body of the converting mutual company may adopt a plan of conversion that 

11 does not rely in whole or in part upon issuing nontransferable subscription rights to members to 

12 purchase stock of the converting stock company if the commissioner finds the plan of 

13 conversion does not prejudice the interests of the members. is fair and equitable, and is not 

14 inconsistent with the purpose and intent of this chapter. Subject to a finding of the commissioner 

15 that an alternative plan of conversion is fair and equitable and is not inconsistent with the 

16 purpose and intent of this chapter. an alternative plan of conversion may: 

17 i_ Include the merger of a domestic mutual insurance company into a domestic or foreign 

18 stock insurance company. 

19 £. Provide for the issuance of transferable or redeemable subscription rights . 

20 3. Provide for issuing stock, cash, policyholder credits. or other consideration, or any 

21 combination of the foregoing, to policyholders instead of subscription rights . 

22 4. Set forth another plan of conversion containing any other provisions approved by the 

23 commissioner. 

24 26.1 -12.2-06. Minority stock offering by a mutual holding company. 

25 A mutual holding company may make a minority stock offering in accordance with the 

26 provisions of chapter 26 .1-12.1 or this chapter. A minority stock offering pursuant to chapter 

27 26.1-12.1 may not include the grant of subscription rights to policyholders. Except as otherwise 

28 provided in section 26.1-12.2-05 concerning an alternative plan of conversion . a minority stock 

29 offering pursuant to this chapter must include the grant of subscription rights to policyholders . 

Page No. 15'" 15.0450.03004 



Sixty-fourth 
Legislative Assembly 

1 26.1-12.2-07. Conversion of a mutual holding company. 

2 1..,. If a mutual holding company converts from a mutual to stock form. the conversion 

3 must comply with the provisions of this chapter. 

4 2. If a mutual holding company seeks to convert to stock form under this chapter and it 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 

has previously completed one or more minority stock offerings in which policyholders 

were granted subscription rights pursuant to this chapter, the valuation required by 

subsection 4 of section 26.1-12.2-03 must take into account the existence of this 

minority interest as provided in this section. The amount of capital stock required to be 

offered by the mutual holding company or another corporation that is participating in 

the plan of conversion as provided in item 3 of subparagraph a of paragraph 2 of 

subdivision c of subsection 1 of section 26.1-12.2-03 may be expressed as a range of 

value and must equal: the proforma fair market value of the mutual holding company, 

multiplied by one minus a quotient equal to the number of issued minority shares. 

divided by the sum of the issued minority shares and the number of shares held by the 

mutual holding company. 

16 3. The plan of conversion of a mutual holding company must provide that any 

17 

18 

19 

20 

21 

22 

23 

24 

25 

26 

outstanding issued minority shares must be exchanged for stock issued by the 

converting mutual company or the stock of any corporation participating in the 

conversion of the mutual holding company pursuant to subparagraph a of paragraph 2 

of subdivision c of subsection 1 of section 26.1-12.2-03. The mutual holding company 

shall demonstrate to the satisfaction of the commissioner that the basis for the 

exchange is fair and reasonable. An exchange in which the holders of outstanding 

issued minority shares retain approximately the same percentage ownership in the 

resulting company as the quotient of the number of issued minority shares. divided by 

the sum of issued minority shares and the number of shares held by the mutual 

holding company, is presumed to be fair and reasonable. 

27 4. If a mutual holding company seeking to convert under this chapter previously 

28 

29 

30 

completed one or more minority stock offerings. the conversion of the mutual holding 

company to stock form may not be consummated unless a majority of the shares 

issued and outstanding to persons other than the mutual holding company vote in 
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1 favor of the conversion. This vote requirement is in addition to the required 

2 policyholder vote. 

3 26.1-12.2-08. Effective date of plan of conversion. 

4 A plan of conversion is effective when the commissioner has approved the plan of 

5 conversion. the voting members have approved the plan of conversion and adopted the 

6 certificate of incorporation of the converted stock company, and the certificate of incorporation is 

7 filed in the office of the secretary of state of this state. 

8 26.1-12.2-09. Rights of members whose policies are issued after adoption of the plan 

9 of conversion and before effective date. 

10 .L All members whose policies are issued after the proposed plan of conversion has 

11 

12 

13 

been adopted by the governing body and before the effective date of the plan of 

conversion must be sent a written notice regarding the plan of conversion upon 

issuance of such policy. 

14 .£. Except as provided in subsection 3. each member of a property or casualty insurance 

15 company entitled to receive the notice provided for in subsection 1 must be advised of 

16 the member's right of cancellation and to a pro rata refund of unearned premiums. 

17 3.. A member of a property or casualty insurance company who has made or filed a claim 

18 under such member's insurance policy is not entitled to any right to receive any refund 

19 under subsection 2. A person that has exercised the rights provided by subsection 2 is 

20 not entitled to make or file any claim under such person's insurance policy. 

21 26.1-12.2-10. Corporate existence. 

22 .L On the effective date of the conversion, the corporate existence of the converting 

23 

24 

25 

26 

27 

28 

mutual company continues in the converted stock company. On the effective date of 

the conversion, all the assets, rights. franchises, and interests of the converting mutual 

company in and to every species of property, real. personal. and mixed, and any 

accompanying things in action. are vested in the converted stock company without any 

deed or transfer and the converted stock company assumes all the obligations and 

liabilities of the converting mutual company. 

29 2. Unless otherwise specified in the plan of conversion. the individuals who are directors 

30 

31 

and officers of the converting mutual company on the effective date of the conversion 

shall serve as directors and officers of the converted stock company until new 
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directors and officers of the converted stock company are elected pursuant to the 

certificate of incorporation and bylaws of the converted stock company. 

26.1-12.2-11. Conf lict of interest. r; ' I Aoll·nf .~~ I~ 
J.::1 \m,..,,.....< 14'-'~ ~ C" · - • 

.1. Exoept as proivided for in a plan of oonversion approved by the oommissioner. aA 

director. officer. agent. or employee of the converting mutual company may not receive 

any fee. com111ission. or other valuable consideration. other than such person 's usual 

regular salary or compensation, for aiding. promoting. or assisting in a conversion 

under this chapter. This provision does not prohibit the payment of reasonable fees 

and compensation to attorneys, accountants. financial advisors. and actuaries for 

services performed in the independent practice of their professions. even if the 

attorney, accountant. financial advisor. or actuary is also a director or officer of the 

converting mutual company. 

13 2. For a period of two years after the effective date of the conversion, a converted stock 

14 

15 

16 

company may not implement any nontax-qualified stock benefit plan unless the plan is 

approved by a majority of votes cast at a duly convened meeting of shareholders held 

oot less than six months after the effective date of the conversion. 

17 ~ All the costs and expenses connected with a plan of conversion must be paid for or 

18 reimbursed by the converting mutual company or the converted stock company. 

19 However, if the plan of conversion provides for participation by another entity in the 

20 plan pursuant to subparagraph a of paragraph 2 of subdivision c of subsection 1 of 

21 section 26.1-12.2-03, such entity may pay for or reimburse all or a portion of the costs 

22 and expenses connected with the plan of conversion. 

23 26.1 -12.2-12. Failure to give notice. 

24 If the converting mutual company complies substantially and in good faith with the notice 

25 requirements of this chapter. the failure of the converting mutual company to send a member 

26 the required notice does not impair the validity of any action taken under this chapter. 

27 26.1-12.2-13. Limitation on actions. 

28 Any action challenging the validity of or arising out of acts taken or proposed to be taken 

29 under this chapter must be commenced on or before the later of: 

30 .1. Sixty days after the approval of the plan of conversion by the commissioner; or 
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1 2. Thirty days after notice of the meeting of voting members to approve the plan of 

2 conversion is first mailed or delivered to voting members or posted on the website of 

3 the converting mutual company. 

4 26.1-12.2-14. Converting mutual company insolvent or in hazardous financial 

5 condition. 

6 .1. If a converting mutual company seeking to convert under this chapter is insolvent or is 

7 

8 

9 

10 

11 

12 

13 

14 

15 

16 

17 

18 

19 

in hazardous financial condition according to information supplied in the mutual 

company's most recent annual or quarterly statem.ent filed with the insurance 

department or as determined by a financial examination performed by the insurance 

department, the requirements of this chapter. including notice to and policyholder 

approval of the plan of conversion. may be waived at the discretion of the 

commissioner. If a waiver under this section is ordered by the commissioner, the 

converting mutual company shall specify in the mutual company's plan of conversion: 

a. The method and basis for the issuance of the converted stock company's shares 

of its capital stock to an independent party in connection with an investment by 

the jndependent party in an amount sufficient to restore the converted stock. 

company to a sound financial condition. 

b. That the conversion must be accomplished without granting subscription rights or 

other consideration to policyholders. 

20 ~ This section does not alter or limit the authority of the commissioner under any other 

21 provisions of law. including receivership and liquidation provisions applicable to 

22 insurance companies. 

23 26.1-12.2-15. Rules. 

24 The commissioner may adopt rules to administer and enforce this chapter. 

25 26.1-12.2-16. Laws applicable to converted stock company. 

26 .1. A converting mutual company is not permitted to convert under this chapter if, as a 

27 

28 

29 

30 

direct result of the conversion, any person or any affiliate thereof acquires control of 

the converted stock company, unless that person and such person's affiliates comply 

with the provisions of North Dakota law regarding the acquisition of control of an 

insurance company. 
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1 ~ Except as otherwise specified in this chapter, a converted stock company has and 

2 may exercise all the rights and privileges and is subject to all of the requirements and 

3 regulations imposed on stock insurance companies under the laws of North Dakota 

4 relating to the regulation and supervision of insurance companies, but the converting 

5 stock company may not exercise rights or privileges that other stock insurance 

6 companies may not exercise. 

7 26.1-12.2-17. Commencement of business as a stock insurance company. 

8 A converting mutual company may not engage in the business of insurance as a stock 

9 company until the converting stock company complies with all provisions of this chapter. 

10 26.1-12.2-18. Amendment of policies. 

11 A mutual company, by endorsement or rider approved by the commissioner and sent to the 

12 policyholder, may simultaneously with or at any time after the effective date of the conversion 

13 amend any outstanding insurance policy for the purpose of extinguishing the membership rights 

14 of such policyholder. 

15 26.1-12.2-19. Prohibition on acquisitions of control. 

16 Except as otherwise specifically provided in section 26.1-12.2-03, from the date a plan of 

17 conversion is adopted by the governing body of a converting mutual company until three years 

18 after the effective date of the plan of conversion, a person may not directly or indirectly offer to 

19 acquire, make any announcement to acquire, or acquire in any manner, including making a 

20 filing with the insurance department for such acquisition under a statute or regulation of this 

21 state , the beneficial ownership of ten percent or more of a class of a voting security of the 

22 converted stock company or of a person that controls the voting securities of the converted 

23 stock company, unless the converted stock company or a person that controls the voting 

24 securities of the converted stock company consents to such acquisition and such acquisition is 

25 otherwise approved by the commissioner. 

26 SECTION 4. REPEAL. Section 26.1-12-32 of the North Dakota Cen_t~_ry~ode is repealed . 

Senator Klein, 

This repeals the rules established fo r demutualization As an im t · 
being re pealed relat ing to the Commissioner's ab il ity ~o the ens~~; :hna\ note;, the ~ ill h~s the san:e language as the ru l 
mutua l company, its members and its el igible members." the Plan IS fa ir and equitable to the convert i 

#~~ ~ ~~l 0rtfl~;)~~ 
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Page 9, line 17, replace"~" with"~" 

Page 9, line 30, replace "7." with"~" 

Page 10, line 13, replace"~" with "1JL" 

Page 10, line 23, replace "~" with ".li_" 

Page 10, line 25, replace "1JL" with ".12...:." 

Page 10, line 26, replace "three" with "two" 

Page 11, remove lines 9 through 29 

Page 11, line 30 , replace "3." with "1.,_" 

Page 12, line 13, replace "4." with "2..:." 

Page 12, line 13, replace the first "the" with "that" 

Page 12, line 14, remove", without payment." 

Page 12, remove lines 22 through 24 

Page 12, line 25, replace "c." with "!:L" 

Page 12, line 28, replace "d ." with "c." 

Page 15, line 24, replace "Except as provided for in a plan of conversion approved by the 
commissioner. a" with "A" 

Renumber accordingly - J;/, rni~)..-..c AWJtm.a &oll~c.t1~ '4-~(!F. j,._~~Joi..:s 
O f- f1e.; • s/4-S.,.,J s. 
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