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MINUTES OF THEHOUS® COMMITTEE ON ___Insurance

Dale Sprague

Chairperson

at

The meeting was called to order by

w%m./p.m. on _March 26, 9 inroohl™®  of the Capitol.

All members were present except: )
Representative Delbert Gross, excused

Committee staff present: Chris Courtwright, Legislative Research Department
Bill Edds, Revisor of Statutes
Patti Kruggel, Committee Secretary

l

Conferees appearing before the committee:

see attached list

The Chairman called the meeting to order at 3:45 p.m.

Representative Flower made a motion to approve the Minutes of March 20 and
March 21, 1990. Representative Wells seconded. The motion carried.

The Committee began hearings on HB 3068.

HB 3068 -~ An Act authorizing school district and community college
boards to act as a self-insurer in providing certain employee and dependent
benefits; amending K.S.A. 72-8414 and repealing the existing section.

Chris Courtwright, Legislative Research Department gave an overview of
HB 3068 which would allow USDs and Community Colleges to provide for
group life insurance benefits for their employees.

Mick McBride, Wichita Public Schools provided testimony (Attachment 1) in
support of HB 3068 and explained that insurance company administration of
benefits is very high and that could be done by the district much more
economically.

Merle Hill, Kansas Community Colleges appeared in support of HB 3068 as
an option for community colleges to offer self-insuring programs in an
effort to contain rising costs.

There were no others wishing to testify and hearings on HB 3068 were
closed.

The Committee began hearings on HB 3090.

HB 3090 -- An Act amending the health care provider insurance

availability act with respect to certain persons engaged in residency
training; amending K.S.A. 1989 Supp. 40-3401, 40-3402, 40-3403, 40-3404 and
40-3414 and repealing the existing sections.

Unless specifically noted, the individual remarks recorded herein have not
been transcribed verbatim. Individual remarks as reported herein have not
been submitted to the individuals appearing before the committee for

editing or corrections. Page 1 Of ——
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Chris Courtwright, Legislative Research Department gave an overview of

HB 3090 similar to HB 2570 which was the bill that would have brought

the three teaching hospitals in Wichita, providing the graduate medical
education programs, under the health care providers insurance availability
act. Mr. Courtwright explained that the Insurance Department noted some
substantial differences in the bill, that on page 3, a person engaged in a
residency or post graduate training program would be expanded to include
not only the three teaching hospitals in Wichita, but broad enough to
encompass other programs such as Menningers and some osteopathic programs.
He stated that language that\ﬁs stricken on pages 9 and 11 is technical and
would go along with the policy decision on broadening the definition on
page 3. Mr. Courtwright also explained that on page 12, all programs where
this definition includes would be forced to select Option 3 which would
require the annual premium surcharge of $300,000.

Mary Ellen Conlee, Wichita Public Schools appeared in support of HB 3090
which would bring the Wichita branch residents in to the same program as
the University of Kansas Medical Center residents. Ms. Conlee offered an
amendment (Attachment 2) which would separate out their $300,000

aggregate premium so that the hospitals could make good on a commitment
that they would pay the portion into the Health Care Stabilization Fund and
not ask that it be paid by the State, as was done in HB 2570.

Marlin Rein, University of Kansas testified on HB 3090 and addressed
changes in the language of the bill as it differs from the earlier
version. Mr. Rein provided testimony (Attachment 3)

urging some technical considerations.

Next appearing in support of HB 3090 was Jerry Slaughter, Kansas Medical
Society (KMS). Mr. Slaughter stated that KMS support the concept of
treating all residents the same, but would prefer the original language of
offered in HB 2570. He stated that should the Committee prefer the
language of HB 3090, they suggest a technical amendment (Attachment 4)
that regardless of the level of coverage the residents have selected, they
would at all times, be in compliance with this act in entirety.

Harold Riehm, Kansas Association of Osteopathic Medicine provided testimony
(Attachment 5) supporting HB 3090 and urged that the language on page 9
of the bill not be stricken.

There were no others wishing to testify and hearings on HB 3090 were
closed.

The Committee began hearings on SB 587.

SB 576 -- An Act relating to insurance holding companies; concerning
notices, hearings and administrative costs; amending K.S.A. 40-3301 and
K.S.A. 1989 Supp. 40-3304 and repealing the existing sections.

The Chairman recalled that SB 576 was heard on the House floor and it was
the will of the floor that the Committee take another look at the bill.

Pat Hurley, Pete McGill & Associates on behalf of Hoylake Investments, Inc.
appeared in support of SB 576 and provided testimony (Attachment 6)

which explained the two amendments to the Kansas Insurance Holding Company
laws.

Todd Thompson, Hoylake Investments, Inc. briefly appeared to accept any
questions the Committee may have and asked to be able to respond to
anything new raised by the opposing conferee.

Page 2 of 3
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Appearing briefly in support of SB 576 was Lee Wright, Farmers Insurance
Group. Mr. Wright provided testimony (Attachment 7) stating briefly that
Farmers does not oppose the bill and believes it will have no impact of
their current fending off of a takeover attempt by Hoylake Company Limited.

Representative Kerry Patrick appeared in opposition to SB 576 expressing
that by changing this law we are giving a $3 million advantage to Hoylake
in the middle of a takeover. Rep. Patrick agreed that the part of the bill
relating to the cost of this hearing should be borne by the people
petitioning and should be done immediately, but he provided an amendment
{(Attachment 7) to the part\Bf the bill doing away with the mailing of the
notice requirement and the saving of $3 million, as been estimated to
Hoylake, be postponed to March 1, 1991 so as not to give one side the
benefit over the other. Rep. Patrick also provided published magazine and
newspaper articles which make reference to Hoylake Investments, Limited
activities (Attachment 8).

There were no others wishing to testify on SB 576 and the hearings were
concluded.
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WICHITA

Risk Management Department PUBLIC SCHOOLS

Testimony of L. A. ’'Mick’ McBride before the House Insurance
Committee on March 26, 1990.

Mr. Chairman, members of the Committee, I am Mick McBride,
Supervisor of Risk Management for Unified School District

No. 259 in Wichita, Kansas. My duties include supervision of
the district’s insurance and risk programs. Thank you for
allowing me to appear before you today.

The Wichita public school system requested House Bill No.
3068. OQur district offers a non-contributory group term life
insurance benefit for eligible employees. The specific
amount of benefit received by the various employee groups 1is
established via the negotiations process.

Since 1981 the Wichita district has gained considerable
experience in establishing and administering self funded

programs. Current plans that are self funded include
health/dental, school board liability, short term disability,
and workers’ compensation. Experiences gained from

administering these plans have taught us that the cost of
insurance company administration of benefits is very high and
“in each case could be done by the district much more
economically.

For example, the annual retention (cost of plan
administration over and above claim expense actually paid to
the insurance company) for the district’s non-contributory
group term life insurance plan since July 1, 1988 is as

follows:

Actual 1388/89 $35,222
Estimated 1989/90 $48,350
Estimated 19380/91 $51,730

As a part of offering and purchasing this benefit our district
processes payroll deduction requests, prepares a monthly premium
statement, remits the monthly premium statement and premium check

to the insurance company,

Administrative Center . 217 North Water . Wichita, Kansas 67202
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processes all enrollments and terminations, processes and
maintains beneficiary forms, distributes benefit information

to employees, reads the obituary daily, receives notice of

all death claims, communicates with beneficiaries, processes
death claim forms and remits to the insurance company, and
receives the <claim check and delivers the check to the

beneficiary. As this illustrates, our district 1s currently
providing almost all administration service for this benefit
now except writing the actual claim check. It is our opinion

that we can pay the $300,000 plus of annual premiums into a fund
and write claim checks for significantly less than $35,000 per
year. The savings and the excess premiums would remain in the
fund as accumulated reserves.

Since it would take some time to accumulate an actuarially
adequate reserve for a self funded 1life plan and to protect
against a catastrophe, the district does plan on purchasing
aggregate stop loss insurance. As you can see on the attached
loss history report, the district’s claim experience has been
fairly stable over the past 7 vyears. If the current years
experience continues the 1989/90 school year will be a very light
yvear for claims. I cannot explain the low claim experience from
1977 through 1982 versus the much higher claim experience from
1982 through 1990.
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March 22, 1990

USD NO. 259 LIFE INSURANCE EXPERIENCE

School Year Deaths Amount Paid

8/1/71 - 7/31/72 3 s 9,000
8/1/72 - 7/31/73 0 s 0
8/1/73 - 7/31/74 12 $ 60,000
8/1/74 - 7/31/75 12 $ 60,000
8/1/75 - 7/31/76 8 $ 80,000
8/1/76 - 7/31/77 14 $295,000
8/1/77 - 7/31/78 2 $ 50,000
8/1/78 - 7/31/79 6 $125,000
8/1/79 - 7/31/80 6 $145,000
8/1/80 - 7/31/81 5 $100,000
8/1/81 - 7/31/82 7 $190,000
8/1/82 - 7/31/83 15 $310,000
8/1/83 - 7/31/84 11 $201,000
8/1/84 - 7/31/85 12 $180,000
8/1/85 - 7/31/86 14 $180,000
8/1/86 - 7/31/87 12 $270,000
8/1/87 - 7/31/88 11 $240,000
8/1/88 - 7/31/89 12 $250,000

8/1/89 - 2/28/90 3 ) $ 60,000
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insurance premium is or would be $100,000 or more for basic coy-
crage caleulated in accordance with rating procedures approved by
the commissioner pursuant to K.S.A. 40-3413 and amendments
thereto, mav qualifv as a self-insurer by obtaining a certificate of
self-insurance from the commissioner. Upon application of any such
health care provider or health care system, on a form prescribed by
the commissioner, the commissioner may issue a certificate of self-
insurance if the commissioner is satisfied that the applicant is pos-
sessed and will continue to be possessed of ability to pay any judg-
ment for which liability exists equal to the amount of basic coverage
required of a health care provider obtained against such applicant
arising from the applicant’s rendering of professional services as a
health care provider. In making such determination the commissioner
shall consider (1) the financial condition of the applicant, (2) the
procedures adopted and followed by the applicant to process and
handle claims and potential claims, (3) the amount and liquidity of
assets reserved for the settlement of claims or potential claims and
(4) any other relevant factors. The certificate of self-insurance may
contain reasonable conditions prescribed by the commissioner. Upon
notice and a hearing in accordance with the provisions of the Kansas
administrative procedure act, the commissioner may cancel a cer-
tificate of self-insurance upon reasonable grounds therefor. Failure
to pay anv judgment for which the self-insurer is liable arising from
the sclf-insurer’s rendering of professional services as a health care
provider, the failure to comply with any provision of this act or the
failure to comply with any conditions contained in the certificate of
self-insurance shall be reasonable grounds for the cancellation of such
certificate of self-insurance. The provisions of this subsection shall
not apply to the Kansas soldiers’ home or to any person who is a
self-insurer pursuant to subsection {d) or (e).
. (b) Any such health care provider or health care system that
holds a certificate of self-insurance shall pay the applicable surcharge
set forth in subsection (¢) of K.S.A. 40-3402 and amendments thercto.

() The Kansas soldiers’ home shall be a self-insurer and shall
pay the applicable surcharge set forth in subscction (c) of K.S.A.
40-3402 and amendments thereto.

(d) A person Persons engaged in residency training shall-be-self-

1 4 -

tive—employers) as provi(l(:’(l in subsections (r)(1) and (2) of K.S.A.

40-3401, and amendments thereto, for occurrences arising during
such training, and such person shall be deemed a self-insurer for
the purposes of the health care provider insurance availability act.
Fhe university of Kansas medieal ecenter shall pay the apph-

[shall be self-insured by the state of Kansas

Attachment 2



SOOI UA W

o

-
17
18
19
20
21
22
23
24
25
26
27
28
29
30
1l

33
34
35
36
37
38
39
40
41

9

10

eahle surcharge set forth in subseetion (e} of K-S-A: 40-3402
and amendments therete on behall of such person: Such self-
insurance shall be applicable to a person engaged in residency train-
ing only when such person is engaged in medical activities which
do not include extracurricular, extra-institutional medical service for
which such person receives extra compensation and which have not
been approved by the dean of the school of medieine and the
e&ee&éveqee-ehaﬂeellﬂfeitheWefsi&yeiKansa&meéieal
eenter as provided in subsections (r)(1) and (2) of K.S.A. 40-3401,
and amendments thereto.

(¢) (1) A person engaged in a postgraduate training program ap-
proved by the state board of healing arts at a medical care facility
or mental health center in this state may be self-insured by such
medical care facility or mental health center in accordance with this
subsection (¢) and in accordance -ith such terms and conditions of
cligibility therefor as may be specified by the medical care facility
or mental health center and approved by the commissioner. A person
seli-insured under this subsection (¢) by a medical care facility or
mental health center shall be deemed a self-insurer for purposes of
the health care provider insurance availability act. Upon application
bv a medical care facility or mental health center, on a form pre-
scribed by the commissioner, the commissioner may authorize such
medical care facility or mental health center to sclf-insure persons
engaged in postgraduate training programs approved by the state
board of healing arts at such medical care facility or mental health
center if the commissioner is satisfied that the medical care facility
or mental health center is possessed and will continue to be possessed
of ability to pay any judgment for which liability exists equal to the
amount of basic coverage required of a health care provider obtained
against a person engaged in such a postgraduate training program
and arising from such person’s rendering of or failure to render
professional services as a health care provider.

(2) In making such determination the commissioner shall consider
(A) the financial condition of the medical care facility or mental health
center, (B) the procedures adopted by the medical care facility or
mental health center to process and handle claims and potential
claims, (C) the amount and liquidity of assets reserved for the set-
tlement of claims or potential cliims by the medical care facility or

mental health center and (D) any other factors the commissioner |

deems relevant. The commissioner may specify such conditions for
the approval of an application as the commissioner deems necessary.
Upon approval of an application, the commissioner shall issue a

certificate of self-insurance to each person engaged in such post- -



University of Kansas Medical Center
March 26, 1990

Testimony on House Bill 3090

Dear Mr. Chairman:

I am pleased to offer a few comments relative to House Bill 3090. The
bill is drawn in a manner similar to House Bill 2570 which this committee
heard previously.

I would say at the outset that the University of Kansas Medical School is
in support of the concept embodied in House Bill 3090 which would provide
basically the same form of malpractice self-insurance for residents in Wichita
and Salina as currently provided to residents on the Kansas City campus. As
the bill differs from the earlier version there are some technical
considerations which the Committee might wish to address.

The new language at the bottom of pages 3 and the top of page 4, is
similar to that which was incorporated in House Bill 2570. It would extend
the self-insurance provision to the residents in Wichita and the residents in
the program operated by the Smokey Hill Family Practice Clinic in Salina. In
the original version of the bill (House Bill 2570), it was proposed that the
State would pay the surcharge to the Health Care Stabilization Fund. House
Bill 3090 would make it clear that the sponsoring agents or employing
hospitals would be responsible for that surcharge. One consideration that
will have to be addressed is the manner in which that surcharge will be
divided between the Wichita community hospitals and Salina. ’

I would secondly call the Committee's attention to the stricken language
on page 9. Striking of that language would effectively reverse a legislative
policy of a year ago to extend tail coverage to all residents of programs in
Kansas. 1 believe the only residents that would be affected by the striking
of that language, would be residents in the program at Menningers and any
osteopathic residents that might be in the State. I don't believe it is the
Committee's intent to reverse the policy of a year ago and a technical change
is necessary to clarify this issue.

1 would also note that House Bill 3090 provides that for residents in
training, the highest option of coverage (Option 3) would be mandated. At the
University of Kansas School of Medicine in Kansas City we selected Option 3
for the current year. We have no problem with this provision but would point
out that it would remove from legislative consideration the matter of choice.

Finally, there appears to be some concern about the $300,000 figure that

js cited in the.bill as the assumed basic premium upon which the surcharge
would be computed. House Bill 2570 as originally introduced, merely raised

Attachment 3
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from $600,000 to $900,000 that assumed premium for the coverage of all
residents. It seemed to those of us involved in drawing that bill that
$900,000 was a reasonable figure given the potential exposure to the fund.

Now that we have split that assumed premium into $600,000 for the residents in
Kansas City and $300,000 for those in Wichita and Salina, the issue is raised
as to whether that is an appropriate division. I'l1l leave that to the
Committee and Legislature's discretion I would note that there are something
fewer than 300 residents involved in the program in Kansas City, and 225-230
in Wichita and Salina.

With those comments I think I would stand for questions. I would again
reaffirm the University's support for this legislation and feel that it is
warranted on the basis that the State has a vested interest in the continuance
of these residency programs.
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death arising out of the rendering of or the failure to render profes-

, but not Tess than the required basic

sional services by such health care provider; (12) notwithstanding
the provisions of subsection (m), any amount/Jue from a judgment
or settlement for an injury or death arising out of the rendering of
or failure to render professional services by a person engaged or

who was engaged/in residency training or the private practice cor-
porations or foundations and their full-time physician faculty em-
ployed by the university of Kansas medical center; and (13)
reasonable” and necessary expenses for the development and pro-
motion of risk management education programss {14} netwithstand-
to e judgment or sottlement for any injury or death arising out
of the rendering of or failure to render prefessional serviees
by a person; other than a person deseribed in elause (12} of
this subseetion; whoe was engeged in a pestgraduate program
of resideney training epproved by the state beard of healing
arts; and (15} reasenable and neeessary expenses for attorney
fees and other easts ineurred in defending a person deseribed
in elause {14} of this ion,

(d) All amounts for which the fund is liable pursuant to subsection
(c) shall be paid promptly and in full except that, if the amount for
which the fund is liable is $300,000 or more, it shall be paid, by
installment payments of $300,000 or 10% of the amount of the judg-
ment including interest thereon, whichever is greater, per fiscal year,
the first installment to be paid within 60 days after the fund becomes
liable and each subsequent installment to be paid annually on the
same date of the vear the first installment was paid, until the claim
has been paid in full. Any attorney fees payable from such installment
shall be similarly prorated.

(¢) 'In'no event shall the fund be liable to pay in excess of
$3.000,000 pursuant to any one judgment or settlement against any
one health care provider relating to any injury or death arising out
of the rendering of or the failure to render professional services on
and after July 1, 1984, and before July 1, 1888, subject to an ag-

_gregate limitation for all judgments or settlements arising from all
claims made in any one fiscal year in the amount of $6,000,000 for
each provider.

() The fund shall not be liable to pay in excess of the amounts
specified in the option selected by the health care provider pursuant
to subsection (I) for judgments or settlements relating to injury or
death arising out of the rendering of or failure to render professional
services by such health care provider on or after July 1, 1989,

(8) A health care provider shall be deemed to have qualified for

coverage limits,

at the time of the occurrence in residency
training but who, at the time the claim
was made, was no longer engaged

[z
KANSAS MEDICAL SOCIETY

1300 Topeka Avenue - Topeka, Kansas 66612 - (913) 235-2383
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() On or after July 1, 1989, every health care provider shall
make an election to be covered by one of the following options
provided in this subsection which shall limit the liability of the fund
with respect to judgments or settlements relating to injury or death
arising out of the rendering of or failure to render professional serv-
ices on or after July 1, 1989. Such election shall be made at the
time the health care provider renews the basic coverage in effect
on the effective date of this act or, if basic coverage is not in effect,
such election shall be made at the time such coverage is acquired
pursuant to K.S.A. 40-3402, and amendments thereto. Notice of the
election shall be provided by the insurer providing the basic coverage
in the manner and form prescribed by the commissioner and shall
continue to be effective from year to year unless modified by a
subsequent election made prior to the anniversary date of the policy.
The health care provider may at any subsequent election reduce the
dollar amount of the coverage for the next and subsequent fiscal
vears, but may not increase the same, unless specifically authorized

by the board of governors. Sueh eleeton Optidi¥@®xhall be made

selected for persons engaged in residency training end persens en-
taged in other postgreduate training programs epproved by the

state board of heeling arts at medical eare facilities or

health eenters in this state by the agency or institution paying the
surcharge levied under K.S.A. 40-3404, and amendments thereto,
for such persons. Such options shall be as follows:

(1) OPTION 1. The fund shall not be liable to pay in excess of
$100,000 pursuant to any one judgment or settlement for any party
against such health care provider, subject to an aggregate limitation
for all judgments or settlements arising from all claims made in the
fiscal year in an amount of $300,000 for such provider.

(2) OPTION 2. The fund shall not be liable to pay in excess of
$300,000 pursuant to any one judgment or settlement for any party
against such health care provider, subject to an aggregate limitation
for all judgments or settlements arising from all claims made in the
fiscal vear in an amount of $900,000 for such provider.

(3) OPTION 3. The fund shall not be liable to pay in excess of
$800,000 pursuant to any one judgment or settlement for any party
against such health care provider, subject to an aggregate limitation
for all judgments or settlements arising from all claims made in the
fiscal year in an amount of $2,400,000 for such provider.

(m) The fund shall not be liable for any amounts due from a
judgment or settlement against resident or nonresident inactive
health care providers who first qualify as an inactive health care
provider on or after July 1, 1989, unless such health care provider

(return to original language)

<0



Kansas Association of Osteopathic Medicine

Harold E. Riehm, Executive Director

1260 S.W. Topeka
Topeka, Kansas 66612

(913) 234-5563

March 27, 1990

To: "{\ Chairman Sprague and Members of the House Insurance Committee

Froﬁ; fﬁ//Haro1d E. Riehm, Executive Director, Kansas Association of

ci%/ Osteopathic Medicine

Subject: TESTIMONY ON H.B. 3090

The Kansas Association of Osteopathic Medicine supports H.B. 3090, with the
following exceptions:

(1) We think the language stricken on Page 9 (lines 10-19) should be
retained. This Tlanguage was inserted in the 1988 Session to
provide that physicians doing postgraduate programs in Kansas would
not be “penalized” by starting at mature levels of professional
liability insurance, were they to remain 1in Kansas to establish a
practice. AS WRITTEN IT APPLIES TO M.D. PHYSICIANS AND D.O.
PHYSICIANS IN POSTGRADUATE STUDY. Other provisions 1in the
suggested changes to H.B. 3090, would retain this favorable
treatment for certain persons involved in postgraduate programs but
would remove it for residents in programs like Menningers (which
includes D.O. residents) and the osteopathic residency and intern
programs in Wichita. For these reasons we urge you not to delete
these provisions, or to accept amendments which incorporate the
intent of those who are seeking passage of H.B. 3090 BUT WHICH
RETAINS FAVORABLE PROVISIONS FOR D.0O. residents and interns.

(2) We are opposed to requiring residents and/or interns to select a
particular optional level of coverage under the Health Care
Stabilization Fund.

(3) There has been some questions raised by insurance companies
concerning the classification of the internship programs which
continue to be utilized within the osteopathic profession. For
example, this year there are eight osteopathic “interns” conducting
a year of postgraduate study at Riverside Hospital in Wichita.
Apparently these have been resolved on a case by case basis, by
convincing the insurance companies involved that this is indeed
involvement 1in postgraduate education within the meaning of
language in this Act. Perhaps a brief addition someplace in H.B.
3090, to the effect that an internship program as utilized 1in the
osteopathic profession, is a postgraduate program as referred to in
this Act.

Thank you for this opportunity to present our views.
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OF

PATRICK J. HURLEY
OF

PETE MCGILL & ASSOCIATES
ON BEHALF OF
HOYLAKE INVESTMENTS, LTD.
PRESENTED TO THE
HOUSE COMMITTEE ON INSURANCE
ON MARCH 26, 1990

RE: SB 576
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Mr. Chairman and Members of the House Insurance Committee:

I am Patrick J. Hurley of Pete McGill & Associates appearing on behalf of
Hoylake Investments, Ltd.

We appear again in support of SB 576. I would like to very clearly reiterate
what SB 576 does do and what it does not do, and why it is good public policy to
adopt it.

SB 576 makes just two amendments to the Kansas Insurance Holding
Company laws.

I. First Amendment:

A. It would require that the costs of all administrative hearings and
proceedings relating to the Hoylake application be borne by Hoylake
and not by the State of Kansas.

B. Why is this amendment needed?

Without this amendment, these costs, which could be substantial,
would have to be absorbed by the Insurance Department within

its current budget. Likewise, in all future hearings the Department
would have to absorb the costs.

C. Who opposes this amendment?

None of the parties involved with the Hoylake application oppose
this amendment. Neither Hoylake, nor B.A.T., nor Farmer's
Insurance, nor the Insurance Department have appeared in

opposition to this amendment.



D. Are Kansas residents in any way adversely affected by this
amendment?

No! To the contrary, this amendment would save taxpayers
money in this hearing and all future hearings under this law.

E. What are the public policy reasons for this amendment?
Under prior Kansas law, the costs of adrrﬁnistrati%ze hearings
were assessed against applicants. Only through an inadvertent
repeal of this requirement was the law changed. It is fair and
equitable to assess such administrative costs against the applying
party and not the state in such proceedings.

0. Second Amendment:

A. The second amendment would delete throughout the Insurance
Holding Company Act the requirement of mailing all notices and
materials to resident or nonresident shareholders of an insurance
company or of its parent company.

B. Why is this amendment needed:

In this particular case, the materials required to be filed for

the Insurance Department's review are voluminous, running
hundreds and hundreds of pages. Under a literal interpretation of
the mailing requirements under current law, all of these materials
would have to be shipped to approximately 150,000 non-Kansas

resident, non-U.S. citizens who are shareholders of B.A.T., but not

@)
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shareholders of Farmer's Insurance. It is estimated that the
shipping expenses would approach $3 million while serving
absolutely no relevant purpose relating to enforcement of the
Kansas Insurance laws.

C. Who opposes this amendment?
None of the involved players in this application oppose this |
amendment either. Neither the Insurance Department, Hoylake,
B.A.T. nor Farmer's Insurance has appeared in opposition to this
amendment.

D. Are Kansas residents adversely ‘affected by this amendment?
No. To the best of our knowledge, no Kansas residents are share-
holders of Hoylake, B.A.T. or Farmer's Insurance. Through
the administrative hearing conducted by the Kansas Insurance
Department, and the criteria set out in the law for approval or
disapproval, the interests of Kansas policyholders are already pro-
tected.

E. What are the public policy reasons for this amendment?
The interest of Kansas policyholders are adequately protected under
Kansas law. The Insurance Department has clear statutory guide-
lines for approving or disapproving such a proposed acquisition
of a Kansas insurance company.

It is not the statutory responsibility or authority of the Insurance

3)



Department to protect the interest of non-Kansas, non-U.S. citizen
shareholders in any company which might be a subsidiary or a
parent of a Kansas insurance company.

The Supreme Court and lower Federal courts have repeatedly held
that while protecting local investors may be a legitimate state

objective, a state has no legitimate interest in protecting non-

resident shareholders.

IOI. Conclusion:

In summary, that is what SB 576 does and that is all that it does:

1. It has no detrimental impact on Kansas citizens, policyholders
or shareholders.

2. Its adoption is not opposed by any of the legal parties involved --
Insurance Department, Hoylake, B.A.T. or Farmer's Insurance.

3. It is consistent with prior acts of the Legislature and rulings by the
United States Supreme Court and lower Federal courts.

4. It in no way restricts or alters the authority of the Insurance
Commissioner to review and approve or disapprove the
application.

5. It removes an unfair cost and time burden on parties applying for

approval, which present requirement serves no good public

purpose.

4
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Farmers Insurance Group of Companies

March 26, 1990 10850 Lowell
Shawnee Mission, Kansas 66210-1613
Mailing Address: P.O. Box 387
Shawnee Mission, Kansas 66201-0387

HOUSE INSURANCE COMMITTEE
Senate Bill 576
Testimony by Lee Wright
Legislative Representative for Farmers Insurance Group of
Companies
March 26, 1990

Thank you Mr. Chairman and members of the Committee. My name is
Lee Wright and I represent Farmers Insurance Group of
Companies. We appreciate this opportunity to make this brief

statement.

My purpose in appearing before you today is to simply advise the
committee Farmers Insurance is not opposing the Hoylake bill,
Senate Bill 576.

Although BAT and Farmers are currently in the midst of fending
off a hostile takeover attempt by Hoylake Company Limited,
Farmers does not feel this particular bill will have any impact

on the ultimate outcome of this battle.

Thank you Mr. Chairman that concludes my remarks.
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Rep. Patrick
FAS576b3

STATE OF KANSAS

HOUSE OF REPRESENTATIVES

MR. CHAIRMAN:

I move to amend Senate Bill No. 576 as follows:

On page 1, in line 14, before "K.S.A." by inserting "On and
after March 1, 1991,";

On page 2, in line 17, before "K.S.A." by inserting "On aﬁd
after March 1, 1991,"; |

On page 7, in line 34, before "K.S.A." where it appears for

the first time by inserting "On and after March 1, 1991,";

District.
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* " Spectalte The New Vork Times
WAsmNGTON Sept. 31 =

head of the Interna uan?
Fund said _um

fund's membership

stantial increase in the amount 4t

. tould r;uke available to meet emer.

after running at 40 percent in the - The

first quarter, but inflation has cooled
m:cc then, tempered by lower oil
prices.

1 Is Creating"SQine Problems

: ,Many companies
“are scramblingto
find workers.:

“We will take suitablfe actions st

" suitabie times to check excessive ac-

" tivities corporations and house-
holds,” the Bank of Japan governor,
Satoshi Sumits, said yesterday. -

The central bankers have also indi-

cated that they would intervene heav. .

ily in the currency market to weaken
the dollar, because its strength has
been adding significantly to Inﬂallotb
ary pressures here.

- But one of the more telling and
pmemhuy troubling features of the

lion workers.
The number of want ads is the high-

est in 13 years and tens of thousands .
of rs are entering the country

illegaily. The construction industry,

"in particular, has been so hard hit

that companies are reportedly going
to the job sites of competitors and hir-
ing away entireteams. . -

As & result, the incomes of worken
jumped 5.5 percent in the second
quarier from the period a year earll-
er, the Economic Plannlng Agency
said today.

" ASensitive lssug

In & country that prizes its ethnic
homogeneity, the issue of bringing in
foreign workers is sensttive. But com-

. panies ‘are so desperate that they

have been willing to skirt the laws
and social pressures. |

One economist said he knew of a
textile company that had brought
several dozen Thal workers into the
country as “trainees.” The police de-
tained the operators of a language

school today on suspicion that they

had supplied forged documents that
would atlow their “students’ to work

in the country. The Labor Ministry
estimates there are some 150,000 ille-
‘ul-orkerslnhpln -

Some companies have becotne in- -

volved in the issue of whether Japan

. should repatriate boat people lrriv- :
.lng from Southeast Asta, -

.- (Earlier this week, in anotber sym-
‘bolic response to the problem, the
Justice Minister, Masso Goto, said he
would consider easing the ministry's
traditional opposition (o accepting un-
skilled foreign workers.

-1 largestever in Europe.

'Bidfor BA.T.
“Clears Hurdle

LONDON, Sept. 21 (Reuters)
- The British Government
g:ve conditional approval to-

y to the hostile takeover bid
by Sir James Goldsmith for
BAT Industries.

The Department of Trade
and lndunz said the offer,
being ma through  Sir
James's investment vehicle,
Hoylake Investments Lid,
would not be referred to the
Monopolies and Metgers Comn-
mission. i

The department said the
(;ovemment could re‘c?nsldel;
the proposed acquisition i

’ (hcre is & material change in
the terms of the bid or other
material facts."”

The $21.3 billion bid is the

_Takeover bids are normally ..

referred to the commission if

" they threaten to reduce compe-+
tition, although the Trade and
Indusxry Secretary can nlso or-
der an inquiry.

BAT. a conglomerale with
operauons in 90 countries, re-
jecttd the bid when it was
made in July. it accused Sir
James of trying to enrich him.
self at the expense of BAT. -

- shareholders,

Sir James cleared one possl- 1

ble obstacle last week when
Britain's  Takeover Panel,
which regulates merger activi-
ty, said it would give Hoylake -
more time to get regulatory
clearances in the United States.
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SAN FRANCISCO, Sept. 2} ~ A\
Federal judge todpy dismissed a law-
by 19 state attorneys gen-
eral that had charged numerous. in-
surance companies with engaging in

Judge \lean{ Schwarzer of the
Federal District Court in San Fran.

- tisco sald the activities the insurance

companies engi in were permlt-
ted under lhe.ﬁd Carran-Ferguson

“ Act of 184S, which grants insurance
companies special exemptions from \

antitrust law,
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decision he
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 Falconbridge Holders
‘Urged to Take FL Bid -

Spocial to The Mrw York Times .

THE NEW YORK

Group to Buy | }; _:

Avis Europe
LONDON, Aug. 28 (Reute

— A consortium including
General Motors Corporal

d xreed
Avis Eu P.L.C. today in a
deal mmmu the Eu 4

car reata) and feasing concern ;

at $1.4 biltion.

- Cliva Holdings, .8 -group

formed to complete. the
million bid, said it was offe
£6,0r mﬁtlﬁ.bes:'n for Avis Eu-
rope, whic ame a separate,
blic company in a stock of-
ering after its American par-
ent, Avis Inc., was bought out
!l}gsénvators and managers in

Avis Europe shares surged
in London to £592, or $9.29,
from £5.60, or $8.78, on hews of
the bid. .

The bid was seen as a first
step toward reuniting Avis Eu-
rope with Avis Inc., which will

" own 8.8 percent of Cilva.

Lease International, a Lux-
embourg-based company
owned by the Belgian car dis-
tribution group D'leteren S.A. .
and the country’s largest bank,
Générale Bank, has a 84.7 per-

cent  shareholding In  Cilva, -

G.M. owns the remaining 26.5
percent of Cilva, - ’

G.M. said Avis Europe, which

has a rental fitet of more than

76,000 vehicles, was an impor-
id be

tant customer and wou

buying more G.M. cars and ~

commercial vehicles,

Avis Europe operates in Eu- -
iddle

rope, Alrica, and the M

East. In its latest financial year
it reported pretax profits of £72
million, or $113 millien, -on

million.

revenue of £623 million,gr $977 .-
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low price for the year. customers. The §1.3 billion purchase mmun.‘:.:m: ‘n H ry "
ice 1s equal 10 203 for each has suffered mitiions of doliars i
Ial customer. McCaw sald that #  1ggeg iy pecent yoars. - -

A . nned (0 mainiain & marketing ~
- Armstrong Suitors Bl Wi el St JIPERETRERAY

. uest Meeting = enthiargest celiular operator. +* have tdlearn (o adapt parta of the cul-
L v ueat ing Contel, 8 telecommunications con-  Lure Df an Amarican securities firm

L ' Pé S (Ap) . CvmbasedinAtlanta, saiditwould s WihNomura .
#N'u‘mnef.",:;;gb’ AP) = nance the deal with debt and equity. ehln'ln.ullm"upm’:: jate -10%" 2
which s considering & hostile take.  Jack Grubman, an YUh  Sng become Japancee.’ Mr.
over of Armatrong World Industries, Al Webber Inc. said the sale of 1y, 1014 ] think we're going 10
m.ﬁummn‘wn.m“"”. McCaw's cellular properties would s 0w i Ay
1 meeting._The Drovide ihe company wih 4 WAT. - indeed, Mr. Chapman indy fisd
chest that VAR, " o me Detter bolence, working with &

o

ncasterbased Armstrong, which s
T s coammr e et B e e b - e e Htes ks bee fo.
wasexa TOQUeSL. . In 4 telephone interview yesterday, 8t T
The family's petition asks the  Craig O. McCaw, McCaw's chief 5. - In recent monthe as ks parent, the
board to amend 18 articles of incor- | ecutive, said the mrumadto N :
pocation to aliow investors holding 20 bl a national celiular network that
percent of the company'sstock tocall  would  give cellular  subscribers
a | A to the . «geamiess service th
- pet two companies controlled by country.” » . e
 the own 436 millionshares, ~ “Our objective is not to own the
. G385 percent, of ihe company. The  whole country but (0 provide consum-
" ghares were purchased for 8181 mil-  ors with & rent cellular net-
 lion this summer. : " work that high-quality serv-
- : and connections no matier where

SAN FRANCISCO, Oct. 3 — R R you are,” Mr. McCaw aaid.

Pyramid Corporation, In the Metromedia (ransaction,
mamdacturer besed McCaw will re a 50 percent vot-

- :nm Ym. Calif, entered & * R 0 1s nf B.°3t°n -~ ing interest and a 437 geroent emf’ )
.~ Stock Falls $2.625 : 50 percent ot
' uocl‘d.'l;:.;m't‘d Bost ’

they
T e e
i , 10 $24, on oc "
iy T Yo ‘Duspely’ Systern Established
The bank said on Mondsy that it -
would add $378 mitlion to its loas re-
- serve (0 cover souring real estate  aystem lor celiular mobile phones In
_ foans and 8 highly leveraged transac-  the United States. In effect, it allows
© tion that was put on nonpetform two licenses for » geographical re-
atatus. The corporation said it woul mnmmummunmu
ngn & thirdquarter Joss of about “wireline" licerse and is assigned
$128 million. 11 8130 sald that reguls-  to the regional Bell operating com-
tors were going to review its internal  pany in that area The other license is
controls, resl estate operstions and  assigned 10 8 “non-wireline™ radio
risk assessment procedures. tranemission company . -
B . In over-thecounter trndt; yester-
R © day, Lin closed at $i08 down
hor was v! ‘“zﬁ - " - ”l:‘ﬁ.:‘ﬁcl(lguc(‘n-&b-'ad:‘k“”.
rtually : w aw was ourth-most -
filed s second banknuptcy reorgani- active issue, with more than 1.8 mil-
| bk - SE.C.Shuns Role . st sse. ath more tran 13 ik

In B.A.T. Takeover [ lh trading more than a mil

; On the Now York Stock Exchange,
WASHINGTON. Oct 3 (Reuters) ~  Coniplcloard ot 834 30, up 825 conts.
The staff of the Securtties and Ex “Officials of Metromedia, which s
Commisslon has conchaded oo 0rp did not redurn telephone calls
that the commission had o power 10 1 44e (o (hetr offices Seeling cOM
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FINANCE

Hoylake’s bid for B.A.T

Waiting for Roxani

UNNY old world. Last year, Farmers
Group, an American insurance com-
pany based in California, tried to fight off a
hostile bid by B.AT Industries, one of the
world’s largest tobacco companies. Its de-
. fence failed—despite some interesting argu-
ments about the conflicts of interest that
might arise when a cigarette producer owns
an insurer which offers discounts to non-
smokers. A year later, Farmers is BAT’s best
hope of fighting off the £13.4 billion ($21
billion) bid by Hoylake, a vehicle designed
by Mr Jacob Rothschild, driven by Sir James
Goldsmith and supported by Mr Kerry
Packer (left to right above). The fate of this
bid may end up being decided not by BAT’s
shareholders, but by the insurance commis-
sioners in the nine American states in which
Farmers is domiciled.

State insurance commissioners are a
tough bunch. They realise that an increase
in debt-service costs as a result of a takeover
might eventually have to be passed on to
policy-holders in the form of more expen-
sive premiums. That is not to their liking.
With insurance settlements for liability suits
seemingly on an ever-increasing spiral, they
are keen to ensure that the financial health
of their charges remains robust.

Judging by B.A.T’s problems in soothing
the commissioners’ worries about Farmers’
potential gearing as a result of its own bid
last year, the Goldsmith consortium is fac-
ing an uphill struggle. By August last year,
eight months after it launched its bid for
Farmers, B.A T had convinced only the insur-
ance commissioners in Arizona, Illinois and
Ohio that it was a suitable new owner. Kan-
sas and Texas still could not make up their

_ THE CASE FOR UNBUNDLING

minds. And Oregon, Idaho, Washington
and California refused to allow the takeover
to go ahead.

California had the oddest reason for re-
fusing—one of the state’s statutes says that
Californian companies cannot be owned by
entities controlled by foreign governments.
Mrs Roxani Gillespie, the state’s battle-axe
of a commissioner for insurance, interpreted
the wording of this statute in such a way as
to make BAT a nationalised industry—
thanks to minority shareholdings held in it
by the likes of the British Rail pension fund.
In August a state court overturned this ab-
surd ruling, forcing Mrs Gillespie to change
her mind; the three other intransigent com-
missioners did likewise when BAT upped its
offer. The bid then went through.

Mrs Gillespie’s decision wiw«n be
crucial, since 40% of Farmers’ premium in-
come comes from her territory. Sir James
and his crew have 81 days from August 8th
to convince her that their bid for B.A.T poses
no threat to Farmers’ policy-holders. If they
fail, then under City of London takeover
rules their bid must lapse, even if a majority
of shareholders have voted to accept it.

Sir James’s American lawyers, Skadden,
Arps, Slate, Meagher & Flom, should know
what they are doing—they helped to defend
Farmers last year. The main thrust of their
case to the insurance commissioners is that
it does not matter if the illustrious trio are fit
and proper owners of Farmers, as they have
no intention of keeping it. Hoylake has
promised to put Farmers under a standstill
agreement which would be administered by
Mr Daniel Evans, who is a former senator
for and governor of Washington State, Mrs
Shirley Hufstedler, a former secretary for
education, and Mr David Sherwood, a past
president of the Prudential Insurance Com-
pany of America. This fine collection of has-
beens will be responsible for overseeing the
management of Farmers until a buyer is
found; help to vet the suitability of that
buyer; and make sure that dividends to
Hoylake do not shoot up in the interim.

Hoylake is scouting around for likely
buyers. One candidate is Mr William Si-
mon, a former treasury secretary building a
West Coast financial-services empire. He is
one of 23 outside investors who have offered
to invest a total of £316m in Hoylake.

The insurance commissioners are not
impressed. “At the end of the day someone
has to pay for these deals; I don’t want it to
be policy-holders in Oregon”, says Mr
Theodore Kulongoski, that state’s commis-
sioner, with due populist fervour. Mrs Gil-
lespie might be even keener to ensure those
in California do not suffer: her job is soon to
become an elected one.

Hoylake may have made one serious
mistake in its handling of the Farmers case.

IVEN the size of their fees, corporate
raiders have a hard time convincing
people that they really do wear medals
with their pin-stripes. After all, when raid-
ers make tens of millions of dollars from
each deal, who can believe their claims to
be working mostly to improve the effi-
ciency of the business? Surely, they have
to be sacrificing the firm’s long-term
health for their own short-term gain?
Perhaps not, according to a new study
of several thousand American takeovers
which took place between 1977 and
1982*. The study examined the effects of
takeovers on the employment of produc-

Takeover and make over

tion workers, R&D specialists and adminis-
trators. It concluded that those firms that
were taken over cut back heavily on ad-
ministrators. Contrary to expectations,
when it came to the number of research
workers employed, there was no differ-
ence between those taken over and their
independent brethren.

On average, administrative offices at
taken-over manufacturing firms employed
12% fewer staff in 1982 than they did in
1977. Among firms not taken over, cen-
tral-office employment grew by 4%. Em-
ployment of production workers also
shrank at acquired firms—though by
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Skadden, Arps recommended that it should
sue the commissioners for unconstitutional
behaviour—the constitution bans states
from doing anything that might “impose an
undue burden on commerce” within the
Union. Disagreements over the division of
power between the states and the federal
government caused the civil war and are still
controversial enough to make sure such a
case could go all the way to the Supreme
Court. Mrs Gillespie has asked Farmers to
become a co-defendant and so to pick up the
bills that Cravath, Swaine & Moore will
charge to refute Skadden arguments.

Well might BAT's shareholders be
dazed. The key question to them is whether
the takeover panel in London will be willing
to adjust its bid timetable. It could rule that
Farmers’ connivance with Mrs Gillespie
constitutes a frustrating action of the bid,
on which shareholders should have the

right to vote. Or, if Hoylake has persuaded a

majority of BAT’s shareholders to accept its
offer within 60 days, it could offer to extend

the customary 21 days for tidying up all the

loose ends.

One thing is certain: uncil the attitude
of the American insurance regulators is
clearer, Sir James and Co are not going to
waste their money on offering shareholders
a cash alternative to the cockeail of shares
and junk they have now put on the table. As
the takeover panel’s deadline looms, the bid
will begin to bear more than a passing re-
semblance to one of Sir James’s and Mr
Packer’s favourite pastimes—roulette.

BAT's shareholders will be the losers.
Either Hoylake will fail to get the necessary
consents from America and so will have to
withdraw its bid because it has run out of
time, when presumably the B.AT share price
will sink. Or the consents will arrive so near
the deadline as to discourage a rival bidder
from coming forth. That in turn will prevent
BAT's share price from being pushed up as
high as it might otherwise. Not so funny.

much less than that of administrators.
Overall, growth in wages and benefits was
12 percentage points lower among those
taken over than those not.

There remains a mystery in the figures.
The report’s authors say that the firms in
their study which were taken over were,
on average, smaller and paying lower
wages than those which remained inde-
pendent. Which might indicate that some
of the fat being eliminated by pre-1982
raiders, at least, was coming from the al-
ready lean.

*“The Effect of Takeovers on the Employment and
Wages of Central-office and Other Personnel” by
Frank Lichtenberg and Donald Siegel; NBER work-
ing paper no. 2895
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Financial regulation in Britain

Down from the mountain

R DAVID WALKER, the chairman of

Britain’s Securities and Investments
Board (siB) is an unlikely Moses. A bespec-
tacled mandarin from the Bank of England,
he took over at the SIB in June 1988, one
month after the Financial Services Act
swept in a brand-new era of City of London
regulation. His predecessor, Sir Kenneth
Berrill, was blamed for all the costs and bu-
reaucracy the new system entailed and was
forced out by City financiers. On August
8th Mr Walker unveiled plans aimed at thin-
ning Sir Kenneth'’s rules without reducing
their effect. His consultative paper, “Regula-
tion of the Conduct of Investment Busi-
ness”, is now more widely known as Lon-
don’s “ten commandments”.

The new rulebook, which Mr Walker
proposes to introduce by April 1990, would
have three tiers:

@ The first is the ten commandments them-
selves. These are broad “principles” that
any financial firm must abide by, and most
are as plain and as obvious as the biblical
“thou shalts” themselves. The sIB’s second
principle says that a financial firm shall “act
with due skill, care and diligence in the con-
duct of its investment business.” Impor-
tantly, a wronged investor cannot sue a firm
that he believes has broken a command-
ment. Only the SIB can discipline it.

@ The second tier, “designated rules” (of
which there-are currently 46), builds on the
ten principles. Exercising skill, care and dili-
gence, for example, requires that an invest-
ment firm give “prompt and timely execu-
tion”. This second tier is more concrete
than the principles, but it is still much sim-
pler than Sir Kenneth’s multi-subsectioned
opus. A private investor can sue his adviser

_ if he breaks a designated rule.

@ Day-to-day regulation is left to the five ex-
isting self-regulating organisations (SROs).
Their rulebooks, the third tier, must incor-
porate all the designated rules, though the
SIB is prepared to make exceptions.

Sir Kenneth argued that all the
rulebooks had to have an “equivalent” stan-
dard of protection. It meant that when an
srO changed its rulebook, the siB had to fol-
low suit. This equivalence was one reason
why the rulebooks were all so fearfully long
and convoluted. Mr Walker asks only that
the srO rulebooks provide “adequate” pro-
tection. That gives the SROs a chance to sim-
plify their books.

What is clear is that the commandments
are essentially a deal with the City. Mr
Walker has made the new system more
“user-friendly”; in return he expects the
City to abide by his principles. The risk is
that Mr Walker's system will have less bite
than the old one. Mr Walker retorts that the

more legalistic the system, the more it will be
abused.

A case in Mr Walker's favour may be
the recent County NatWest affair: County’s
directors managed to convince themselves
that, technically, they had not broken any
securities laws, though they would clearly
have broken his “principles”. Even so, the
Bank of England’s semaphoric eyebrow
rarely stopped unscrupulous or greedy fi-
nanciers in the past. Mr Walker’s argu-
ment—that one of his commandments will
be a stronger barrier than a tightly-worded
subsection—is, at best, untested.

Now, two things need to happen. First,
Mr Walker must break a few noses early on,
to prove that his principles really are set in
stone. This he seems determined to do: in-
deed, he argues that it will be easier to fine

>
David takes the tablets

or to punish offenders for breaking a princi-
ple than for a technical infringement. Any-
body who does not accept Mr Walker’s in-
terpretation of the principles will have to
take the SIB to a costly, public tribunal.

Second, the SROs must learn to behave
less like tom-cattish trade associations and
more like the policemen they need to be. Mr
Walker now plans to harry them with audits.
But he has already let them off one hook by
saying that they can keep their existing
rulebooks if they wish. So far, only the two
most go-ahead SROs, the Investment Manag-
ers Regulatory Organisation (IMRO) and The
Securities Association (TSA), have said that
they will change to simpler rules tha fit the
new adequacy test.

Mr Walker'’s vision is of a loftier, less bu-
reaucratic SiB. Abroad, he sees the SIB as a
City ambassador, particularly in Europe,
where the Community is trying to put to-
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Et tu Arnold e Giovanni?

B.A.T stabbing

QULD you sell a used conglomerate

to Sir James Goldsmith, Mr Jacob
Rothschild and Mr Kerry Packer for £13 bil-
lion ($21 billion)? They, at least, doubr it.
Why else would they have invited a team of
rich and famous co-conspirators to join
their bid for Britain’s third-largest
company?

On July 18th the trio announced that an
illustrious group will be taking minority
stakes in Hoylake Investments, the vehicle
for their hostile bid for B.A.T Industries. The
new investors include the family holding
company of Mr Giovanni Agnelli, the larg-
est shareholder in Italy’s sprawling Fiat em-
pire; Britain’s General Electric (GEC—no re-
lation to the American firm of the same
name) run by Lord Weinstock; Banque
Paribas, a French investment bank; Pargesa,
a Swiss-based investment company; the
French end of the Rothschild family; and
America’s Bankers Trust. They may be
joined by more backers and together are ex-
pected to put up £200m of Hoylake’s
planned £870m in equity capital.

With the exception of Bankers Trust, all
of these investors have known Sir James and
Mr Rothschild for years as friends or busi-
ness partners and in some cases both. They
are willing to act as the chorus to Hoylake’s
battle for B.A.T because they face lictle risk—
they will only have to cough up if the bid
goes unconditional—and stand to make a
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handsome profit if it does come off.

The more intriguing question is why
Hoylake wants their support. To say it gives
the bid more credibility is to admit that
there was a lack of credibility in the first
place. Besides, it is by no means sure that
their involvemnent will achieve this end. Sir
James launched the bid with an eloquent
and damning attack on the efficiency of the
conglomerate. Yet Mr Agnelli and Lord
Weinstock are master conglomerateers.

This inconsistency berween Hoylake’s
rhetoric and its new backers has got BAT's
blood up. GEC’s financial performance has
been substantially worse than B.AT's during
the 1980s. Lord Weinstock has only recently
fought off an unwanted bid by a hastily as-
sembled consortium and is even now
putting the finishing touches to a range of
joint ventures that will do nicely as poison
pills. Just the sort of behaviour for which Sir
James excoriates conglomerates.

Mr Patrick Sheehy, BAT's chairman,
might be excused for feeling personally be-
trayed by Mr Agnelli and Paribas. Unusually
for a Brirish businessman, Mr Sheehy is a
devout European and the only British mem-
ber of Comité d’Action Pour 'Europe, a dis-
creetly influential pressure group in which
Mr Agnelli is also a leading light. So much
for all being in the same boat trying to build
European companies. Paribas was supposed
to be the bank that helped B.A.T's European

ambitions. It brought the company to the
Paris Bourse in 1985 and arranged annual
roadshows to impress European investors.
Last year it committed $95m to a revolving
loan to help finance B.ATs purchase of
Farmers Group, a Los Angeles-based in-
surer. Like Storehouse, Gateway and even
GEC before it, B.AT is taking a crash course
in the disloyalty of banks when tempted by
immense fees from break-up artists.

Mr Rothschild is the financial architect
of the bid, but the builder is Sir James, and it
is he who will have to use his considerable
powers of persuasion to convince institu-
tions that Hoylake can do what it says it will.
That means he will have to come up with a
rebuttal of BAT’s main defence—its perfor-
mance. Since Mr Sheehy took over as chair-
man in 1982, the company has given its
shareholders an average annual return (capi-
tal increase and dividend payments) of 35%
a year. Not bad for a supposedly direction-
less conglomerate. Sir James will have to
start coming up with some convincing ex-
planations of how he intends to squeeze
higher returns out of the core tobacco busi-
ness which Hoylake intends to keep.

His secret weapon for doing this will be
Mr Al Dunlap. In 1986 Mr Dunlap became
chairman and chief executive of General
Oriental Investments (Got), the holding
company for Sir James’s timber, manufac-
turing, oil and gas interests. Mr Dunlap gut-
ted Crown Zellerbach, for which Sir James
had paid $1.2 billion the previous year, and
pushed Gor’s profit up from $25m in 1986
to $150m last year. In March this year Mr
Dunlap was brought over to London to run
Anglo Leasing, the Goldsmith-Rothschild
operating vehicle. He has had three months
to work out how he will boost B.A.T's trading
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Sheehy’s staple
profit from tobacco, which was £756m in
1988 compared to a peak of £810m in 1984.

That is not all Mr Dunlap is doing. He is

co-ordinating the campaign to persuade reg-
ulators in America that the bid does not

- pose problems as far as ownership of Farm-

ers is concerned. Under American law the
insurance commission of each state in which
an insurance company is domiciled must ap-
prove a change of control. Hoylake has to
get past the commissions of nine states. It
has written to each of them promising to
freeze Farmers’ shares in a trust until a suit-
able buyer can be found for the company.
The main obstacle Hoylake will have to
overcome is the commission in California,
where Farmers earns 40% of its revenue.
During the lengthy hearings leading up to
B.AT’s acquisition of Farmers last year, the
big worry that exercised the Californian reg-
ulators was whether the extra debt incurred
would affect the company’s balance sheet.
They are not going to like a bid involving a
pile of junk.

. Hoylake is in for a long and costly battle.
But the £44m profit it is already showing on
its 1%% stake in B.A.T will keep the lawyers
fed for the time being. And there is always
the vision of untold profit if it wins. Any
capital gains from the stake or the sale of
B.AT’s unwanted businesses will be tax-free,
thanks to Hoylake’s Bermuda registration.
And Rothschild, Goldsmith and Packer
each stand to pocket more than 7% of the
tobacco business’s annual earnings, worth a
nifty £50m. Not a bad way to relieve the te-
dium of great wealth.

NEW YORK

AIN Street cheered while Wall
Street booed a feisty octogenarian
this week. Mr J. Irwin Miller, the former
boss and a grandson of the founder of
Cummins Engine of Columbus, Indiana,
took an expensive stand against “short-
term investors”’. On July 17th his family
absorbed a $5m personal loss to buy out
the 10% stake held in Cummins by Han-
son Industries, the American arm of
Lord Hanson’s acquisitive British
conglomerate.

Lord Hanson had sworn that he held
the shares purely as an investment. Wall
Street arbitragers disbelieved him. They
charged into Cummins shares in hopes

his sister, Mrs Clementine Tangeman,
paid just over $69 (a $5 premium on the
stockmarket price) for each of the Im or
so shares that Lord Hanson had bought
for around $53 each. They then ex-
changed them with the company for
$72m in notes yielding 10%. Speculators
betting on a takeover were burnt. The

Losing money the old-fashioned way

of a takeover bid and, says Mr Miller, .
“destabilised”” the company. So he and

shares fell below $60 on the announce-
ment of the deal.

Mr Henry Schacht, Cummins’s chief
executive, says he did not think it ethical
to use company money to buy out green-’
mailers. So the Miller family took the ini-
tiative. Mr Miller came up with the idea
and his son, Will, negotiated the deal di-
rectly with Sir Gordon White, who runs
the American side of the Hanson
business.

Nonetheless, Mr Schacht is delighted
by the family’s altruism. The Hanson
stake was making it hard for Cummins to
attract and retain good staff. Long-stand-
ing customers had started to look for al-
ternative suppliers. Like the Millers, Mr
Schacht dislikes the increasing domi-
nance of institutional investors in Amer-.
ica. In taking a three-month view, he
says, they hurt the other “stakeholders”
in a company like Cummins that has to
take a long-term view to prosper—the
employees, the suppliers, the custom-
ers—and the good people of Columbus,
an old-fashioned company town.

ESOP's fable

GARDEN CITY, NEW YORK

€€\ WNERS try harder” is the latest

come-on at Avis, the best known
American company owned by its workers.
Enthusiasts believe that it is going to come
on and on and on. Mr Joseph Vittoria, the
chief executive, was able to boast about the
triumphs of this “capitalist form of social-
ism” when he and other senior managers
met in mid-July with 15 Avis
workers’ representatives at the
head offices of the company in
Garden City on Long Island.
The workers’ representa-
tives—ten women and five
men—joked about the new
symbolism of their bright red
blazers.

Avis’s increasingly hard-
pressed competitors are not
amused. In a financial year that runs to Fe-
buary 28th, Avis’s operating profit in-
creased spectacularly from $16m in 1987 to
$79m in 1988, the financial year when its
employees took over, to $94m in 1989. Ac-
cording to Alex Brown, a Baltimore broker-
age house that follows the industry, Avis is
now the most profitable of the four leading
car-hire firms in America (more profitable
than Hertz, National and Budget). Avis,

Wners
Wetr y

harder.

which once made such a point of being
number two in sales, has also all but elimi-
nated the gap in market share between itself

_ and its arch rival, Hertz. A decade ago Hertz

had a 41% to 23% advantage in cars hired at
airports. The market breakdown today is
about 30% to 28%.

Hertz has helped Avis by making several
strategic mistakes. Concentrating on busi-
ness travellers, Hertz was slow to react to the
big increase in the hire of cars by holiday-
makers that is a consequence of the lower air
fares resulting from airline deregulation.
Hertz also lagged in computerising its opera-
tions. Hertz’s reputation and
sales took a hit after it pleaded
guilty in court last autumn to
fedeéral charges that it-had for
years defrauded its customers
by charging them more than it
cost to repair cars damaged in
collisions and in some cases
even charged for entirely ficti-
tious repairs.

Despite this, industry in-
siders think that Avis is unlikely soon to
overtake Hertz. The “try harder” company,
they say, continues to give priority to profit
margins instead of to market share. It does
not share the obsession of Mr Frank Olson,
the chief executive of Hertz, about being
number one in car-hire. Mr Olson and Mr
Vittoria, who was chief executive of Hertz
before defecting to Avis, are more than
mere business rivals. Mr Vittoria’s dislike of

THE ECONOMIST JULY 22 1989




General Edwin] Meese, while he was in
House, played a role in arranging the
ict.” The trial of Biaggi and his codefen-
n in early 1988.

ook The Prosecutors (1987), James B.
tes that some Washington lawyers now
it “the prosecutorial torch [seems] to
1, at least in the public eye, from the Jus-
nent in Washington to Giuliani in New
e Meese was dropping investigations
about pornography commissions, Giu-
:oring major successes. . . . If his re-
‘esses continues he is likely to go down
t effective prosecutor since Thomas

isingly, Giuliani’s triumphs led to calls
omas Dewey, he seek higher office. Af-
'sisting the lure of the siren songs, Giu-
as held over as United States attorney
T his four-year term expired in June
nced towards the end of that year that
idering stepping down from his post in
gh the possibility of entering a Senate
the New York Democratic incumbent,
:k Moynihan. In January 1988, howev-
became embroiled in a dispute with
can Senator Alfonse D’Amato, who
«ged him to consider a Senate race,
dsice of his successor, whom it was
sponsibility to recommend to the Jus-
-ent. Giuliani announced that he had
g preference” for choosing a replace-
aong his assistants, expressed dissatis-
Senator D’Amato’s list of possible
d finally, after D’Amato branded his
provocative and not too smart,” an-
* he would not become a candidate.
confrontation,” Frank Lynn wrote in
ck Times (January 13, 1988), “is the
ted view among politicians that Mr.
potential rival to the Senator within
»ublican party. In addition to the Sen-
1as been named as a strong Republi-
2 for the office of governor of New
»which D’Amato is known to aspire.”
to James B. Stewart in The
tudolph Giuliani “is stocky and dark-
mboyant, aggressive, voluble New
Sheehy described him as having “a
te face with dark steady eyes and
tb . . . [and an] altar boy lisp.” Ac-
nna Hanover, whom Giuliani mar-
lucting a brief courtship in the early
‘0 is currently an anchorwoman at
New York City, Giuliani “gets a bad
! at length to the press, but he’s like
'body. He'll stay up talking for hours
e’sinterested in everything.” He and
er live in an apartment on Manhat-
2 with their two-year-old son, An-
Giuliani enjoys tennis, listening to
» and reading, and he is a devoted
7 York Yankees.

GOLDSMITH

References: N Y Daily News P28 Ap 26 '87 por;
N Y Times E p26 N 8 '87 por; N Y Times Mag
P39+ Je 9 '85 pors; Vanity Fair 50:86+ Ag 87 pors

Goldsmith, Sir James (Michael)

Feb. 26, 1933- Anglo-French financier;
industrialist. Address: Cavenham House, Park
Lane, Cranford, Middlesex TW5 9RW, England

“I don’t owe money to the banks. I'm not running
for office. I'm not a public company. . . .I'm going
to do what I think is right. Not many people have
that luxury.” So declared Sir James Goldsmith, bet-
ter known as Jimmy, in an interview for Forbes
(September 17, 1979). Goldsmith is an Anglo-
French financier and corporate raider who has
been described as “50 percent energetic charmer,
50 percent bully, and 100 percent iconoclast.” The
first step in his financial rise was a pharmaceutical
business he developed in France in the 1950s. In
England in the 1960s he launched Cavenham
Foods Ltd. and pyramided it ints Europe's third
largest grocery conglomerate. The complicated
maze of his financial empire, controlled by compa-
nies in tax-lenient venues such as Panama and the
Cayman Islands, later included the Grand Union
grocery chain in the United States and the news
magazine L’Express in France. After selling off
Cavenham Foods, Goldsmith concentrated on ar-
bitrage in the United States in the 1980s, quadru-
pling his net worth to $1 billion. Having escaped
from the stock market just before it crashed in 1987,
he currently has a war chest of $800 million in cash,
at a time when cash is king in the financial world.
Goldsmith doesn’t mind people calling him ruth-
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GOLDSMITH

less, because he considers his role of entrepreneur
“necessary to an industrial society” and he relishes
being “a free man—with all the advantages and
disadvantages of that.”

James Michael Goldsmith, or Jimmy, as he is
called by all who know him, is a descendant of the
Goldschmidts of Frankfurt, Germany, a Jewish
merchant banking dynasty related to the better-
known Rothschilds. In the mid-1890s Adolph
Goldschmidt, Jimmy's paternal grandfather,
moved with his family first to France and then to
England, where Adolph’s son Frank changed his
name to Goldsmith and became a member of Par-
liament. Although Frank fought bravely as a British
major at Gallipoli in World War I, the wartime
anti-German sentiment in Britain made him a po-
litical pariah. After the Armistice, he moved to
France, where he became an investor in and man-
ager of Hétels Réunis, a chain of forty-eight of the
finest French hotels. Later, after becoming a direc-
tor of the Savoy group of British hotels, including
Claridges and the Berkeley, he was a trans-
channel commuter. In 1928 he and Marcelle
Mouiller, a Catholic from Vichy in the Auvergne
region of France, who were as yet unmarried, had
their first child, a son, Edward, better known as
Teddy, who is now a prominent environmental
consultant. After their marriage, Frank and Mar-
celle had their second child, another son—Jimmy,
born in Paris on February 26, 1933.

When not at home in Paris or sailing on yachts,
Jimmy Goldsmith spent his early childhood in
some of the most luxurious hotel suites in London,
Locarno, Biarritz, Monte Carlo, and other Europe-
an cities. Goldsmith family dinners were formal af-
fairs; parties were extravaganzas; guests were rich
and famous. “It was a gilded childhood,” as Geof-
frey Wansell noted in the authorized biography
Tycoorn: The Life of James Goldsmith (1987). “The
soft breath of affluence that blew across Jimmy
Goldsmith’s early years convinced him that life

-should never be lived in any other way. . . . Even

when he had no money, twenty years later, he still
employed a valet and a cook.” Digby Neave, one
of Jimmy Goldsmith’s oldest and closest friends,
told Wansell: “limmy does not have the same atti-
tude to money as other people. He's never under-
stood what it means not to have money, he has
always been a millionaire. Even when he didn't
have millions he was a capitalist without capital.”

Wansell quoted Jimmy Goldsmith's brother,
Teddy: “Jimmy was always driven. Even when he
was young he was always buying and selling
things. He was always competitive and ambitious.”
According to Teddy, when Jimmy was six their fa-
ther expressed concern that he had not yet learned
to read. In Teddy’s account, Jimmy told his father:
“When I'm old enough I shall be a millionaire and
have someone to read to me.” To his father’s dis-
may, at about that time Jimmy began gambling,
playing the one-franc casino machines in hotels his
father managed in the South of France. His passion
for gambling later extended to all sorts of games of
chance, including horse racing and such card
games as chemin de fer.

Fleeing the advancing Nazis at the begini
World War II, the Goldsmiths went via Eng.
the Bahama Islands, where Frank Goldsmi
been invited to manage the Royal Victoria F
Nassau. Enrolled in the Belmont School in M
Teddy Goldsmith showed “some dedicatio
cording to a report card, but Jimmy was des
as “lazy” and “uninterested.” When Jimmy v
both boys were sent off to a stricter school, |
drews College in Ontario, Canada, where
remained a reluctant scholar, interested ir
academically, but mathematics and rebellin;
against the school's sports program. After
sufficient money by trapping animals and
their fur in Toronto, he ran away from scho
ing the Christmas holidays, traveling by t
New York City and checking into the W
Astoria Hotel there. It was several days bef
parents and school authorities succeeded ir
ing him. “The memory still amuses him,” G«
Wansell noted. “Throughout life he has neve
been able to escape an image of himself as t]
petually naughty schoolboy: the one always
into scraps and scrapes, but, just as surely,
out of them. It has become part of his char

In 1945 Frank Goldsmith sent his younge:
the Millfield School in Somerset, England
pare for the British common preparatory sch
trance examination. Partly on the stren
Jimmy's bilingualism in French and English
Meyer, the Millfield headmaster, managec
him into Eton, the elite British prep school.
ing Eton in the fall of 1946, Jimmy Goldsmi
already six feet tall and looked twenty-ont
old. Ignoring most classes and adamantly r«
to take part in sports, he challenged his sharg
ematical mind with card-game strategy and
betting calculations.

Jimmy Goldsmith's allowance was onl
week, but he won or borrowed enough mc
flaunt a high-rolling lifestyle at Eton, throw
travagant parties for his fellow students and
them to the races. After parlaying a £10 bet
horses into an £8,000 payoff, he decided, at ¢
teen, that “a man of [his] means should not:
a schoolboy” and he withdrew from Eton 1
ever having passed a single academic exami
In accordance with tradition, he participatec
school’s “going down” ceremony, and he ke
certificate presented to him on that occas
prove to everyone that I haven't been s
While visiting Oxford University, where his
er was a student, he awoke to his second gre
sion (after gambling), the pursuit of be
women. He ended up staying a year and a
the city of Oxford, “making whoopee.” as hit
put it. When he rejected an entry-level hotel
father proffered, the father agreed to pay his
ping gambling debts if he would fulfill his n
service obligation immediately.

At the end of his two years of service in t]
ish Rayal Artillery, in April 1953, Jimmy Gol
was determined to “revive the family fortun.
rebuild the Goldsmith business reputation. {
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1s a manager of and shareholder in splendid
but not the owner of them.) He first made
tional headlines, however, not as a busi-
n but as one of Europe’s best-known rich
olayboys. The headlines had to do with his
ular international courtship of and elope-
ith the Brazilian tin heiress Isabella Patifio,
parents opposed the liaison. Jimmy and Isa-
ere married in Scotland on January 7, 1954,
bride died tragically later in the same year
ssive cerebral hemmorhage. Publicity was
nerated by Jimmy Goldsmith’s successful
7ith the Patifio family for custody of Isabel
la Olga Goldsmith, his daughter by Isabella,
:d by caesarean section while Isabella lay
se and dying.
smith's entrée into business was a license
brother, Teddy, had acquired for the distri-
n France of Andremad, an adrenalin cream
uatism. Setting up an office in the Hotel
in Paris in 1953, Jimmy in his bereavement
imself into building up a wholesale phar-
cal business with the concentrated energy
Jreviously expended only on sex and gam-
3y the spring of 1955,” Geoffrey Wansell
1 Tycoon, “Jlimmy Goldsmith had made a
y: business could be as much fun as gam-
.pecially if you treated it in much the same
~as a matter of moving your chips around
ly as possible for the maximum profit, and
your luck and judgment. It was a style that
r abandoned.”
i Jimmy Goldsmith founded Laboratoires
. @ company that marketed antibiotics,
aporub, the vaccine Lantigen B, the nasal
rinosterin, and other American and British
seuticals previously unavailable in France
5 generic aspirin and vitamins. Within two
boratoires Cassene was a formidable phar-
:al firm, with an annual turnover of almost
ion, a large factory, and 400 workers, from
1ands to research-and-development and
1g experts. The fast expansion was based,
> “on no money, complete financial
and hope,” as Goldsmith later explained,
ily 1957, when he was besieged by credi-
was saved from bankruptcy only by the
‘ance of the first French bank strike in
ears. In the period of grace that the strike
- he sold his company and its debts to his
1, Laboratoires Roussell, for £120,000 and
on the future sales of Lantigen B. “After
aer of 1957,” Geoffrey Wansell observed,
5oldsmith became a distinctly conserva-
icier, no matter how much of a gambler he
L on the surface.”
'y purchasing another small drug compa-
ratoire Laffort, Jimmy Goldsmith began
Tic practice of acquiring small or weak
’s, turning them around, and then merg-
lling them. Invading the British market
financial assistance of his friend Selim
t Iragi-born banker, he set up Ward Cas-
1London in November 1957 and soon an-
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tagonized established British pharmaceutical
interests by selling the drugs cortisone and tetracy-
cline “below cartel prices,” as he put it. Between
1960 and 1962 he and Zilkha transformed the Lewis
and Burrows chemist shops, together with the W.
]. Harris group of pram and nursery furniture
shops, into the British chain Mothercare. In
France, his Right Tan—inspired by America’s Man
Tan, a tanning-without-sun formula—was making
his new Lanord company profitable. Aping the
American simming product Metrecal, Goldsmith
developed Milical, a huge success in France. Later
he acquired the company that produced the popu-
lar French bathroom disinfectant Synthol. After
launching branches of the Lanord company, re-
born as Gustin-Milical, in Holland, West Germany,
Scandinavia, Italy, and Britain, his interest waned,
and he looked for a new challenge.

Borrowing money from Isaac Wolfson, an old-
fashioned usurer, and utilizing the takeover strate-
gy he had refined in France, Goldsmith, in 1964,
began buying into the British companies that he
forged into Cavenham Foods. “His attack resem-
bled that of a mercenary force rushing to seize an
objective before the defenders realize how few
their attackers are,” Geoffrey Wansell observed in
Tycoon. By 1970, when he controlled some of the
most familiar brands in British shopping, including
Slimcea, a low-calorie bread, Carrs Table Water
biscuits, Carson’s liqueur chocolates, Elizabeth
Shaw mints, and Holland's toffees, Cavenham
Foods was making a pretax profit of more than
£700,316. Goldsmith also owned Hayes Lyon and
Alex, a chain of seventy-one confectionery, tobac-
conist, and news-agents shops, which he expanded
to 388 during 1970. Soon the 388 shops were mak-
ing a profit of more than £250,000 on sales of £8.7
million. In August 1971 Cavenham Foods became
the principal owner of Bovril, the manufacturer of
the British grocery staples Bovril beef extract and
puddings, Marmite bread spread, and Ambrosia
creamed rice. Goldsmith regarded the acquisition
of Bovril as “the turning point” in his emergence as
a world-class financier.

Meanwhile, Goldsmith had acquired 60 percent
of the French public company Financiére et In-
dustrielle de Pétrole et de Pharmacie, the umbrella
for all of his French companies. With the financial
aid and contacts of his cousin Baron Alexis de
Gunzberg, Goldsmith, in late 1967 and early 1968
made a series of transactions that brought him the
Société Générale Occidentale, which would serve
as the master holding company of his business em-
pire for many years, and the Banque Occidentale
in Paris. Involved in those dealings was Madame
Gilberte Beaux, a young banking whiz who be-
came Goldsmith's closest adviser and aide, espe-
cially in banking matters. “Jimmy is really
everything except a banker,” Madame Beaux told
Geoffrey Wansell. “He is a wonderful financial
mind, a kind of genius, but financial matters and
banking are totally different. Banking is for little
margins and little risk. A financial man takes big-
ger risks for bigger profits.” Goldsmith agreed:
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“The whole of my belief about business is that if
you take a risk there has to be the potential for re-
ward at least as great as the risk, if not greater.”
Allied Suppliers, Britain's fourth largest food
company, fell to Goldsmith in January 1972, and
Générale Alimentaire, France’s third-largest food
combine, a leading processor of mustard, vinegar,
and condiments, did the same three months later.
Foreseeing an imminent downturn in the Europe-
an economies, Goldsmith in 1973 began to sell off
some of his European properties and to invest in
American companies. In December 1973 he an-
nounced Cavenham’s purchase of Grand Union,
then the tenth-largest supermarket chain in the
United States, for $62 million, most of which was
raised as a Eurodollar loan by the Hambros Bank
in the City of London. Early in 1974 Jim Woods,
who had been running the Cavenham small-shop
chain in Britain, was made president of Grand
Union. Although Goldsmith is not a natural man-
ager, he himself later personally ran Grand Union,
after merging it with two other chains, the Colonial
Group, in 1978 and the Texas-based . Weingarten
stores, in 1979. Under Goldsmith, the Grand Union
stores took on a new, European marketing look, de-
signed by Milton Glaser, and specialty gourmet,
fresh fish, and bakery departments were intro-

duced. By 1986 Grand Union was the third-largest”

food retailer in the United States, after Safeway
and Kroeger. Meanwhile, Goldsmith had been
simplifying the affairs of his European companies
as well as extending Cavenham's activities into
Spain. He increased his shares in Générale Ali-
mentaire to a controlling interest and consolidated
both that French grocery company and Cavenham
under the control of the Société Générale Occiden-
tale.

During Britain’s mid-1970s recession, Goldsmith
temporarily turned his thoughts to a possible career
in politics. He was an adviser to and speechmaker
for the former Conservative prime minister Ed-
ward Heath in his effort to unseat Harold Wilson,
the Labour prime minister—an effort that failed
when Wilson soundly defeated Heath in the gener-
al election of October 1974. While he was working
in the Tory Central Office, Goldsmith grew in-
creasingly frustrated at the failure of the party to
heed his advice to make itself less top-heavy by
giving the local party organizations greater autono-
my. In addition, his idiosyncratic and often intem-
perate plainspokenness was at odds with the
practical political traditions of compromise and ob-
fuscation. Margaret Thatcher, Heath's successor as
the leader of the Conservative party, liked the Lub-
bock lecture that Goldsmith gave at Oxford Uni-
versity in October 1975, but she did not much care
for a speech he had given shortly before to a Unit-
ed Press International conference. In that speech
Goldsmith suggested a sweeping reform of the
electoral system and of the House of Lords, as-
sailed the Communist party’s infiltration of the La-
bour party, and criticized the Conservative party
for its adherence to criteria of “wealth and birth”
instead of merit.
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The biggest obstacle to a career in British
for Goldsmith was his unabashed polygyn
arrangement of a wife and two children i
and a mistress and three children in Lond
much more acceptable to the French than
British. The announcement of Goldsmith’s
hood in March 1976 sparked political contr
but his later reception of the Légion d'H
drew only moderate publicity. His reputa
Britain was not helped by an article in the s
biweekly Private Eye that implied that '
helped to block a police inquiry into the dis:
ance of his friend Lord Lucan, who had b
cused of murdering his children's
Goldsmith sued the publication for libel, b
eighteen months he settled out of court, f
yers' fees and a full-page apology.

Feeling misunderstood and rejected by t
ish establishment, Goldsmith moved his
business operations back to Paris in 1€
founded a new holding company, General {
Ltd., based in Hong Kong but controlled -
SA in Panama, for his holdings in Généra.
dentale, and he ventured into publishing \
purchase in March 1977 of L'Express, the
news magazine in France. In September
founded Now!, a British weekly news m:
for which he recruited right-leaning politi
umnists at the highest salaries on Fleet
Mounting losses forced Now! to close ¢
1981.

Turning his attention to the westerr
sphere, Goldsmith invested in Basic Resou
ternational, a joint Spanish-French oil-ext
venture in Guatemala, in 1979. Within six
in 1980, he dismantled Cavenham Foods
British manufacturng and retailing conglc
At that time he was buying into the Diamor
national Corporation, a diversified Americ
ufacturer of paper and other forest
Taking control of Diamond International
he liquidated all of the corporation’s asset
1.6 million acres of forest lands, for a $50(
profit.

Before his highly publicized hostile tak
the Crown Zellerbach Corporation, anothe
ica forest products giant, in 1985, Goldsmi
unsuccessful but nonetheless profitable
two other American companies with su
forest holdings—the St. Regis Corporation
Continental Group. Declaring “total, abs
nal, and irreversible war,” Goldsmith o
Crown Zellerbach’s defensive strategy
quired majority control of the San Franci
pany through stock purchases on the oper
Fending off “white knights,” such as the M
poration, who sought to deliver Crown
grip, he took delight in remarking, “V
white. And I'm a knight.” William T. Cres
quished Crown Zellerbach’s board chair
to Goldsmith in July 1985 but remained
dent and chief executive officer. Golds
structured the corporation, selling the
paper-producing divisions to the James R
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-ation of Virginia and retaining nearly two mil-
1 acres of timberland.
Goldsmith’s next American target was the Good-
ir Tire and Rubber Company, which had diver-
ed far beyond its original core business, to its
riment, in his view. Backed by his network of
ropean capital sources and his American invest-
nt banker, Merrill Lynch Pierce Fenner & Smith
., Goldsmith began buying “for the company’s
»d” as well as his own until he acquired 11.5 per-
it of Goodyear’s 109 million shares. When he
pposed a tender offer at $49 a share on Novem-
-5, 1986, Chairman Robert E. Mercer launched
intense counterattack, and Goldsmith’s bid be-
ne the subject of hearings conducted by the
use subcommittee on monopolies and commer-
| law. Stealing Goldsmith’s thunder Mercer's
ird divested Goodyear of its aerospace and en-
y divisions. Recognizing that the public mood
5 turning against high-powered corporate raid-
in the wake of the scandal surrounding Wall
2et arbitrageur Ivan F. Boesky, Goldsmith on
vember 20 agreed to sell his stake back for
.50 a share, which gave him a profit of more
n $93 million. He came away from the affair
aming that his involvement had the positive ef-
t of legitimizing the role of the raider. “As a re-
- of my being there, the company’s share price
wch higher,” he pointed out, “their earnings per
re have doubled, and they are much healthier.”
Jn the very day that he released his Goodyear
’k, Goldsmith scored a victory in France. Acting
1 “white knight” at the request of Presses de la
%, he successfully battled the Italian industrialist
lo De Benedetti for control of the publishing
1se, the second largest in France. That acquisi-
|, together with his earlier purchase of the liter-
weekly Lire and the large amount of money he
nt improving L’Express, seemed to confirm an
‘ntion to make Générale Occidentale, his $2 bil-
t holding company, listed on the Paris Bourse,
' a mighty European communications group. In
* 1987, however, Goldsmith sold his 51 percent
‘e in Générale Occidentale to the recently
ratized Compagnie Générale d’Electricité, the
1d’s largest telecommunications equipment
Ip after American Telephone & Telegraph
Opany. In August, he sold still more assets,
uding L’Express and Grand Union. At the
e time, a coalition of labor unions representing
t Pan American World Airways workers was
ling preliminary discussions with Goldsmith
it a possible restructuring of the airline’s par-
company. In the spring of 1988 Goldsmith en-
d yet another field when he invested some $2
lion in the new production company Golden
;ne Films for its first venture, Why the Whales
2 the ever-shifting global structure of his inter-
ing holding companies, Goldsmith’s chief cor-
‘e umbrella now appears to be General
‘ntal Investments, based in the Cayman Islands
le West Indies, where he is protected from cap-
8ains taxes. General Oriental is privately con-

GOLDSMITH

trolled by the Brunneria Foundation in
Liechtenstein through intermediary shell compa-
nies in Panama. In creating rather than managing
his empire, Goldsmith relies on a corps of out-
standing, trusted administrators, with whom he
communicates often by telephone, even when he
is sailing his yacht. He prides himself on not sitting
behind a desk in his offices, on not keeping files,
and on tearing “almost everything up when [he has]
finished with it.” “If I have any talent at all,” he
once said, “it is foreseeing major developments
and acting on them before anyone else.” His by-
word is: “if you can see a bandwagon, it’s too late
to get on it.” Admittedly superstitious, he won't
open an umbrella indoors, and he sometimes
touches wood when talking about present or future
business transactions. “He believes in luck,” a col-
league has said. “He believes in fate.”

Goldsmith is too restless to limit himself to
building up or concentrating on a single business,
and he believes that such entrenchment tends to
breed and perpetuate stodgy, ineffective, and com-
placent business bureaucracies. With missionary
ardor, he preaches that takeovers represent
“industrial renaissance” and that “liberating com-
panies from tired old conglomerates is good for ev-
eryone—shareholders, employees, the economy,
and, of course, the raider.” Goldsmith, who views
himself as “a revolutionary,” uses some of his mon-
ey to exert political influence, to bankroll conser-
vative causes, and to fight what he views as
Communism’s deliberate, subtle invasion of west-
ern governments and media. One of his fears is that
the United States is in danger of catching “the Eu-
ropean disease,” a “triangular alliance of big
unions, big government, and big management.” He
has expatiated on his free-enterprise philosophy in
speeches and articles, some of which were collect-
ed in Counter Culture (1985}, which was privately
published.

“The thing about Jimmy is that he’s an English
eccentric in the best sense of the term,” Olivier
Todd, the L’Express editor whom Goldsmith fired
for endorsing the Socialists in the French elections
of 1981, told an interviewer for Time (November
23, 1987). “He is sometimes downright reactionary,
but he is also ferociously anti-establishment, left;
right, and center.” As Geoffrey Wansell observed
in Tycoon, Goldsmith is “a character of weird and
forceful originality . . . dismissed as neurotic by
some, yet recognized as genuinely imaginative by
others.” Goldsmith married his second wife, Gin-
ette Lery, in 1963; by her he has two children,
Manes and Alix. Following his divorce, he married
his longtime mistress, Lady Annabel Birley, in
1978; from that union he has three additional chil-
dren, Jemima, Zacharias, and Benjamin. His youn-
gest child is Charlotte, his daughter by Laure
Boulay de la Meurthe, a niece of the Comte de Par-
is, the pretender to the French throne. According
to a report in Fortune (October 12, 1987), he also
has a mistress in New York City. Following his own
code, Goldsmith is happily devoted to all of his
ménages.
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Blue-eyed Jimmy Goldsmith, who went prema-
turely bald many years ago, is a cigar-smoking man
of imposing presence, standing six feet three inch-
es tall, sporting a year-round tan, and speaking in
a self-confident staccato. While mercurial by tem-
perament, he is suave and elegantly courteous. He
maintains luxury residences in Manhattan, Lon-
don, Paris, and the Spanish countryside. Wherever
he happens to be, he spends some of his leisure
time reading and playing backgammeon (well} and
tennis (badly), but pondering new business deals is

his favorite recreation. “The secret,” he once sai
“is to create new ambitions the whole time.”
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Goode, Richard

June 1, 1943~ Concert pianist. Address: ¢/o Byers
Schwalbe & Associates, 1 Fifth Ave., New York,
N.Y. 10003

For more than a quarter of a century, the concert
pianist Richard Goode, who has been called a
“musician’s musician,” has been acclaimed on four
continents for his technical prowess and interpre-
tive skills, both as a soloist and as a member of
leading chamber music ensembles. The principal
keyboard artist for the Chamber Music Society of
Lincoln Center and one of its founding members,
Goode has successfully met the challenges of the
repertoires in both areas in what continues to be a
flourishing career in New York recitals and on Eu-
ropean tours. Perhaps his most ambitious project so
far has been his traversal of all the Beethoven pi-
ano sonatas in a seven-concert series at the Ninety-
second Street YMHA in the fall of 1987 through the
spring of 1988. He is also recording them on com-
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pact disk, LP, and cassette for Book-of-the-Mon
Records and Nonesuch Records.

Richard Stephen Goode was born on June
1943 in New York City, one of the two sons of Sar
uel Mitchell Goode and Helen (Kaiser} Good
Neither of Goode's parents was a musician, but t
father was a piano tuner who at one time had stu
ied the violin. Goode's first exposure to music can
from listening to vintage Al Jolson records in
family’s apartment in the East Bronx. “I low
them,” he told Karen Campbell during an inte
view for Ovation {January 1987) magazine. “It w
something about Jolson’s totally uninhibite
schmaltzy emotionality. I used to sing and try to ir
itate him, and I guess my parents took note of th
and decided I should study a musical instrumen
Strangely enough, Goode originally took up the [
ano as an instrument preparatory to the violi
“Then I wanted to be a composer,” he told Arth
Satz in Musical America (October 1981), “then
conductor, and finally a performer. I kept loweri:
my sights, you might say.”

At the age of six, Goode began studying the 1
ano with a neighborhood teacher, but found the e
perience to be an unhappy one. He was soc
introduced to Elvira Szigeti, a relative of the r
nowned violin virtuoso Josef Szigeti, and the tv
struck up a harmonious relationship. Goode cred:
his four years of study with Elvira Szigeti—iro
1949 through 1952—with shaping his love and r
spect for music. “She was an inspiring force,” ]
told Karen Campbell, “and she was totally dedice
ed. She didn’t fool around with children’s piece
but started me right off with Bach and Barték.
gave me the sense that music was a very, very it
portant matter.”

After completing four years of study with Elvi
Szigeti, Goode came to the attention of Mrs. Ros
lie Leventritt, a friend and empathetic champion
many musicians and their careers, who arrang
for him to play for the celebrated pianist Rudc
Serkin at her Manhattan apartment. It was
Serkin's recommendation after that audition th
Goode became a pupil of Claude Frank, the r
nowned, German-born virtuoso and teacher. “F
was the first person I'd ever heard play close-ur
Goode told Karen Campbell, “because Mrs. Szigt
had arthritis and never played. Claude made
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By BENJAMIN J. STEIN

Who Owns This Company Anyway?

Greenmail Leaves Shareholders Out in the Cold

IN THE halcyon November of 1986,
Ivan Boesky’s was not the only name
in the news. Although attention centered
on his confession of having traded prof-

ble implication of other traders and
Wall Street players and the SEC’s han-
dling of the case, there were other
events of significance occurring on the
investment scene. Some of these raise
questions about the role of management
in public companies, the duties of fiduci-
aries, the meaning of insider trading and
the destiny of public ownership of
shares. These questions have yet to be
addressed in any full way.

In late October and early November
1986, Sir James Goldsmith made an
offer to buy the 87.5% of Goodyear Tire
& Rubber Co. that he didn’t already
own for $49 a share, or a total of $4.71
billion in equity. Goldsmith promised
that he would, when he owned Good-
year, force it to divest itself of oil, aero-
space and high-tech businesses and to
concentrate on its basic business of mak-
ing tires.

The management of Goodyear, led
by its chief executive officer, Robert
Mercer, fought back fiercely to maintain
the company’s “independence.” Mercer
and various Ohio congressmen arranged
for congressional hearings that were

Benjamin J. Stein is a lawyer, econo-
mist and writer, based in Los Angeles.

itably on insider information, the possi--

plainly hostile to Sir James. Mercer and
his colleagues gave press conferences in
which they declared they hoped they
could retain their “independence” so
that Goodyear could remain in high
tech and aerospace, continue to lead the
tire industry in research, and chart its
destiny free of foreign domination.

On Thursday, Oct. 20, Goldsmith,
after extensive conversation with Mer-
cer, withdrew his offer to buy all the
shares of Goodyear. He sold back his
12.5 million shares to Goodyear for
$49.50 a share, netting a profit estimated
at $80 million-$90 million. Goodyear
announced simultaneously that it would
buy from the ordinary stockholders an-
other 40 million shares at $50 a share, or
50 cents more per share than Sir James
received, but would not tender for the
other 52% of the shares owned by the
public.

The stock market sent Goodyear’s
shares down from roughly $46 to about
$41.50. The latter presumably reflected
the market’s view that the average price
of all the outstanding shares, those that
would be bought in and those that
would not, would be about $41.50, or
about 15% less than what Goldsmith
had offered.

The difference between what Good-
year’s shares were valued at (not count-
ing Goldsmith’s -stock) after Sir James
and management reached an under-

standing and what he had offered for the

shares came to about $735 million.

This also presumably was a part of
the price stockholders paid for seeing
their company, Goodyear, remain inde-
pendent. Another part of the price was
the $80 million-$90 million profit paid
by management to get Sir James to
go away. .

‘Ironically, immediately following the
accord with Goldsmith, Mercer an-
nounced that Goodyear would be se-
verely restructured along the lines Sir
James had suggested. The aerospace,
high-tech, and oil and gas operations
of Goodyear will be sold. The research
and development efforts of the rubber
giant will be cut by more than half.
Headquarters staff will be reduced. The
company will become heavily laden with
debt. :

The “independent” Goodyear thus
emerged as a company very much like
the one Sir James wanted, with this large
difference: The stockholders are about
$800 million less well off than they
would have been had Goldsmith’s bid
succeeded, and the company they now

~own is different in several key ways

from the one they bought.

Four days after the abandonment of
the Goldsmith bid for. Goodyear, an-
other attempted takeover ended. Rev-
lon, through its energetic chairman,
Ronald O. Perelman, had offered to buy
the huge toiletries and razor manufac-
turer Gillette in early November for

$65 a share. Following a series of con-
frontations among representatives of
Gillette and representatives of Perel-
man, on Nov. 24, Perelman decided to
sell back his 9.2 million shares for $59.50
each and renounce any intention of tak-
ing over Gillette for at least 10 years.
For this, he received a profit of some $43
million, the difference between what he
paid for his stock and what Gillette paid
him.

The other stockholders of Gillette,
who held an additional 41 million or so
common shares, within two days saw
their holdings’ value plunge from
roughly $65 a share, at which the stock
had been trading, to about $45. Their
cumulative loss upon the settlement that
kept Gillette “independent” ran to
around $800 million.

That sum does not include the $43
million profit accrued by Perelman. Nor
the $7 million in expenses paid to him
and his lawyers and investment bankers
for their efforts, at what must be the
highest hourly rates of pay in the annals
of law and finance.

The peripatetic Perelman only a
scant three weeks earlier had ended a
similar maneuver involving CPC Inter-
national. In that ballet, Perelman had
halted his “attempted takeover” of the
food titan by accepting a buyback of his
shares at substantially above the next
day’s trading price, netting a profit

. of $40 million or so in the bargain.
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